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PREFACE TO SECOND EDITION

THE development of the science of cost accounting has
been most rapid, and the intensive study given to its
problems by those engaged in the profession has contri-
buted greatly to its present efficacy.

The depression of 1929 and the years following has given
the best proofs of its value. These years, to modern busi-
ness, have seen the survival of the fittest, and ‘‘ the fittest”
have proved to be those organizations operating an up-to-
date system of cost accounting.

To the student prepared to make a study of cost account-
ing, the science provides an absorbing interest in which the
field of endeavour ever widens, offering to the young men
and women of to-day unlimited opportunity. To such a
student these pages are dedicated, with the advice that the
extent of success derived from this study will be measured
entirely by the effort and application of each individual.

The object of this book is to enable the beginner to
obtain a thorough knowledge and understanding of the
elementary principles of costing, and to give descriptions
of the various methods used in practice. The elementary
principles and methods are also enlarged upon in such a
manner as will indicate in a general way how they can be
applied in practice.

In dealing with this subject, it is presupposed that the
student has acquired a knowledge of Book-keeping and
Accounts, a thorough understanding of which is necessary
before the subject of cost accounting may be considered.

R. J. H. RYALL.
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PREFACE TO FIRST EDITION

CosT accountancy has made such rapid strides during the
past ten years that the excellent prospects which are now
offered by this comparatively new profession have opened
up a very wide field of opportunities for the young man
and woman of to-day.

Much literature already exists which deals with the
subject of cost accountancy, chiefly for the benefit of
those who are already engaged in the profession, and
which, consequently, is far too advanced to be of real
assistance to those who wish to take the first step towards
qualifying as cost accountants.

Furthermore, the training of a cost clerk has unfor-
tunately been regarded as of little relative importance
compared to that of the cost accountant. As a conse-
quence, those wishing to enter a cost office as a means of
livelihood are more or less without easy means of acquiring
an elementary knowledge of the subject.

The recently instituted costing examination of the
Royal Society of Arts should go far to remedy this defect,
and it is hoped that this book may be of some service to
students who intend to present themselves for this exam-
iation, as well as for students of the various professional
bodies.

The object of this book, therefore, is, firstly, to enable
the beginner to obtain a thorough knowledge and under-
standing of the elementary principles of costing and to
give brief descriptions of the various methods used in
practice ; and, secondly, to enlarge upon these elementary
principles in such a manner as will indicate in a general
way to the more advanced student how such methods
and principles can be applied.

v



vi PREFACE

In dealing with the subject it is necessary to presuppose
a knowledge of the principles of book-keeping and accounts.

Grateful acknowledgment is made by the author for the
assistance given by Mr. H. J. Fells, B.A., in reading and
correcting the proofs during preparation.

R. J. H. RYALL.
LonNpon, W.C.1.
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PRIMER OF COSTING

CHAPTER 1
INTRODUCTORY

MucH misapprehension exists as to what cost accountancy
really involves or achieves, and it is therefore desirable to
understand clearly the sphere of costing, and how, and to
what extent, it differs from ordinary book-keeping and
accounts.

It is obvious that when men engage in business they do
so in order to obtain a profit. The more simple method
of trading is that of merchanting, where a man buys
ready-made goods from the makers or their agents and
sells them at a higher price in order to make his activity
profitable. The method, under normal circumstances, of
guaranteeing himself such a profit is simple, as the actual
business routine is not complicated, and the cost of such
routine can easily be calculated.

Let us now consider a system of financial accounting
in so far as the ordinary routine of business is concerned,
and assume for the sake of illustration that a trader is
engaged in buying ready-made suits for the purpose of
sale. Insuch cases, a system of book-keeping and accounts
will correctly record the trader’s dealings with his creditors,
"his debtors, and his bank. It will also enable him to
ascertain what money is owing to him or what he owes to
his creditors, the total amount of profit made at the end
of a trading period, and the amount of capital employed
in his business, and numerous other figures relating to his
financial or external transactions.

It may be, however, that the trader decides that it

 §



2 PRIMER OF COSTING

would be more profitable to manufacture all or most of
his lines, and it becomes necessary for him to rent a building
or acquire a piece of land on which to build his own works.
He will then have to buy cloth to work up into garments,
and, in addition to this, a stock of buttons, cottons, linings,
stiffenings, braid, and other miscellaneous materials must
be kept, and a supply of needles, chalk, pins, etc., must
also be available. Paper, tape, boxes, brown paper, string,
and labels, all described as packing materials, become
necessary.

Labour must next be hired to work the cloth into the
finished product, and, in addition, there will be required
cutters, who will cut out the material to the correct shape
and size ; pressers, who press the finished garment; a
storekeeper, to look after the stock of materials ; mechanics,
who will attend to the machines; also sweepers, and
numerous other kinds of sundry labour.

A factory manager is essential, to whom the foremen,
the warehousemen, and the storekeeper will be responsible.

Plant, machinery, and equipment must be paid for; also
charges for gas, electric light and power, fuel for heating,
and many other items of expense. Buildings and machinery
will require repairs and renewals, and reserves must be
made for depreciation.

It will now be seen that, with all these additional activi-
ties, there will be a corresponding increase in the number
of financial transactions, and that a system of financial
accountancy will require to be arranged to accommodate
these changed conditions.

Financial accountancy, however, has developed along
scientific lines, so that to-day a manufacturer is as well
provided as the merchant with all the information he
requires, on the purely financial side of his business. But
a system of accounts which deals only with the financial or
external transactions of a business will not meet all the
requirements of a manufacturing concern; and, in order to
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show this, it is desirable to examine briefly the various
accounts prepared from such a system at the end of a
financial period.

Before such final accounts can be prepared, a trial

TRIAL BALANCE
As AT 31ST DECEMBER, 19..

Dry. Cr.
£ £
Cash at Bank . 35,600
Petty Cash . . 1,000
Land . . . 10,000
Buildings . . 130,000
Plant and Machmery . 150,000
1 Sundry Debtors . . . 52,000
£110,000 Inventory, ist January . 110,000
350,000 Purchases . . . . 350,000
150,000 Works Pay Roll . 150,000
Salaries. . . . 65,000
Office Supphes . . . 3,000
Taxes . . . 12,000
Deprecmtlon—

Buildings . 2,600
Equipment 15,000
Carnage . . 2,500
Insurance . . . . Qoo
Light and Power . 10,000
215,300 } Water . . . 1,000
Travelling Expenses 23,000
Commuissions . 6,600
Royalties . . 2,500
Advertising . . 12,000
Discounts . 1,500
Interest on Overdraft 4,000
General Expense . 53,000
Bad Debts . . 700

Sales . . 750,000

Capital . . . . 400,000

Sundry Creditors . 35,600

Reserve for Bad Debts 700

Reserve for Depreciation . 17,600

£1,203,900 | £1,203,900

Inventory at 31st December, £145,000.

1 These figures do not form part of a trial balance, but are inserted
as notations only to enable the student to follow the explanation in
subsequent chapters.



4 PRIMER OF COSTING

balance is first extracted from the ledgers. A Manufac-
turing and Trading and Profit and Loss Account must
then be prepared, and finally a Balance Sheet is drawn
up. The extent of this drawing up will naturally depend
upon the size and nature of the business, but the example
of the accounts referred to will be sufficient for our purpose.

TRADING AND PROFIT AND LOSS ACCOUNT
For THE YEAR ENDING 31ST DECEMBER, 19..

Dr Cr.

s.|d. £ s.|d.

Stock on Hand . 110,000 | —| —{| Sales . 750,000 | —| —

Purchases. . || 350,000 | —| —|| Stock on Hand 145,000 | —| —
Wages . . || 150,000 | —| —
Gross Profit . |l 285,000 | —| —

£895,000 | —| ~ £895,000 | —| —

Salaries . . 65,000 | —| —|| Gross Profit . || 285,000 | ~ —
Office Supplies . 3,000 | —| -
Taxes . . 12,000 | =| —
Depreciation . 17,600 | —| —
Carnage . . 2,500 | —| —
Insurance. Qoo | —| —
Light and Power 10,000 | —| —
Water . 1,000 | = —
Travelling . 23,000 | —| —
Commissions . 6,600 | —| —
Royalties . . 2,500 | —| —
Advertising . 12,000 | —| —
Discounts. 1,500 | —| —
Int. on Overdraft 4,000 | —| —
Bad Debts . 700 | = —
General Expense 53,000 | —| -
Net Profit . 69,700 | —| —

£285,000 | —| — £285,000 | - —

Note. The above account is not intended as a model
from the accounting point of view, but is to illustrate a
principle only.

It is assumed that the inventory is of raw material only.
Usually there will be three inventories—raw material, work



00€‘SoSF

oo¥‘zlz

006°z€2

000SE
oo¥lzr
000‘o1
o00SH
00£1§

000°L
009‘SE

| 00E'SoSF

000°S1 ﬂo_uﬁooumoﬂ QAIISIY ST |

ooo‘oST - © jwewmdmbymy |

009°‘z noﬁa_oo.aoQ 9AIISIY SS2T ;

ooo‘of€r - : s3uwipping. |
. . . pue

—pax1.] | ool'ba¥

i

A1ojusauy _

ool o.ﬁomom 3199 ped ss?7 |
000°2§ - s103q3g Arpung

. . puBl UO yse) *

* jueqg je gsed) 009 wm
F —244nD) !

spassy

00L‘69
ooo‘oo¥

¥

3unoddy snjding

pred pue paquosqng

sayy1qoLy

:teyde)
—Anbg ssoppoyaivys

* §1031pax) Lipung
—qUI4ND)

©*6I ‘4AERIADA( ISIE
IAdHS dAONVIVL



6 PRIMER OF COSTING

in progtess, and finished goods. Raw material and work in
progress enter into manufacture, but, of course, the finished
goods do not. In complete operating accounts, there would
be definite distinctions made among the account that shows
the cost of manufacture, the account that shows the gross
profit from sales, and the account for profit and loss.
Factory salaries, factory depreciation, carriage on raw
material, factory insurance, factory light and power, water,
and royalties for right of manufacture would all enter into
the cost of manufacture; and if there is an account to show
that cost, they would be included in that account.

The preceding accounts, when drawn up and arranged in
sufficient detail to meet the particular requirements of the
individual business, provide the manufacturer or trader
with all the information he requires regarding the general
finances of his business, but they are of very little value
in the control of a manufacturing business, as such accounts
do not show the cost of any particular stage in the manu-
facture of the final product, nor where 1n such stages
there is any profit or loss. Moreover, they do not permit
prompt comparison of the estimated with the actual cost
of manufacturing. They give no clue as to how far time
or material are efficiently utilized, or where waste is
rampant and economies possible. To ascertain the cost of
a single article, process, or batch of articles it becomes
necessary to analyse the expenditure directly involved in
their manufacture in such a manner as will show not only the
elements which constitute a complete cost, but also various
other data relating to the many activities of the factory.

Objects and Advantages of Costing

If a system of cost accountancy is to be of any real
value to the manufacturer, it must be far more than a
mere branch of ordinary financial accounting. Ordinary
accounting deals with the external transactions of a business
from a purely financial point of view, and in all cases in
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Various methods of cost finding are used in practice,
but these may be conveniently grouped under three main
headings, i.e.—

(x) Job costing.
(2) Process costing.
(3) Operative undertaking costing.

(x) JoB CosTiNG, which is very often referred to as the
order method, is used when all the various items are
charged to a specific order, which may be for one or a
quantity of articles or for a particular operation.

With this method, the amount expended on labour and
materials is charged to a particular order number, together
with its share of expenses, and the sum total constitutes
the cost of the job, order, or operation.

(2) ProcEss CoSTING is employed 1n cases where there is
a variety of processes or operations before a completed
product is turned out, and where it is necessary to find
the cost of each variety of operation. This method is
particularly necessary where by-products naturally occur,
or where one article out of a batch loses its identity during
the process of manufacture. By this method comparison
of the costs of different operations is possible, and prices
at each stage can be fixed. Process costing is used 1n
most food producing factories, chemical works, and in the
manufacture of paint, etc.

(3) OPERATIVE UNDERTAKING COSTING is the essential
method where services are rendered rather than goods
produced. A single measurement demonstrates the work
performed, though it may vary in kind, as when a railway
company reckons work performed as per ton mile or per
passenger mile, etc., or an electric supply company per
kilowatt hour. Operative costs render possible the costing
of transport undertakings and other public utility concerns,
such as water works and gas works, etc.

Many other terms are often used to denote a method of
costing, but all of them relate to one of the above. For

2—(B.1853)



I0 PRIMER OF COSTING

instance, SINGLE or OuTPUT COSTING is a term often used
to denote the method of costing employed in such businesses
as supply one rather than many products, and where it is
desired to find the actual or average cost of one unit,
weight, measurement, or container, as per ton, per yard,
per 1,000 bricks.

Such a term, however, merely refers to the job or process
method of costing. Most manufacturing businesses use
either the job or process method, or a combination of the
two, when departmentalization or a division 1nto processes
15 usual or desirable.

DEPARTMENTAL COSTING is a term used when it is desired
to ascertain the cost of the output of each department
separately when a standard article or process only is made.
The method used in such cases is also the job or process,
or a combination of the two.

TERMINAL COSTING refers to the ascertainment of the
cost of carrying out a contract such as the erection of
buildings, bridges, or irrigation schemes, etc. This method
of costing is the same as the job costing system.

MurtipLE CoSTING relates to the system used in such
businesses as make a variety of goods which differ both in
value, in kind, and in the number or variety of processes
necessary for completion. These accounts are based on the
job costing method.

Elements of Cost
To employ any of the above methods of costing it is
necessary that money expended be analysed according to
its use. This analysis firstly takes the form of segregating
expenditure under the heads of—
(1) Materials.
(2) Labour.
(3) Expenses.
Such are known as elements of cost, and the sum of
these elements comprises the total cost. The grouping of
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these elements has been indicated by inserting on the
left-hand side of the specimen trial balance on page 3
the totals of the respective groups.

Relation Between Cost Accounts and Financial
Accounts .

It has already been stated that one of the objects of
costing 1s to reconcile with the financial accounts 1n terms
of true cost the expenditure incurred and charged to
production, distribution, and management. It 1s therefore
necessary that a suitable method of reconcihation and
control of each element of cost be used. This is effected
by means of ““ control accounts,” which are accounts that
coincide with the three divisions mentioned above. The
Chart (Fig. 1) clearly illustrates the connection between
the three cost control accounts, representing the three
elements of cost, and the source from which the figures are
obtained in the financial books of account.

Costing Terms

To render the subject clear and explicit, it is desirable
at this point to define the more usual terms employed in
costing. Costing terminology has been so loosely apphed
in the past that considerable difficulty often exists when
it is necessary to define a particular term.

For instance, the word CosT is very frequently used, and
it may refer to the cost of manufacturing only, or the cost of
selling and distributing the goods, or it may be used to
indicate the total cost of manufacturing, selling, and
distribution. Owing, therefore, to the very wide interpre-
tation placed upon this word, it should never be employed
unless qualified 1n some particular way.

Many other terms are given an equally wide meaning,
such as ONcost, OVERHEADS, BURDEN, etc., but all of
these relate to one particular element in costs. Such
terms do not indicate the nature of the item in question,
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INTRODUCTORY 13

and 1t is recommended that the term ESTABLISHMENT
EXPENSE should therefore always be used when it is desired
to refer to the total expenses of a business.

Torar CosT is the sum of all items of expenditure
incurred to produce, manufacture, and distribute any
commodity, or to render a service.

WoRrks CosT is the sum of all items of expenditure
incurred 1n the manufacture or production of any com-
modity, ie. the works cost of matenals, labour, and
expense (Cost of production and factory cost 15 sometimes
used when referring to works cost )

PrIME CosT is a part of the Works Cost and comprises
direct materials and direct labour only.

EsTABLISHMENT EXPENSE is the term used to denote all
the indirect expenses incurred in running a business both
in the works, offices, branches, and other commercial
departments, etc.

WoRrks EXPENSE 1s a sub-division of Establishment
Expense, and 1s the term used when referring to all items of
expense which have been incurred in the works proper.

SALES ExPENSE is the term used when referring to all
the expenses incurred in connection with the seling and
distribution of a firm’s products. Sales expense 1s also a
sub-division of Establishment Expense.

ADMINISTRATIVE EXPENSE is the term used when referring
to the expenses incurred in the general and financial
administration of a business only. This item is also a
sub-division of Establishment Expense.

It will be noted that Establishment Expenses are divided
into three groups, which represent the three main functions
of a business, namely: (a) Works or Manufacturing; (b)
Sales or Selling; and (¢) Administrative, or the Cost of
General Management, etc.

With some concerns the Administrative Expense is ap-
portioned over the Works and Sales Expenses, whereas in
the large concerns they may be dealt with in many different
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ways. This subject will be explained fully in a later chapter,
as it is sufficient for the present to study the subject of
expenses in its more simple form.

CHART SHOWING COMPONENTS OF TOTAL COST
AND SELLING PRICE

Direct Materials
— anme
Direct Wages Cost = { Works
+ Cost Total
Works Expenses + =} Cost
Sales Expenses + = ;‘;{t‘:g

Profit (or Margin)



CHAPTER 11
HOW A COSTING SYSTEM WORKS

IN the previous chapter the objects and advantages of
costing, the methods employed in cost finding, and the
elements of cost have been disclosed. We have observed
the necessity of the direct relationship between the cost
accounts and the financial accounts of a busmess, and have
acquired an understanding of a few costing terms.

Let us now consider how a costing system works, using,
as an example, a business which may be making and sell-
ing, say, a line of six or more articles, and whose ordinary
financial accounts show the results of its trading in total.

If the nature of the business 1s such that there are
six separate departments, and each department is self-
contamned and only makes one of the articles referred to,
then a system of book-keeping and accounts could be
arranged to give a separale manufacturing and trading
account for each department. In this special and excep-
tional 1nstance, 1t would be possible for the manufacturer
to ascertain the amount of profit made on each lne or
department and to regulate his selling prices whenever 1t
became necessary to meet competition. It will be seen,
however, that under these special conditions the selling
price could only be adjusted so long as there was a sufficient
difference between the total cost and the selling price.
If this margin 1s found to be insufficient, according to the
knowledge of total expenditure which his present account-
ancy system gives him, but prices must be reduced in
order to create or maintain a market, 1t becomes necessary
to employ a system of cost accountancy in order that the
manufacturer shall know where and how costs can be re-
duced on each item.

To know the total cost of an article 1n such a case will

15



16 PRIMER OF COSTING

not be sufficient, because 1t will not indicate which item of
cost is excessive or where waste 1s prevalent. A manu-
facturer, therefore, must know not only how much he has
spent on materials and wages, but must be informed of
the values of each class of material used, the extent of
scrapped or spoilt work, and the various kinds of labour
used 1n making the article, as without such information
he cannot decide whether the use of cheaper matenals 1s
possible or a change in the method of making 1s more
economuical, or if costs can be reduced by changing or
modifying the existing designs of the products.

Requirements of Modern Industry

It would appear from the above that a system of cost
accountancy to meet all his requirements will be of a very
complicated and difficult character, but as the working of
an accurate system can be an example of simplicity 1tself
and still provide the manufacturer with all the information
he requires, we will briefly examine such a system in order
to demonstrate how a costing system can fulfil the
requirements of modern industry.

Continuing with the class of business already given in
Chapter I, let us assume that the manufacturing concern
is making ‘ ready-made” clothing. Such a firm” will
probably make 1ts seasonal ““ stock ” lines: it may also
manufacture specially designed garments for special orders
or for export, and 1t may also be necessary to make up
sample garments to try out new markets or to enable a
factor to put a new line on the market.

The requirements of such a business in regard to its
internal organization would be similar to that already
described in the previous chapter, and all payments for
materials, labour, salaries, and other charges could, as was
shown in the specimen account on page 4, be charged
en bloc against the total sales for the period.

It is true that such a total of debits would give us the
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total cost of the business for a year, but 1t has already
been pointed out that such information 1s quite imnadequate
for a manufacturing concern. Let us, then, see how a
costing system works to make good the deficiencies.

Manufacturing and Stock Orders

It follows from the description of the trade done that 1t
1s necessary to identify the different batches of work
going through the factory. There will be STock ORDERS,
or orders for quantities convenient to control (1.e. as large
a quantity as 1t is economical to make in one batch ; if
too large, production drags on too long and control 1s
lost; 1f too small, the workman does not get a good
“run” on the work). These stock orders refer to ordinary
lines.

There will also be manufacturing orders (generally known
as WoRrks ORDERS) corresponding to the customers’ orders
received. There should be one such order for every kind
of garment ordered, thus the customer’s order received
may be split up into items delivered ““ ex stock,” and items
to be made up specially.

Issues of Materials

As soon as the works order is scnt into the factory, the
cutting room estimates the quantity of cloth required on
a Stores Requisition.

The storekeeper who looks after the cloth does not cut
off the actual amount required, but 1ssues a ‘‘ piece.”
On the Stores Requisition is recorded the works order
number for which the cloth is required. The cutters lay
the pattern on the cloth and cut out the garment, and then
mark on the Stores Requisition the actual quantity of
material used. The remainder of the ‘“piece” is then
returned to the storekeeper, together with the Stores
Requisition.
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Recording Labour

Meanwhile the time which the cutters have spent is
recorded on a TiIME CARD, or Time Sheet, which will also
have inserted upon it the works order number. A Time
Card is the form used for recording a worker’s time “on”
and “off” a job.

The cut garments are then passed to the makers with a
Pircr: Work NoTE written out by the foreman’s clerk,
stating how much will be paid for the work to be done.
Again the works order number is quoted. A piece work
note is the form used to record a worker’s time on a job
when paid by the piece and not by time. At the same
tune the foreman selects the buttons, etc, from the small
stock which he keeps under his own control, the 1ssues
from stores in bulk being charged to his department and
not to the separate works orders. When the work is done
the foreman signs the Piece Work Notes and Time Cards
and sends them to the pay office, so that the men’s pay
can be made up.

The clerk makes out a DELIVERY NOTE, which goes with
the gafments to the warehouse. Here the works order
number enables reference to be made to the customer’s
or stock order, and the warchousemen dispose of the
goods accordingly. Some of the batch will probably be
put into stock and recorded on Bin CArDs, and some will
be sent straight away to a customer.

Function of Cost Finding

Let us now see how the function of Cost Finding is
performed.

(r) All the Stores Requisitions referring to the works
order are collected. They form the voucher for crediting
the Stock Account (i.e. the stores) with the value of
materials issued and debited against the works order.

(2) All the Time Cards and Piece Work Notes bearing
the works order number are collected. They form the
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vouchers for crediting the Wages Account in the Cost
Ledgers and debiting the works order with the labour cost.

(3) An estimate, prepared by the works manager’s
department, of the buttons, cotton, stiffenings, etc., used
on a single garment is used as a basis for charging the total
cost of the *‘ indirect materials ”’ used on the works order.
This will form the basis for crediting the department
which made the goods with the value of the indirect
materials used thereon (they having been debited with the
bulk issued, which, in turn, was credited to Stock Account
in the Cost Ledger), and debiting the works order.

(4) A charge is made, based upon some logical method,
to cover the expenses incurred, other than those under
(x), (2), and (3). This charge 1s a debit to the works order
and a credit to the Expense Account in the Cost Ledger.

(5) By adding the debits made under (1), (2), (3), and (4),
the works cost of the batch of garments made to that works
order is ‘“ found,” but ““ cost finding ”’ has other work to
do. We must find the correct figure for the ‘‘ charge ”’
to be made under (4).

(6) This is done by estimating the normal total of all the
indirect expenses (1e. the establishment expense) for the
year, and by dividing this total by a divisor based upon
the output which corresponds to the ‘“ normal” output
of the factory. This divisor may be the number of gar-
ments made or the total direct labour costs for the year,
or the total productive hours for the year. Whichever
method is used, the quotient is the basis for making the
charge required, (4). This particular work is perhaps the
most difficult of the cost department.

(7) The cost in the warehouse of the packing must also
be * found,”’ similarly to (6), and we thus arrive at a charge
for 'packing which must be added to the total works cost
to find the profit on a sale.

(8) Simularly, the cost of the indirect labour must be
“ found ”’ by using what is known as “* standing "’ orders,
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and by collecting the Time Cards for these ; we have now
another credit to the Wages Account 1n the Cost Ledgers
and a debit to the (Establishment) Expense Account also
in the Cost Ledger.

Function of Cost Control

We now enter the domain of Cost Control.

(9) By summarizing our 1ssues of materials we are in a
position to establish a balance between purchases of
materials and the 1ssues from stores, and also to ascertain
the amount of stocks on hand ; thus we can immediately
check any waste or pilferage of material

(xo) By summarizing all a man’s Time Cards, we can
balance these against his wages, and by summarizing the
wages by departments we can balance these against the
pay roll. Hence, any 1incorrect charges or costs can at
once be detected, départmental estimates checked, and
costs proved.

(11) By summarizing all the expenses charged to cost,
we can compare the amount of (Establishment) Expense
recovered 1n our costs with that actually incurred. Any
difference is carried forward to a Suspense Account (which
should, of course, show a zero balance at the end of the
year if the work under (6) has been correct). At any ume
we can compare our estunate with the actual in detail, and
can sec how we are recovering our establishment expense,
a most important point.

Reconciliation of Cost Accounts and Financial
Accounts.

We observed in the previous chapter that one of the
principal objects in a system of Cost Accounting is the
ability to balance such accounts with the ordinary financial
records; this we are now in a position to do. We can with
ease account in detail for every penny expended inside the
factory for labour (wages), materials (purchases), and
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expenses (other disbursements), and to balance our stocks
and total cost of production with the totals of wages, pur-
chases, and impersonal Ledger Accounts in the financial
books.

A good system of costing does not work on the basis ot
supposition or guesswork, but is concerned with the
recording of actual facts relating to production, distribu-
tion, and management. The efficiency of any method of
costing will therefore depend to a very great extent upon
reliable sources of information.

We have seen that the three factors which enter into the
cost of a product are grouped under the main headings of
materials, wages, and expenses, and the Chart (Ing. 2) 1s
given to illustrate how these elements of cost are dealt
with 1n a system of costing.



CHAPTER III
ACCOUNTING FOR MATERIALS

HAvING reviewed the objects and advantages of Costing,
and having seen how a costing system works, we are now
in the position to examine each of the elements in order to
see n greater detail how they are dealt with, and the amount
and the value are ascertained and charged to each article,
order, or process.

The merchant or manufacturer who does not keep a
detailed record of stocks must rely upon his Trading
Account to provide hun with any data in regard to the
value of finished goods on hand or sold during a period,
and to his Manufacturing Account if he requires to know
the value of materials used. In such a case, the amount
of stocks would be obtained by making an actual count of
all items on hand, and pricing the stock list at current
market price or cost price, whichever is the lower. This
process has to be carried out at the end of each trading or
balance sheet period in order that the usual Trading or
Manufacturing, Profit and Loss Account, and Balance
Sheet can be prepared.

The correctness of the value so arrived at depends en-
tirely upon the accuracy with which all the items in stock
have been counted or weighed, upon no item having been
inadvertently omitted, and upon no errors having been
made in pricing. Errors in the extending, the adding,
and the summarizing of the list must be guarded against.

If it is then desired to know the value of finished goods
actually sold, the figure is obtained by adding to the value
of stocks at the commencement the total purchases made
during the period, and deducting from the total of these
two items the value of stocks which are still on hand. The
difference is assumed to represent the value of the goods sold.

A simple description will serve to illustrate this point.

23
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Taking our figures from the Trial Balance, which appears
on page 3, Chapter I, we have—

Stock at commencement . . . . 4110,000
Add purchases . 350,000
£460,000

Deduct stock on hand at end of period 145,000
Value of goods sold 18 assumed to be . £315,000

Having arrived at the value of goods sold, a reconciliation
of the above figures with the Trading Account on page 4,
Chapter I, will assist in understanding how these figures
form part of the gross or trading profit. The example of
accounts under review shows a gross profit of £285,000,
which is arrived at by compiling a statement according to
ordinary accounting procedure. This statement when re-
vised on this basis would be prepared to show the following
information—

Dr. REVISED TRADING ACCOUNT Cr.

|

£ sid £ s.|d.

Value of goods Sales . . |l £750,000| —| -
used . . 315,000 —| —
Plant labour . 150,000| —| —!
Gross profit 285,000 —| -
£750,000| —| —

With the above method in use, the merchant or manu-
facturer does not know by how much his stocks have
depreciated in value during the year, nor will it tell him
how much waste or pilferage has occurred, because the
figure required is only arrived at by inference.

It must be pointed out, however, that the above method
will enable us to ascertain within certain limits the total
value of matenals or goods consumed over a period, but
since what we specially require to know is the value of
goods sold, it will readily be agreed that this cannot be
ascertained simply by inference. Furthermore, we must
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also know how much material has been wasted or spoilt
during manufacture, the amount of shrinkage in stock,
and how much has become obsolete.

It will be noted at this point that a big distinction has
been drawn between the value of stock consumed and the
value of goods sold. It is possible that a manufacturing
concern may consume, or use, a greater quantity of material
than is actually sold to its customers, as materials can be
wasted unnecessarily during the course of manufacture.
One of the objects of costing, however, is to disclose waste.
Continuing with the figures on page 24, a costing system
should analyse the difference of £315,000 somewhat as
follows—

Stock at commencement. . . . . . £110,000
Add purchases . . . . . . . 350,000
£460,000
Deduct cost of goods sold . £301,000
Deduct cost of materials spoilt
duning manufacture. . . 10,000
Deduct breakages in stock . . 1,000
Deduct shrinkage in stock . . 3,000
£315,000
Stock at end . . . . . 145,000
————— 460,000
é

A comparison of the above summary with the one ap-
pearing on page 24 will clearly show the type of informa-
tion that is made available by a system of Cost Accounts.

In the one instance, we could only obtain from the
Trading Account the information that the difference be-
tween purchases plus the value of stocks at commence-
ment, i.e. £460,000 less the value of stock at the end of
the period, i.e. £145,000, was £315,000. In the absence of
further details, one is compelled to assume that this repre-
sents the value of goods sold during the trading period
under review. However, a totally different situation is
revealed when the above Cost Analysis of the item of
£315,000 is made available.

3—(B.1833)
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The manufacturer is now able to study the incidence of
his manufacturing or gross profit, and to take the neces-
sary steps to reduce to a minimum all those losses that
are excessive, and to eliminate other items that should not
exist in a well-managed business.

The above example discloses the fact that £10,000 has
been lost through faulty workmanship and materials, that
the breakages in stock were £1,000, and the loss through
general shrinkage £3,000. Shrinkage in stock occurs in
almost all industries, as there is an unavoidable loss in
weighing materials, by what is known as “the turn of the
scales.” In the handling of certain items such as liquids
and powders, small quantities will be spilt or lost through
evaporation. When their value is accumulated over long
periods, it invariably accounts for heavy losses if not pro-
perly controlled.

The conclusion to be drawn from the above example is
that a Manufacturing or Trading Account will show a cost
to make or cost to sell greater than that shown in the Cost
Accounts for the reason that all costs, wastage, and similar
losses are not segregated, but shown as one total. The
basis upon which these financial accounts are prepared is
that the difference between the total credits and the total
debits represents the profit. In a similar manner, the stock
at the beginning of the period plus the purchases and less
the stock on hand at the end of the period is taken to
represent the value of materials or goods “ used”” or ““sold,”
whereas in actual fact this difference represents cost of
goods sold plus wastage and other losses.

Stores Organization

A system of Cost Accounting is concerned with facts,
not inferences. If, therefore, a proper record is to be made
of all receipts and issues of stocks, an efficient method
of stores organization, accounting, and control becomes
necessary.
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The correct accounting of all materials consumed or
handled in a manufacturing concern will require that a
proper method of storekeeping be employed, as every item
received into stock must be properly accounted for, as
well as all the items issued from the stores to the manu-
facturing departments.

Cost Accounting involvées good management and organ-
ization. This applies to the stores department just as much
as to the manufacturing or office departments. Storekeeping
involves not only a very large number of transactions, but
each of these transactions is in itself manifold. Although
not all of them come under the heading of Accounting,
they are in their entirety reflected in Cost Accounts. It is,
therefore, quite evident that the stores department
should be thoroughly efficient and well equipped. When
it is considered that the value of materials purchased
in the course of a year may run into many thousands of
pounds, it is obvious tltat proper provision must be made
for their storage.

The operations ot storekeeping begin with the receipt of
goods or materials. In the organization of a stores, due
consideration must be given to the fact that all items of
materials represent money, and that the records kept
should “balance” in a similar manner to “cash.” It should
not, however, be assumed that balancing stock means
accounting in detail for the last pound of material in the
stores. This is sometimes impossible, because allowances
of some kind may have to be provided for such contin-
gencies as shrinkage, waste, deterioration of certain
materials, etc.

The consideration of materials as an clement of cost will
fall under the following headings—

(1) Receiving and storing.
(2) Issues from stores.
(3) Recording 1n costs.
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Receiving and Storing

We have seen from the Chart (Fig. 2) that the cost
department is debited with the values of all purchases of
materials direct from the financial accounts, and in order
that we shall be able to keep track of all the items after
they have been received into the stores, there must be pro-
vided some means of recording both values and quantities.

There are, generally, three separate records in this
connection ; a record of the values of materials, in order
that we can account for all purchases made (i.e. Stores
Account in the Cost Ledgers); and two separate records
of quantities—one of which is kept in the cost department
to enable a check to be made on all stores received and
1ssued (Stock Record Card), and another, with which the
storckeeper 1s provided, so that he has a record of all the
items he handles in his stores (Bin Card).

It will be remembered that in Chapter I three clearly
defined branches of cost accountancy were indicated.
Bearing in mind that a system must not only find the
detailed and total cost of an article or process, but also
provide the means of control and reconciliation with the
financial accounts, we commence to effect this reconcilement
by using the actual figures from the general books of
account.

With a system of book-keeping and accounts, all purchase
invoices are usually entered into a Purchase Day Book or
Journal. At the end of each month this book is ‘“ ruled
off,” and the totals posted to the General or Nominal
Ledger, as follows—

Dr. Purchases. Cr. Sundry Creditors.

Credits or allowances for goods which have been returned
to the suppliers as defective or not up to standard are
entered in a Purchase Returns and Allowances Book, and
the totals posted as a debit to Sundry Creditors and a
credit to Purchases Account.

We therefore make use of these totals, i.e. the total debits
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less the credits, and open a Stores Control Account in our
Cost Ledgers by means of the following Journal entry—

Dr. Stores Control Account.
Cr. General Ledger Adjustment Account
(Purchases).

The Cost Ledgers have now been opened on the double-
entry principle, and if the Purchases Account is regarded
as an ‘‘ Adjustment Account,” the Cost Ledgers will be
‘“ self-balancing.”

The Stores Control Account in the Cost Ledgers will
not be concerned with quantities, as 1ts chief purpose is to
provide a check on the value of all materials received and
issued, and also to show the values of stocks on hand at
any time.

The check upon quantities is provided by the Stock
Record Cards, which are maintained in the Cost Depart-
ment, and are fully described in Chapter IV.

The process of transferring the actual amount of pur-
chases is repeated each month, so that at the end of the
year the total amount charged to the Stores Control
Account in the Cost Ledgers will agree with the total value
of purchases made as shown in the Trading Account.

Using the figures which appear in the Trial Balance,
page 3, Chapter I, the Stores Control Account would
appear as follows—

STORES CONTROL ACCOUNT (RAW MATERIALS)

Dy Cr.
19.. £ s.|d. £ s. | d.
Jan. 1|ToStock . 60,000| ~| —|
%an. 31 |,, Purchases |JE 1 20,000 ~| -
eb. 28| ,, " JE a|| 3x,000| ~| -
Mar. 311, »” JE 3|| 17,000| ~| -
Apr 301, " JE 4| 28,000 ~| -
May 311, " JE s|| 49,000| ~| -
Junesof ,, " JE 6|| 25,000 -| ~
July 311, " JE 7if 30,000f ~f -
Aug.311,, " JE 8 50,000| ~| -
Sep 301, » JE 9| 10,000 ~| -
Oct. 311,, . JE 10{| 15,000| —| -
Nov.301,, » JE 11 40,000 —| ~
Dec. 31|, " JE 12|| 35,000 | -
£410,000] =| -
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STORES CONTROL ACCOUNT (FINISHED GOODS)

Dr Cy
19 £ si|d L s|d
Jan. 1 {To Stock on
hand £40,000 | -| -
I
Dr. WORK-IN-PROGRESS ACCOUNT Cr
4. d
Jaxx? 1 {To Balance, ¢ 4 ¢ !
being
mven-
tory of
Work
1 Pro-
gress 10,000| ~| —|

It will be noted that we have opened two Stores Control
Accounts and a Work-in-Progress Account. The one stores
account is required for the purpose of controlling the values
of raw materials, and the other to control the value of
finished goods. It was necessary to analyse the value of
stocks on hand at 1st January (which appears in the speci-
men Trial Balance on page 3, Chapter I), in order that
the control accounts could be set up in a proper manner.
The opening balances in the three control accounts will,
therefore, balance with the total inventory on 1st January.

The Stores Control Account (Raw Materials) is the
account with which we are concerned at the moment, and
is the only one that has been referred to in the chapter.
The Stores Account of Finished Goods represents the stock
on hand at 1st January of goods ready for sale. This
account will not enter into our discussion again until after
the various methods of accounting for materials used in
the process of manufacture have been dealt with, and when
such materials have been converted into a saleable product.

The Work-in-Progress Account is an account which is
brought into use to control the value of the work whilst it
is in process of manufacture in the plant. This account
will not enter into the routine of control until the work is
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completed and transferred into the Finished Stores. It
will, therefore, be dealt with in a later chapter.

The above specimen of the Stores Control Account (Raw
Materials) only takes into consideration the debit entries.
It is given in this form simply to illustrate clearly the first
step in the cost control of materials.

Having debited our Stores Control Account with the
values of materials that have been received, we shall now
proceed to examine the methods generally used for record-
1ng quantities, so completing the analysis and check of
all materials received and consumed 1n manufacture.

Stock REcorD CArRD. The most convenient method for
the Cost Department to record the quantities of each item
1s by means of a card system or a loose-leaf book.

In those businesses where the number of individual items
15 small, a loose-leaf Stores Ledger will sometimes meet all
requirements, but where there 1s a large number of items
and the records are 1n constant use, cards are more suitable.

A specimen of a Stock Record Card which is kept 1n the
cost department is given (Form No. 1), from which it will
be noted that a full description of the material is inserted
at the head of the form, together with the number of the
bin or rack in which the matenal 1s contained or stored.

It will be remembered that our Stores Control Account is
debited with the values of materials purchased at the end
of each month, but as we shall be receiving goods almost
daily, and as all or some of the materials may be 1ssued for
manufacturing purposes before the end of the month, 1t
becomes necessary to make provision for recording all
receipts, so that the Stock Record Card can be written up
immediately the materials are received into the stores.

Goops RECEIVED Book. As the materials are received
by the storekeeper, a record is obtained by making an entry
into a Goods Received Book of the quantity and descrip-
tion of the materials, by whom supplied, and any other
necessary information.
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The Goods Received Book is usually ruled in duplicate,
so that at the end of each day the sheet can be torn out
and sent to the office, when it is then available for checking
the purchase invoices.

We therefore make use of the Goods Received Book
and post to our Stock Record Card particulars and
quantities of all materials received.

A Goods Received Book may be ruled in various ways
to suit the particular requirements of a business. The
example shown below (Form No. 2) is given to indicate the
type of record that is now referred to.

Form No. 2
Noovevreennns
GOODS RECEIVED BOOK o
F How | %2 | parten Condition | Recshving | Posted
‘rom of rticulars ondition eceivl 08
Consigned Cases artion © Clerkng

S P e N g N Tt

Bin CARD. On receipt of the materials in the stores, the
storekeeper will place them in the bin or rack, so that they
will be available for use when required, and will then enter
on a Bin Card (Form No. 3) the quantity in the “In”
column and adjust the “Balance” column.
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The Bin Card 1s hung on a hook outside each bin or
rack, as this card must be available for entry whenever
goods are placed 1n or taken out of the bin.

The goods having been placed in stock, and a proper
record made on both the Stock Record Card and Bin Card,

Form No 3

BIN CARD Bin

No

Article ) ) Mmn

Max

Drg No Symbol No Date l

T I P R T .
Date ;ﬁ)nl In ! Out | Balance Date ! ,'\“l)n! Ia | Out 1 Balance
N N S A T | L
N T N S Nl N o

the first step towards the control of materials has been
completed.

The Bin Card is the storekeeper’s chief record of ali
receipts and issues, and as goods or material are received
into stock they are entered on the respective Bin Cards;
likewise, all issues from stock are entered at the time they
are handed to the workmen. The balance as shown on this
card should, therefore, be the actual amount of stock on
hand.

As similar entries are also made on the Stock Record
Cards, which are kept in the Cost Department, it will be
seen that both the Bin Card and Stock Record Card should
be in agreement at all times. The use of these records pro-
vides the means of check between the Cost Department
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and the Stores in regard to the quantities of each item in
stock. The check upon the values of stock on hand is made
by means of the Stores Control Account. This check upon
values will be explained fully after the various methods of
issuing stores have been dealt with in Chapter IV.

It has been necessary up to this point to presuppose a
system in order to illustrate the principle of the cost con-
trol of materials. The system presupposed or the rulings
of forms given must not be taken as the only method that
can be adopted in any system of costing. Principles are
illustrated only, and the method of applying these prin-
ciples must be determined by the peculiar conditions that
are found in all businesses. The student, therefore, should
thoroughly understand that the intention is to teach prin-
ciples in the first place, and that the practical application
of these principles will be dealt with in subsequent chapters.



CHAPTER 1V
ACCOUNTING FOR MATERIALS (contd.)

BEFORE proceeding with a detailed consideration of stores
accounting, it may be well to note that the materials
purchased by a manufacturing concern may be utilized in
two ways. They may be worked upon for the specific
purpose of changing the form or shape or combining with
other materials in order to produce a saleable product.

Direct Materials

Materials for this purpose are known as DIrRecT
MATERIALS, and the manner in which they are used 1s such
that they can be correctly measured and charged direct
to the job, order, or process. For instance, in the case
of a business engaged in the making of suits, the quantity
of material and linings used can easily be ascertained, and
the correct quantity charged to an order for one suit or a
batch of suits.

Direct materials may therefore be defined as—

Materials which can be conveniently measured and
which can be directly chargeable to the cost of the
product.

Examples of Direct Materials in different industries are
as follows—

ENGINEERING PLANT. Castings. Sheet, bar, and angular
metal, etc.

CABINET MAKING. Timber.

Paint INDUsSTRY. Oils, pigments, white lead.

Indirect Materials
There are, however, certain other materials which cannot
be so easily measured and charged direct to the order, but
which are necessary if the workmen are to complete their
tasks. Such materials are known as INDIRECT MATERIALS,
and, in the case of the ‘‘ ready-made " clothing business,
36
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will include cottons, braid, stiffenings, pins, chalk, buttons,
etc. In addition to these, there will be various other items
which are used to maintain the plant in good running
order, such as belting for driving machines, timber, and
nails for repairs, oil, grease and cotton waste; caretakers’
supplies, such as soap, brooms, dusters, utensils, and metal
polish, etc. As these cannot be charged as a general rule
to any specific order, they are all classified as indirect
materials.

Indirect materials may therefore be defined as—

Materials which cannot be conveniently measured and
cannot be directly chargeable to a product, but only
apportioned according to some logical method.

Further examples of indirect materials—

ENGINEERING PLANT. Solder, emery paper, chalk for
polishing, and sundry items for maintenance of the Plant,
Machinery, and Buildings.

CABINET MAKING. Nails, screws, glue, sandpaper and,
in some cases, stain, varnish, and polishing materials,
pumice powder, etc.

PaiNT INDUSTRY. Various fluids for cleaning machinery
after each mix, etc.

A thorough understanding of the difference between
“Direct” and “Indirect” materials is important, as the
correct analysis of the material cost into these two main
divisions is the first step towards the more detailed analysis
that is to follow when dealing with the costs of individual
articles.

Issues from Stores

In Chapter III we learned that the goods were placed in
stock, and that a proper record was made on both the
Stock Record Card and Bin Card. Following this routine,
we shall see how the records are made of all issues from
stock, and the basis of pricing these issues and charging
our costs with values.
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Stores REegQuisiTiONs. With well-organized stores, the
storekeeper is never allowed 1o issue any materials unless
an order in writing, signed by a responsible official, is pre-
sented to him. A specimen Stores Requisition is given
(Form No. 4), from which 1t will be noted that, in addition
to describing the quantity and nature of materials, the
works order number for which the goods are required 1s
quoted.

A Works Order is a written mstruction 1ssued by the
works manager to lus foreman authorizing the manu-
facture of one or a quantity of articles. With a system
of job costing, our object is to ascertain the cost of each
Works Order, 1.e. each job. The Cost Department, there-
fore, opens an account for each Works Order issued, so
that, as and when we have collected all the items of
materials, wages, and expenses for the particular order,
we can post the amounts to the accounts and so arrive at
the total cost of the job.

The storekeeper, on receipt of a Stores Requisition,
1ssues the matenials, enters on his Bin Card the date
and requsition number, the quantity given out 1n
the “Out” column, and adjusts the figure 1n the
“ Balance ” column  He then initials the Stores Requisi-
tion and sends 1t to the cost department On receipt of
the Stores Requsition 1n the cost department, the stock
record clerk refers to his card bearing the same bin number
as that stated at the foot of the requisition (which was
inserted on the requsition by the storckeeper at the time
of the issue of materials) and then books out the materials
in the “Out” column. He next inserts on the Stores
Requisition the price of the materials, which figure he
takes from the left-hand columns of his Stock Card.

The only object of inserting on the Stock Record Card
the price at which the goods were originally purchased is
simply for the purpose of pricing our stores requisitions.
As and when orders are placed for materials, the office
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copy is passed on to the cost department, so that a record
can be made of the date and price at which the materials
have been bought.

There has now been effected a complete record of the
movement of all materials in quantities up to the point
where they are given out for manufacture. At the same
time we have provided the basis for checking such issues
and the balance of stock that should be on hand at any
time. (Note that we are now only concerned with the
direct materials, as the treatment of indirect materials will
be considered in a later chapter dealing with indirect
expenses.)

Recording in Costs

The next step to be considered in the costing of materials
is to record the cost of all material issued against each
order or process. The first objective in this direction, how-
ever, is to provide the figures for crediting the Stores Con-
trol Account in the Cost Ledgers with the fofal value of
all issues.

In Chapter III it was explained that as purchases were
made and the materials or goods delivered, we debited the
Stores Control Account with their value. Specimen Journal
entries were also given in further explanation of the prin-
ciples of control that must be exercised over all functions
of a manufacturing concern. On page 38 the principles
underlyihg the issues from stores were dealt with. It
follows, therefore, that we must firstly ascertain the values
of materials issued and credit Stores Control Account, the
corresponding debit entry being placed against each works
order.

Pricing Stores Requisitions

It will be remembered that after the cost department
had recorded the “ quantity ’ issued on the Stock Record
Card, the price of the materials was then inserted on the
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Stores Requisition. This pricing of the Stores Requisition
does not present any difficulty so long as all materials
have been bought at the same price, but should each
purchase be made at a different price, we must decide how
and at what figure the requisition is to be priced.
Whenever it is possible to keep a record of materials by
lots, they should always be figured at their actual purchase
price. The system already described enables this to be
done. A simple illustration will explain the method of
pricing all stores issues at their actual purchase price.

ORDERED AND RECEIVED. STORES REQUISITIONS PRICED
Date. [ Quantity. Price. Date. | Quantity. Price.
May 1 500 2/- May 2 300 2/-
,» 19 750 2/3 w 5 100 2/-
. 20 250 100 at 2/~
150 at 2/3
» 23 300 2/3

Bearing in mind that cost accountancy is only concerned
with recording conditions as they actually exist, and not
with estimating them, it follows that any method of
pricing materials which has for its basis the averaging of
the purchase price will prevent us from arriving at the
true material cost. It will, therefore, be seen that the
actual purchase price is very necessary where the prices
of materials fluctuate violently.

There are, however, four basic methods of pricing stores
issues—

1. At actual purchase price.

2. At average purchase price.

3. At market price at time of consumption.
4. At purchase price of highest price stock.

The method explained on page 38 is the actual purchase

4+—{(B.18s3)
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price and is the one most commonly used. The remaining
methods are used in certain cases, but their use is deter-
mined by the nature of the industry which is being carried
on and the method of cost finding in use, etc.

Charging Materials to Jobs

From the Chart (Fig. 2, page 20) 1t will be observed that
all Stores Requisitions for each Works Order must be
charged to the Cost Account bearing the job or works
order number—a necessary procedure if the cost of materials
used on each order 1s to be ascertained. This charging of
materials in our individual job costs could be done simply
by taking each Stores Requisition as 1t 1s received 1n the
cost department and posting the values to the particular
works order number.

When a large number of separate orders are dealt with,
this method would be far too expensive on account of the
large amount of clerical assistance that would be required ;
therefore, a considerable amount of time and labour would
be saved 1f the requisitions were dealt with at the end of
each weck or month by summarizing them under their
works order numbers on to a sheet and then posting the
total of each summary to the Cost Account in the Job
Cost Ledgers.

A convenient and simple method of summarizing the
values shown on all Stores Requisitions pertaining to each
Works Order is to sort the requisitions by works order
number, and to list the values on an adding and listing
machine. The totals so arrived at are then posted to the
respective cost accounts in the Job Cost Ledger.

Job Cost Ledger

Reference has now been made to two Cost Ledgers, each
serving a special purpose. One contains the details of the
cost of all work done (the Job Cost Ledger), and the other
(the Cost Ledger) contains all the Cost Control Accounts
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which form the connecting link with the ordinary financial
books of the concern.

A specimen sheet of a Job Cost Ledger is given (Form
No. ). It is specially ruled so that the detailed costs of
each order can be tabulated and the total of each element
shown separately. The front of the sheet contains partic-
ulars of the labour cost and an analysis of the workmen'’s
time. On the back is noted the description and quantities
of the materials used.

It will be noted that the information relating to materials
issued can be inserted in two different ways on the back of
Form No. 5. We can list our Stores Requisitions as just
explained and post the totals of this list weekly or monthly ;
alternatively, we can post each requisition, quoting the
serial number and a description of the materials, etc.,
used.

Crediting Stock Account

In order to complete the entries in connection with our
Stores Account in the Cost Ledger, we have yet to credit
this account with the values of direct maternals 1ssued.

If a large number of requisitions have to be dealt with,
the clerk responsible for the extensions and additions, etc.,
is usually provided with a mechanical calculating machine,
which is available for extending and summarizing all the
issues for the week or month.

As previously mentioned, the treatment of the stores
requisitions will depend upon the number received each
day. Where only a comparatively small number have to
be posted at a time, this can quite conveniently be done
by checking each requisition and posting the amount to its
respective account. The requisitions, after they have been
extended and checked in the first place, are sorted accord-
ing to job numbers in order to facilitate the work of posting.

When a large number of works orders are passing through
the factory, the number of requisitions that have to be
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dealt with will be so great that a more speedy and econ-
omical method has to be adopted. In this direction it is
as well to note that the summarizing of the material cost
of each order is more often deferred until the order is com-
pleted. In such cases the stores requisitions are sorted and
filed under job numbers during the period that the work is
in progress.

Upon the cost department being notified each day that
certain orders are completed, the requisitions are taken out
of the file and summarized upon a materials collecting sheet
or totalled by the aid of a mechanical adding and listing
machine, and the values are then posted in the usual way
to the accounts in the Cost Ledgers.

With the above method in use, it becomes necessary to
summarize all requisitions for the week in order that the
value of materials issued is obtained for the purpose of
crediting the Stores Control Account. This work must
therefore be done before the stores requisitions are sorted
and filed under their respective job numbers, and the final
summary can be very easily and quickly prepared by pass-
ing the requisitions through the mechanical adding and
listing machine.

From the figures so obtained a Journal entry is made
and the items posted to the Cost Ledger, together with the
original summary.

Having ascertained the total value of direct materials
issued by any of the above methods, a Journal entry can
now be made, crediting the Stock Account and charging a
Work-in-Progress Account, as follows—

Dy. Work 1n Progress (Materals) Account
Cr Stock Control Account (Raw Matenals).

It will now be seen that 1f our Stock Account is ‘‘ ruled
oftf” after making the above entry, the figure brought
down will represent the value of the materials which are
on hand. Such a figure (easily ascertained) makes it
possible for a manufacturing concern to prepare its monthly
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accounts with more accuracy than when values of stocks
are estimated, which 1s generally the case when Cost
Accounts are not 1n use.

Continuing with the example of the Stores Control
Account which was illustrated on page 29, we would sum-
marize the values of direct materials used and post the
totals, say, each month. Our Stores Control Account
would then be as follows at the end of the year, i.e. 31st
December, 193.. It will be noted that after crediting all
issues from stores, the balance carried forward as at 31st
December is the value of stocks on hand. This figure will
be the commencing balance for the ensuing period.

STORES CONTROIL ACCOUNT (RAW MATERIALS)

Ny, Cr
s I |

sld s|d.
Jan. 1|To Stock JE 1|| 60,000 | ~-| =|| Jan 31 |By Issues |JE 15|| 25,000 | | =
Jan 31{,, Purchases|{JE 1{| 30,000 | ~| —~|| Feb 281, ,, E 16{| 21,000 | - —
Feb 28 | ,, ' JE al| 31,000 | - || Mar 31| ,, 1 JE 17|| 13,000 | ~| -
Mar 31| ,, " JE 3|| 17,000} - || Apr 30{,, JI 18{| 25,000 | -| -
Apr 30|, ” JE 4|| 38,000 ~| -|| May 31|,, ,, JE 19{| 48,000 | ~| -
May 31 | ,, " JE s!| 49,000 [ -| —|| June3o|,, ) E 20|| 20,000 | = -
Juneszo],, ’e JE 6|| 25,000 | | =|| July3r|,, ,, JE 21f| 28,000 | ~| -
July 31|, " L 71| 30,000 | —| —|| Aug 31{,, ,, |JE 23| 45000 | -
Aug 31/ ,, " jh 8{| 50,000 | -| —[| Sep 30{,, " JE 23(( 12,000 | ~| -
Sep 301,, 1 JE 9|} 10,000 | =| =|| Oct 31} ,, ' JE 24|( 15,000 | ~| -
Oct 311,, " JE 10| 15,000 | =| =|| Nov 30},, JE as5}| 34,000 | = -
Nov 30{,, » JE 11|| 40,000 | =| ~|| Dec 31{,, ,, JE 26|( 30,000 | -| ~

Dec 31{,, v E 12|| 35,000 | = —|| Dec 31 |,, Balance
cffwd 95,000 | ~| —
£l{410,000 | - - £|{410,000 | = ~

Jan 1|10 Balance
b/fwd 95,000 | —| ~

Work-in-Progress Account.

When journalizing the value of materials 1ssued, the
effect was sumply to transfer the values from the Stock
Account to another account, called a Work-in-Progress
Account, both of which are contained in the Cost Ledger.
This transfer of value from one account to another coincides
with the transfer of materials from the stores to the works
for manufacture.
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The Work-in-Progress Account is an account charged
with all the expenditure in materials, wages, and expenses.
The object of employing such an account is to assist in
controlling this expenditure whilst the work is being per-
formed in the factory, and to enable ascertainment of the
value of work that is passing through the factory at any
time. Therefore, as and when a particular job or Works
Order is completed, we credit this account and charge to
our FINISHED STORES the works cost of the finished goods
that have been made. The Work-in-Progress Account will,
therefore, only contain figures which relate to the work
that is actually in progress.

Maintenance of Stock

As the manufacture of goods proceeds, and the storekeeper
continues to issue materials each day, it is obvious
that some provision must be made for replenishing his
stocks. In the case of standard or general stock lines,
i.e. those materials which are always in daily demand by
the factory as opposed to any special items that are only
required to fill a customer’s particular order, there is fixed
a MAXIMUM quantity for each item which should be in
stock at any time, and also a MINIMUM quantity, ie. a
quantity below which the stock should not be allowed
to fall.

The maximum and minimum figures are entered in the
space provided on both the Bin Card and the Stock Record
Card. When the storekeeper observes that any of his
stocks have fallen to the minimum (or re-order quantity),
he immediately sends a note to the cost department re-
questing that a further quantity be ordered, thus prevent-
ing his stock completely running out. This note, which is
generally referred to as a PURCHASE REQUISITION, is
checked with the Stock Record Card. If the two records
agree, the Purchase Requisition is then passed on to the
purchasing department for their attention.



ACCOUNTING FOR MATERIALS 49

Perpetual Inventories

With the method of stores accounting in use as described
above, one will often find that the annual process of taking
stock is dispensed with, and in its place is adopted a
method of continuous check of stocks. With this method,
which is also known as ‘ PERPETUAL INVENTORIES,” the
storekeeper is allotted a fixed number of bins, which
have to be counted and checked each day. At least once
in each year the contents of every bin in the stores are
counted and the actual quantities on hand checked with
the Bin Card and Stock Record Card. A further check is
also made at the time when the storekeeper notes that any
item of stock has reached the re-order quantity. Should,
therefore, any difference be discovered between the
quantity in stock and that shown on the Bin Card and Stock
Record Card, the necessary adjustments are made at the
time the Purchase Requisition is passed by the Stock
Record clerk.

Whenever a Bin Card has to be corrected, the same
alteration has to be made on the Stock Record Card as
well. To ensure that this is done, the storekeeper should
not be allowed to alter any of his Bin Cards, but should be
instructed to pass them on to the Stock Record clerk, who
can then effect the necessary adjustments of both records.

The checking and comparing of the actual quantities of
materials in the various bins with the amount as shown
on the Bin Card and Stock Record Card are most important.
In order that a permanent record can be made of this
work, the storekeeper is usually provided with a specially
ruled book or loose sheets on which to record the results
of his daily count of a fixed number of bins.

The book or sheets (of which Form No. 6 is a specimen)
are then passed on to the stock record clerk, and the figures
compared with those on his record card. Whenever a
difference occurs, the detailed entries appearing on the Bin
Card should be checked with those on the Stock Record
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Card. It may happen that an error has been made in
bringing down the “ balance on hand " figures, or that the
storekeeper’s assistants have omitted to enter one or more
of the issues. If there 1s still a discrepancy (after checking
and correcting the entries where necessary), 1t 1s desirable

Form No 6
RECORD OF BIN INSPECTION
No
Made on day, 19 By
Bin | Short De:cription Qu:’r:‘txty Q““l:‘lt“y g_r bi)érusAtgxc):? y Passed
No. of Contents Bin Card| Stock | - ||~ —

E

|

that the contents of the bin (or bins) be again counted.
Any difference will now be corrected, and 1f an alteration
in the Stock Record Card and Bin Card is necessitated, the
value of such difference or alteration is inserted by the
stock record clerk in the appropriate columns of Form
No. 6.

The rectification of Bin Cards and Stock Record Cards
will entail an entry in our Cost Ledger to adjust the values
of our Stock Account. In those cases where the quantity
of stock on hand is found to be less than that stated on
the Bin Cards, etc., the entry will be a credit to Stores
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Control Account and a debit to a “Store Losses and Shrink-
age Account.”

It is important to note that corrections of the Stock
Record Cards or Bin Cards necessitate adjusting the
Stores Control Account. This is usually done once each
month by taking the total of both the plus and minus
columns and preparing a Journal entry to transfer the
respective amounts to a ‘ Stores Losses and Shrinkage
Account.”

Stores Losses and Shrinkage

The Stores Losses and Shrinkage Account is an account
to which is charged any loss due to the breaking up of
bulk materials for issue 1n small lots, as would have to be
done in the case of a keg of nails, gross packets of screws,
rivets, etc., and in making allowances for the *“ turn of the
scales ”” when weighing out quantities of materials such as
brass strip or other metals, solder, etc., in the engineering
trades, and glue in the cabinet making industry.

Manufacturing concerns which have therr stores organized
upon the above principles are mn a position to place a
check upon the consumption of all materials and to locate
and eliminate waste. In fact, they give as adequate a
control over materials, or money in another form, as do
the accounts in the financial ledgers and actual cash
receipts and payments.



CHAPTER V
ACCOUNTING FOR LABOUR

THE treatment of labour as an element of cost will follow
slightly different lines from that already’ described for
materials in the previous chapter.

In the first place, provision must be made for recording
the attendance of each workman at the factory for the
purpose of ascertaining the amount of wages that has to be
paid to him at the end of each week.

Secondly, there must be provided a suitable method of
control of values, as was done with materials, so that all
money spent in wages each week can be controlled and
reconciled in total with the financial accounts.

Thirdly, a record has to be made of the detailed times
each workman has spent on a separate Works Order, so
that the labour cost of each job or process may be
ascertained.

It will be observed from the above that there are two
separate records of time and one of total value for the
purpose of control only. The two records of time are
quite separate and distinct. The first forms the basis
for compiling the pay roll or wages book at the end of each
week by using what are known as GATE CARDS ; the second
is an analysis which is obtained by the use of JoB or TIME
Carps for charging individual costs with the correct amount
of labour expended thereon. These two records, however,
are so arranged that an effective check is provided on all
work done, and in those cases where a manufacturer pays
his workman a bonus for good work in addition to his
ordinary pay, the Job Card is used to provide the necessary
data.

Direct and Indirect Labour
When discussing the question of materials in a previous
52
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chapter, it was pointed out that materials used by a manu-
facturing concern may be utilized in two ways, and that
in our Cost Accounts they were classified as direct materials
and indirect materials. Similarly, the labour hired will also
be utilized in two ways. It may be employed in performing
work directly on a works or production order, in which case
it can be measured and directly allocated to the works
order. Such labour is classified as DIRECT LABoUR. On
the other hand, labour may be employed in such work as
repairing machinery, driving a crane, sweeping the shop
floor, or in supervising the direct workers. In such cases
it is not possible to charge the labour to any specific works
order on the basis of the actual work done, although without
such labour it is probable that the direct labour could not
have been applied with equal proficiency. Such labour is
classified as INDIRECT LABOUR, and because it is necessary
to the efficient conduct of the business, this labour 1s
included in the Establishment Expenses.

Direct LABOUR may therefore be defined as—

The labour used in performing work directly upon a sale-
able article, and which can be measured and correctly allo-
cated to the article, order, or process.

INDIRECT LABOUR may be defined as—

Labour which cannot be directly measured or charged
to a specific article, order, or process, but which can only
be apportioned according to some logical method.

Recording Attendance at the Factory

There are a number of ways of recording the time a
worker enters and leaves the factory, but all of them may
be classified into three groups—

(e) Written records. (¢) Mechanically printed
(b) Metal checks. records.

(e) WRITTEN RECORDS. A written record of the arrival
and departure of workers-—a legacy of the antiquated
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methods of factory management years ago—was, perhaps,
the first method used. Owing to the many disputes that
invariably arose through inaccuracies and differences, etc.,
the method has been modified and amplified in several
ways.

A Time Book is generally used, the actual method of
writing up this record varying in almost every case. With
the very small concern, the Time Book would be placed in
some convenient position at the entrance to the factory,
so that each worker could sign his name therein when
entering or leaving every morning and midday, etc., but
with the larger concerns it was found necessary slightly to
modify the method on account of the considerable delays
caused by the time taken when signing the book.

The time clerk or gatekeeper would, therefore, stand at
the entrance to the factory and note the names and time
of each worker entering the plant mornings, midday, etc.
In some instances, it was the practice for the time clerk to
go round each department during the mornings and after-
noons and enter the names of each worker, and so compile
the register of attendance. It will readily be seen that any
of the above methods are most unsatisfactory. Disputes
in regard to errors of booking time can never be settled to
the satisfaction of employer or employee.

(b) METAL CHECKS. A method which was thought to be
an improvement upon the above was to provide each work-
man with a numbered brass check. These checks were
arranged in numerical sequence upon time boards placed
outside the gatekeeper’s office. As each workman entered
the factory, he lifted his numbered check from the board
and dropped it into a box near by, then proceeding to his
bench or machine. At a stated time, usually two minutes
after starting times, the box containing the checks was
removed by the gatekeeper and the numbers on each check
entered into a Time Book. The numbers on the checks
remaining on the time boards, representing the absentees,
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were then entered on a separate sheet and both records
sent to the wages clerk for compiling his wages book.

This method, however, was found to be as unreliable as
the former. Disputes arose in many instances which could
rarely be settled to the workman’s satisfaction owing to
the absence of a reliable wnitten record of the times he
entered and left the works. It was not uncommon also
for a workman to ““ lift ” his absent friend’s check from
the board and drop it into the box with his own, thus
registering the attendance of absentees.

Various other methods were introduced from time to
time, but all of them were marked by the same difficulty,
namely, the absence of a rehable and indisputable record
made by the workman himself.

(c) MECHANICALLY-PRINTED TIME RECORDERS. Eventu-
ally, mechanical time recorders were introduced, and it is
now recognized that a mechanically-printed record of the
time of arrival and departure is necessary if an indisputable
and accurate record is to be obtained.

The chief advantages derived by the use of time recorders
may be summarized as follows—

1. They prevent disputes in regard to time, as a worker
can see for himself the time that he has registered.

2. They enable a correct allocation of the times spent
on various jobs or processes to be obtained.

3. They allow the system of time booking to be easily
modified or amplified to suit changing conditions, because
they can be readily installed in any part of the factory.

Gate Cards

When mechanical time recorders are used, each employee
is provided with a form, known as a Gate Card, upon which
he records the time he enters and leaves the factory. Many
other terms are used when referring to this card, such as
Clock Card, Time Card, Wages Card, Time Ticket, etc.;
but none of these describes the particular form as correctly
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as the term Gate Card. A specimen Gate Card 1s given
(Form No. 7), from which it will be noted that there is
inserted at the top of the card the workman’s name and
his clock number, together with the date of the ““ pay week.”
The ‘““times” are registered upon the body of the form,
and at the foot is a summary of the workman'’s pay for the
week.

With small concerns, the time recorders and racks for
holding the cards are usually placed in some convenient
position mn the factory, so that the same time recorders
may be used for booking time to jobs as well as for record-
ing the attendance at the plant. In such cases, four card
racks are usually provided, two of which will contain the
gate cards and two the job cards. The two racks contain-
ing the gate cards are placed one on each side of the clock
and are known as the “IN" and “Out” racks.

With large concerns, the clocks are usually placed at or
near the gates and in charge of the gatekeeper or chief time
clerk, as 1t is usual that 2 method of supervising the men
during the process of clocking “in’’ and “ out " be instituted.

We will now see how the Gate Cards are dealt with in
the factory. For the purpose of illustration it will be
assumed that the works employ fifty workmen, and that
each one 1s paid on the day rate system, i.e. he receives so
much per hour for every hour worked, irrespective of the
quantity of work he does. The pay week commences,
say, on the Thursday and ends cach Wednesday, and all
wages are paid on the following Friday. The wages clerk
prepares the Gate Cards by writing the name and clock
number of each workman at the top. After the workmen
have gone home on the Wednesday evening, the cards are
placed in numerical order in one of the racks, ready for use
on Thursday morning.

As each workman arrives in the morning he takes the
card bearing his clock number from the rack on the one
side of the clock. This rack 's usually known as the

5—(B.1855)
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““Out " rack. He then places it in a slot in the clock and
registers the actual time. The card is then placed in the
second rack, the “IN" rack on the other side of the clock.
When leaving the works at midday, the workman takes
his card from the “IN"’ rack, registers his time, and then
places it in the “Out” rack. This process is repeated
every time the workman enters or leaves the premises in
the morning, midday, and evening.

Calculating and Making-up Workmen'’s Pay

At the end of the pay week, i.e. Wednesday evening, the
wages clerk collects all the cards from the racks, replacing
them with fresh ones which have previously been made
out for use during the ensuing week.

The number of hours the workman was in attendance
on each day is now ascertained and entered by the wages
clerk in the fourth column, headed ‘‘ Ordinary Time,” and
the total time to be paid for is inserted at the foot. The
summary at the foot of the card is now completed, and
deductions for National Health and Unemployment
Insurances, and any subscriptions to sports club, etc.,
made, and the net amount to be paid ascertained.

Pay Roll

We have now ascertained the total ‘“time’” and calcu-
lated the net “amount” payable to each workman. There
remains the writing up of the “pay roll” (or Wages Book)
in order to ascertain the total wages payable for the pay
week under review. The gate cards are therefore sorted
into numerical order, i.e. by clock number, and entered in
the pay roll, which is ruled in a similar manner to Form
No. 8. If wages are paid in cash, a cheque will be made
out for the total amount as shown in the pay roll, and
to ensure that a sufficient number of coins of the exact
denomination shall be obtained from the bank, the wages
clerk prepares a summary showing how the total amount
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is to be made up. This is done by running down the
column headed ““ Net Amount Payable” and counting
the number of pound notes, ten-shilling notes, half-crowns,
two-shilling pieces, shillings, sixpences, and coppers re-
qured. The amount to be paid each workman is placed in
an cnvelope or tin box, and the money issued to each man
on his departure Friday evening.

It will be noted from the illustration of the pay roll
(Form No. 8) that a separate sheet or-sheets are used for
each department. This is usually found the most con-
venient method of arranging the pay roll when a separate
total for each department is required.

The actual method of arranging a pay roll will differ
among companies, as the information required by one con-
cern may not be suitable to another. The method of cost-
g used, 1.e. Job or Process Costing, etc., will determine
the style of pay roll in most cases. Further examples of
pay rolls will be given in subsequent lessons dealing with
the several methods of cost finding.

The primary object of a pay roll is, first, to provide a
medium for summarizing the amount of wages payable to
each worker in order that a “total’’ can be obtained; and,
secondly, to form a permanent record of all wages pad
each week.

Gate Cards are usually entered on the pay roll by the aid
of an accounting machine. The machines used for this
purpose will accumulate the total amounts of each column
and also cross add, so proving the correctness of all entries
by balancing the gross with the deductions and net columns.

The method just described deals with the recording of
an employee’s time spent 1n the factory only. It does not
take into consideration any method of payment by results,
such as the piece-work or premium bonus methods, etc.
In dealing with time records, it will be remembered that
there are two main divisions under which these records are
arranged. First, we have a record of the time spent in the
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factory; and, secondly, a record of time spent on the job.
The record of the time spent 1n the factory forms the pri-
mary basis of calculating the worker’s pay each week. As
this is the only subject that has been dealt with in the
above description, it remains to explain how provision is
made for analysing the amount of wages paid to both
direct and indirect work.

Booking Time of Direct Labour

The principal requirement of Cost Accounting 1s accuracy,
apd any system must have for its foundation a rehable
source of information. In almost every instance the check-
ing and analysing of the “time spent on the job” can only
be done successfully by the aid of mechanical time recorders.

There are numerous methods of booking time to jobs or
works orders. The particular method that will be used
by any concern will be determined by the class of industry
carried on and the method of cost finding in use; for mn-
stance, Job Costing will requirc a different method from
Process Costing. Likewise, Direct Labour will generally
require a different method from Indirect Labour.

At the moment we are only concerned with booking the
time of Direct Labour to specific production orders or
articles, etc., and the principle of these methods can easily
be understood from the following description.

Job Card

A form known as a ““ Job Card” is used with most methods.
A specimen of such a card is given (Form No. 9). With the
smaller concerns two card racks are usually provided,
similar to those already described for holding the gate
cards, one being headed “ Jobs in Hand,” and the other
‘“ Jobs in Progress.”

When a works or production order is issued to the works
foreman, the necessary Job Cards are made out at the same
time. A full description and quantity of the work to be



form No ¢ (Front)

! OPERATION CARD
| Name

Week ending ... .
Operation e ome

Clock No

Works Order No

Name of Piece

Drawing No

o em———

~
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Form No § (Back)

Worker’s Name .. w.cnicnicome aece o o ... Clock No. . |

- ON OFF Hours oN joB

S TN TN TN ST T S TN L L N o
N TN TN TN TN TN SN N TN TN NN T

TotaL Hours

At .o =4£ ¥
Standard size of ¢card, 73ins X 3}ins

done by each workman is inserted on the card, together
with the Works Order No. and the piece-work price, etc.

These Job Cards are placed in the rack ““ Jobs in Hand,”
so that they will be available when the men are ready to
start on the work. The workman, upon commencing,
takes the Job Card from this rack, registers the time,
and then places it in the *“ Jobs in Progress "’ rack.

By using the two racks referred to the foreman can see
what work is in progress and the number of jobs ahead.
He is thus able to keep in touch with the progress of the
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work 1n each department. When the job 1s fimished, the
workman takes his Job Card out of the ““ Jobs in Progress”
rack, registers the finishing time, and either hands the card
to the foreman or drops 1t into a box labelled * Jobs
Finished.” These cards are then collected by the foreman’s
clerk, the quantity of work finished being checked and
then noted 1n the space provided. At convenient periods
during each day all the completed Job Cards are passed
to the wages clerk, who completes the calculations, and so
ascertains the amount of piece work or bonus earnings on
each job.

With the above method the rulings of the Job Card will
require to show all particulars of the work to be done,
together with the quantities given out and finished, but
in those cases where the cards are not ruled similar to the
specimen Job Card (Form No. g), a “Work Ticket” on
which instructions are given as to the work to be performed
must be used.

A specimen work ticket 1s given, Form No. 10, from which
it will be noted that full details of the work are inserted
and space provided for noting the quantities inspected
and passed.

On completion of the job, the Job Card and the Work
Ticket are dropped into the “ Jobs Finished”” box.

Checking Job Cards with Gate Cards

If each workman has been provided with continuity of
work, the total times as shown on the Job Cards will agree
with the total time on the Gate Card. In order to prove
the correctness of these records, the Job Cards for each
workman must all be summarized, and the total compared
with the Gate Card. Furthermore, piece-work or bonus
earnings of each workman must also be added together in
order to ascertain how much has to be paid over and above
his ordinary day rate. This summarizing and checking is
effected by the wages clerk when extending the figures on



Foym No.lIo
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the Gate Card at the end of the pay week, and to facilitate
this work the back of the Gate Card (Form No. 7) is gen-
erally ruled as shown in the illustration (Form No. 11).

In describing the routine in connection with the Job
Card it has been assumed that all the workmen were paid
according to the piece-work system, but had there been in
use a premium or bonus system, the routine would have
been just the same, only the ruling of the Job Cards (Form
No. 9) requiring alteration. On the front of the card, space
must be provided for the “Time Allowed” on the work;
and in place of the columns for piece-work prices, etc.,
there appear suitable rulings to accommodate the calcula-
tions of the bonus earnings as described on pages 8o
to 84, Chapter VI.

Charging Labour in Costs

Having analysed all our direct labour by the use of
Job Cards, we are now in the position to charge the correct
amount of labour that has been consumed on the respective
works orders just as we debited the works orders with the
values of materials used by means of the stores requisitions.

The routine in connection with the summarizing and
posting of the amounts of wages and number of hours ex-
pended on each job will be similar to that described for the
stores requisitions.

After completing the checking of the Gate Cards, the
Job Cards are passed on to the clerks who are responsible
for compiling the labour cost of each works order. The
routine in connection with the summarizing and posting
of the wages and number of hours to each Cost Account
will be similar to that described for matenals, the Job
Cards being filed until the work is completed or posted from
day to day direct to the account in the Job Cost Ledger.

In those cases where the Job Cards have to be filed until
the order is completed, it will be necessary to write up
the several statistical records that are prepared from
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the details shown on the Job Cards before the cards are
sorted and filed under their respective order numbers.

Record of Bonus and Piece-work Earnings

A record of bonus and piece-work earnings will usually be
required. For this purpose a card similar to Form No. 12 is
used. A separate card is ailocated to each article or to
every single operation on such article. The information is
obtained from the respective Job Cards and the name of
the operator, quantity passed and rcjected, and rate of
bonus carned is recorded

These records enable the cost department to notify the
planming or other woiks department of any abnormal
earnings so that the matter can be mvestigated, and the
necessary steps taken Any alterations or modification
following an mvestigation are noted 1n the remarks column.
The cards will thus contain a complete history of any
changes made either in the rates of pay or method of
manufacture.

Employees’ Weekly Pay Record

All classes of manual workers are assessed for income
tax, and 1t 1s compulsory for all firms to make a return
showing the total earnings of each employee over the
standard amount.

To facilitate the compilation of this return a Record Card
sumilar to Form No 13 is used, and the gross earnings
entered each week, either direct from the Gate Cards or
the pay roll.

With the large manufacturing concerns there will usually
be an employment department, whose chief duty 1s to
ensure that a regular supply of the right type of labour
is always available. In such instances the Wages Section
will have a separate record of the rates of pay for each
workman, as the employment department will retain the
employec’s record card.
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The ruling of ‘“ Rate Cards” is very simple. They
will usually have the employee’s name, address, age, clock
number and trade at the top of the form, and columns to
note the commencing and subsequent rates of pay.

When separate Rate Cards are used, they will be the
medium for issming the Gate Cards and the checking of
rates, etc., in place of the employee’s Record Card.



CHAPTER VI
ACCOUNTING FOR LABOUR (conld.)

IN the previous chapter it was shown how all employees
recorded the times of their arrival and departure at the
works, and how the time spent on a particular works order
or article was also ascertained. Reference was also made
to the necessity of reconciling the times shown on the
various Job Cards with the Gate Card or Pay Roll. In
order that this important phase will be properly under-
stood, it is desirable that the reader be conveirsant with a
certain part of the routine followed when a worker enters
the employ of a works. Certain records are maintained in
the pay roll department which enter into the reconciliation
just referred tec.

Engagement of Workers

Upon the engagement of a worker, a record will be
required of the man’s name and the rate at which he is to
be paid, so that all information necessary for the issue of
the Gate Cards i~ available. A record of employees is
usually kept on the card system, all the cards relating to
each department being filed together in the order of name
or clock number. If, therefore, a worker should be trans-
ferred from one depaitment to another, it will then be an
easy matter for his card to be removed aud placed amongst
those relating to his new department. The employee’s
record card is ruled to accommodate full particulars, such
as name and address, age, previous employers, trade, etc.
The commencing rate of pay must also be shown and
sufficient space provided so that any increases granted
from time to time can be recorded. As and when an
employee leaves the service of the company, his record
card is removed and filed scparately.

72
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Record cards are generally used as the medium for pre-
paring all the Gate Cards each week, and to guard against
errors in rates of pay, etc., the Gate Cards are checked
before being placed in the card racks. The writing up of
the pay roll will also be done from this same record, the
work being usually performed mid-week, as the wages clerk
will be fully occupied towards the end of the pay week in
calculating and checking the details of each man’s pay.
In the first instance, the preparation of the pay roll will
consist only of inserting the worker’s clock number, name,
and rate, as the remaining columns cannot be filled in until
after the calculation of each worker’s time has been
completed.

There are many different methods of compiling pay rolls.
With the smaller concern these records will usually be
written up by hand or by typewriter. In some cases the
vartous kinds of accounting machines will be used as already
explained in Chapter V. But one will also find that the
use of plates or stencils for use on the addressograph and
other similar types of machines will be very efficient.

The 1ssue of the Job Cards will usually be done by the
planning, progress, or other factory department, and the
wages clerks will not generally be concerned with thesc
until each man has completed his task, and the card 1s
sent into the office. As and when the Job Cards are
received, thercfore, the calculations of the prece-work or
bonus earnings will be completed and the cards temporarily
filed under order of clock number or worker’s name pending
receipt of the Gate Cards, so that all the cards relating to
each workman will be 1n the correct order for comparing
with the Gate Cards when received at the end of the pay
week. It will be remembered that the back of the Gate
Card (Form No. 11) was ruled, so that each Job Card could
be entered thereon and the total hours summarized.

This summarizing of the Job Cards is only the first step
towards agreement with the Gate Cards. The total number

6—(B.1855)
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of hours as now shown by this summary will agree only 1n
a very few instances, as it will readily be seen that all
work on the respective orders will not be completed at,
say, 5 o'clock on the Wednesday evening. It is, therefore,
necessary to ascertain the number of hours each worker
has booked to *“ jobsin hand.” The actual checking in this
direction will depend upon the routine in each factory. In
some instances it 1s the practice for the gate-keeper to make
out a list of all the Job Cards in the racks, quoting the
clock number, order number, time and date each job was
commenced, whereas in other cases the wages clerk will
go to the card racks, and refer to each Job Card, noting
the order number and time commenced, etc., which he
afterwards inserts upon the back of the Gate Card. In the
majority of cases the total number of hours spent on the
various production orders, etc., will agree with the number
stated on the Gate Card. The calculations may be com-
pleted, the amount of piece-work or bonus earnings added,
and the total pay arrived at. Certain cards, however, may
still show a difference, and the foreman of the men concerned
should investigate the figures on the few remaining cards
with a view to confirming any errors in booking of time, etc.

It is the general practice for the gate-keeper or time clerk
to prepare a list of all absentees each morning and midday
by listing all the Gate Cards remaining in the * out”
rack at a stated time after the men have “ clocked in.”
These lists are sent to the Wages Section and checked with
the Gate Cards before writing up the pay roll.

It has already been stated that if each worker is provided
with continuity of work all the Job Cards for the week,
when added together, will agree with the Gate Card, but
as there will usually be a certain amount of time lost in
changing over from one job to another, or for other reasons,
each worker will have clocked on to a ‘“standing” or
“service” order number when delayed in commencing or
completing his next task.
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It must be borne in mind that the system of service
orders bears no relation to the works or production orders
referred to in earlier chapters. A works order is an instruc-
tion to manufacture for sale. A service order is an instruc-
tion for a service to be rendered by the works to the works.

Service orders are brought into use so that the cost of
each class of ““indirect”” work can be ascertained by charging
to a separate order in a similar manner as was done when
“direct” work was charged to a Works Order number to
find the cost of each job or article. Such orders are some-
times known as ‘“Standing” orders. The reason for naming
this class of order as ““ Standing " is due to their permanence,
i.e. they stand from month to month, and through them
the indirect expenses or costs are controlled in detail, both
in regard to indirect materials and indirect labour, and
also other sundry indirect expenses.

When agreeing the total times between the Job Cards
and Gate Cards, as mentioned above, one will have Job
Cards which relate to both works orders and service orders.

Having agreed the times shown on the cards, the pay roll
can now be completed, the amounts entered in the remain-
ing columns, the pages added, and a final total ascertained.
The actual making up of the money into tins or envelopes
should not be done by the wages clerks; the pay roll should
be passed on to the cashier.

It may be well to note that when the Job Cards were
compared with the Gate Cards there was 1n almost every
case a ‘‘carry over”’ of timeon jobs in progress. In order to
facilitate the work for the ensuing pay week, it 1s a very good
plan to insert on the back of the new week’s Gate Card the
order number and number of hours which have been credited
to the previous week. If this is done, it will not be neces-
sary to refer again to the Gate Cards of the previous week.

With those concerns which employ a large number of
workers the pay roll will invariably be arranged according
to the departments, and to ensure that the Wages Section
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are notified whenever a worker is transferred from one
department to another, or when a change is made in clock
number or occupation, a ‘ Worker’s Transfer Note”’ is made
out, containing particulars of the transfer or new clock
number, etc. Form No. 14 is a specimen of such a form. On
its receiptin the pay roll or wages department, the necessary
alterations on the employee’s record card will be made, and
a fresh Gate Card issued should the change requure it.

With the above description of the routine in regard to
the engagement of workers, and the explanation as to how
those records are used in the reconciliation of the Gate
Cards and the Job Cards, a student should now be able to
follow the essentials involved in this work of reconciliation
—one of the important functions of the pay roll or wages
department.

It remains, however, to explain how the amount spent
in wages is controlled and also reconciled with the financial
accounts, as was done with materials.

Wages Control Account

The control of wages will proceed on similar lines to
that described for materials. Continuing with the illus-
tration of the routine that was followed when describing
the pay roll in Chapter V, the cheque drawn for wages will
have been entered in the Cash Book and the item posted as
a credit to cash (or bank), and a debit to Wages Account in
the General Ledger. We now prepare a Journal entry in
the cost department, journalizing the total paid each week

as follows—
Dy Wages Control Account.
Cr. General Ledger Adjustment Account (Wages).

The process of journalizing the total amount of wages
paid is repeated each week. At the end of the year the total
amount so charged to the cost department must be the
total which appears in both the General Ledger and the
Trading or Manufacturing Account.

The cost department has now been debited with the
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amount of the wages cheque, and as these debits are made
each week or month throughout the year, the Wages
Control Account would appear at the end of the year as
follows— .

WAGES CONTROL ACCOUNT

Dr Cr
£ s|d £ s.|d.

%an 31| To pay roll 12,500 | ~| -
eb.28| ,, ”» 13,000 | =| -
Mar 31} ,, 15,500 | —| ~
Apr 30| ,, 13,000 | —=f -
May 31| ,, " 12,000 | —| ~!
:lluneso wooon 14,500 | —| —
uly3r| ,, 9,000 | =f =
Aug 31| ,, 11,000 | =| =
Sep 30} ,, 13,000 | ~f -
Oct 31| ,, " 12,500 | ~| —
Nov 30| ,, ' 11,500 | ~| -
Dec, 31| ,, " 12,500 | ~| -

£ll1s0,000 | -| -

Crediting Wages Control Account

To credit our Stock Control Account with the direct
materials issued, we summarized all our stores requisitions.
In a similar manner we must now analyse the wages by
using our Job Cards, in order that we can correctly account
for all moneys expended in wages in so far as Direct Labour
is concerned. The student will make special note that we
have only dealt with the routine for analysing Direct wages
by using Job Cards. In Chapter V it was explained that
there are two kinds of labour, i.e. Direct and Indirect. The
Job Card is used for the recording of the time expended on
the various jobs by the Direct Workers only. The analysis
of the time of Indirect Workers will be dealt with in a
slightly different manner, fully explained 1n a later chapter.

The credits representing Direct Labour to the Wages
Control Account can now be effected and a Journal entry
prepared as follows—

Dr. Work-1n-Progress Account (Direct Labour).
Cr. Wages Control Account
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It will be remembered that after crediting the Stock
Control Account with the value of materials issued, the
balance remaining represented the value of stocks on hand.
In the case of wages, however, there can be no stock of
labour on hand, and we must account for a4/ the money
spent in wages each week.

The balance shown at this point in the Wages Control
Account, therefore, represents the amount of Indirect
Labour still to be accounted for, which will be explained
in the following chapters dealing with Indirect Expenses.
The journalizing of the wages amounts from the Wages
Control Account to Work-in-Progress Account will coincide
with the entrics made in regard to the Direct Materials
issued from stores. This process is followed for the reasons
explained in Chapter IV when describing the purpose of the
Work-in-Progress Account.

The student will now observe that the movement of
production costs is being reflected in our Control Accounts,
as the Work-in-Progress Account forms part of such control.
A specimen Wages Control Account is now given to embody
the credit entries made up to this point.

WAGES CONTROL ACCOUNT

Dr Cr
|
|; { |v‘d{ ! £ |sla
Jan. 31 |I'o Pay roll JE !} 12,500 | | ~I| Jan 31| By Transfer Jl 8,200 | ~| -
Feb 28| ,, . by 1 13,000 = —i| Feb 28] ,, . " 7,300 | ~l -
Mar 3t|,, w 15,500 | = || Mar 31|, wo|| 8700 | = =t
Apr 30|, » |l 13,000 | - =1 Apr 30| ,, woi| 8150 |~ =
Maygs:r|, w2000 | - =l May 3| w || 9050 - =
June 3o ,, ” » , 14,500 | ~| =|f June,o| ,, " " 7750 | —| =
July 3y, wofl 9000 | = =i Julv3r) , ” " 6,200 | | -
Aug zr(,, " ' 11,000 ~|| Aug 31| ,, » " 9,050 | = =
Sep 301, » 1| 13,000 - —’ Sep 30! ,, » 8,250 | ~| =
Oct 3r!, » || 12,500 | =/ =l Oct 31] ,, w || 9130 ~ -
Nov 30/ ,, " » ; 11,500 | - =/l Nov.301| ,, ' » || 10,000 | —| =
Dec 31| ,, " . 12,500 | = =|| Dec 31| ,, " ” 8,200 | = =
‘ ! I'o Balance
l c/d 50,000 | = =
]150,000 1 | ‘ £l{130,000 | ~| =
g(l-——u——; |
o Balance | !
b/d i' 50,000 | = - “
|

(NotE. The balance in this account is only brought down
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to show that there is still a difference, representing Indirect
Labour, to be accounted for. A further Journal entry has yet
to be made at this stage, but this will be fully explained in the
Jollowing chapters.)

A specimen of the Work-in-Progress Account cannot
yet be given as there are several other entrics to be
made 1n this account before we have completed the
process of control, and these entries will be explained as
they arise.

We have, however, reviewed the detail which brings the
Work-in-Progress Account into operation imn so far as it
relates to Labour, this being necessary to show the
student the disposal of credits through Wage Control
Account.

Methods of Remunerating Labour

It may now be well to review briefly the various
methods of remunerating labour for work done, since the
systems of booking time to jobs are affected by methods
of remuneration, as, for instance, where the workmen
are paid according to the amount or quantity of work
done.

Day RATE orR TIME RATE. When describing the routine
in regard to the pay roll, etc., it was assumed that all
employees were paid at the rate of so much per hour,
utespective of the quantity of work performed. This was
one of the first methods used in factories, and 1s known as
the DAy RATE system. For every hour or part of an hour
worked, the employee 15 paid a fixed sum. This method,
however, is generally used as the basis for calculating the
amount payable to indirect workers, as the nature of their
work 1s such that “ time” 1s the only basis upon which
ther etforts can be valued.

Piece-WoRrk. In the case of direct workers, i.e. men
engaged on direct production, the day rate system 1s not a
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satisfactory method, as the rate of pay is not co-related to
the quantity of work done, and, consequently, there is no
mcentive provided for increased effort. In order to over-
come some of the drawbacks attached to the above method
there was introduced the PI1nc1.-woRrk system, which 1s a
method of paymg the workman so much per piece of
work finished, 1wrrespective of the time taken; in other
words, no rate per hour, but instead, a rate per piece
of work.

This method 1s very sumple to operate. Assuming that
a workman 1s given 44 picces of work to do, he would
be paid at the rate of, say, 2s. per piece completed.  There-
fore, if he completed all his work 1n one week, his wages
for that week would amount to {4 8s. od. A week may
be one of 44 hours, and assuming his day rate 1s 2s. per
hour, he has only earned his ordmnary day rate. Should,
however, a workman take 33 hours, his piece-work
earnings would still be £4 8s. od, because the quantity of
work done and not the time taken 1s the basis. In this
latter instance the workman has made “ time and a third,”
1.e. 33 hours at £4 8s od. equals 2s. 8d. per hour or 2s. plus
one-third.

PremiuM OR Bonus. Later the DIFFERENTIAL PIrck-
woORK and PrrMIUM OR BoNus systems were introduced.
With these methods the quantity of work done 1s co-related
to the time taken to complete the task, each workman
receltving a premwum or bonus on the time saved, in
addition to his day rate for the actual time worked.

There are a number of methods 1n use, the chief difference
being in the amount or percentage given of the time saved ;
for instance, the Halsey system gives the workmen 50 per
cent of such time. With the Rowan system the workman
receives a percentage increase equal to the percentage of
time saved.

Assuming that a workman is given 44 hours to complete
ajob, that his day rateis 2s. per hour, and that he completes
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the work in 33 hours, lis pay under the Halsey method
would be—

£ s d

Time taken . . 33 hours at 2/~ 3 6 -
Time allowed . 44 hours
Less time taken . 33 hours
= time saved . II hours

.. 50% of 11 hours saved
= 5% hours at 2/~ . . & SIS
£3 17 -

= to 2/4 per hour for job

Under the Rowin system this same worker would
I’ cerve—

£ s d
Time taken . . 33 hours at 2/- 3 6 -
Time saved 11 hours X 100 o
Bonus = " Time allowed 44 hours 5%
.. 25% on time taken, £3 6s = . . . 16 6
£4 2 6

== 2/6 per hour f{or job.

Various other methods of premium bonus are in use, but
all of them differ in the amount of bonus that is given the
workman on the time he saves.

The Taylor Differential Piece Rate, for instance, is a
method under which a premium or bonus is allowed, but
where the day rate is not guaranteed as 1t is under the
other methods. There are two piece rates with this system,
the lower being in operation up to a standard of performance
of 100 per cent, up to which pomnt the worker receives
approximately 83 per cent of his daily wage rate; or, up
to 99 per cent production he cannot make the equivalent
of his daily rate. The moment, however, he touches 100
per cent output, not only does he receive an immediate
increment which brings his pay to the equivalent of time and
a quarter, but also he is paid at the higher piece rate. The
effect of this is to penalize the inefficient worker. To give
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a large immediate increase on attaining 100 per cent
efficiency and a higher piece rate offers a very Sstrong
incentive to the operator who can make himself efficient.

Its effect on the labour cost per piece produced is very
marked on account of the great reduction of indirect
expense per unit of product.

Doctor Taylor was the first to ignore all records of past
performance which concerned either rates or production
on the length of time an operation should take. He based
his standard times upon accurately made time studies, and
as an extra aid to the workman, prepared standard instruc-
tions showing how the work should be carried out to attain
the times set.

It is interesting to note that Taylor was also the first to
make use of a scientific system of paying labour, although
Halsey presented the first incentive plan.

From the above the student will see that a great deal of
technical detail is involved when considering some of the
bonus methods of remunerating labour. There are, however,
methods that are very simple in operation, as, for instance,
the Contract System, which is used principally in shipyards
and really amounts to a method of subcontracting. A fore-
man, or some man who has the confidence of a number of
his fellows, agrees to do certain work for a fixed remunera-
tion, the firm finding materials and the facilities, and the
man finding the labour, with whom he makes his own terms
of remuneration. This method is fast falling out of use, due
to its many unsatisfactory features. Since it is obvious
that there is grave danger of sweating by this method, it is
not looked upon as desirable. Another defect is that the
employer really has no control over the labour although
the men are working on his premises.

Co-PARTNERSHIP and PROFIT SHARING are other types of
remunerating labour. Strictly defined, neither of these is a
method of remunerating labour, but it is convenient to
consider them under this heading. The payment of wages
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is directly connected with production and, broadly speaking,
may be said to be the reward of production. Schemes of
co-partnership and of profit sharing are in recognition of a
totally different principle, which is, that the success of any
undertaking does not depend solely either on the manage-
ment or the operatives, but on the harmonious relationship
between the two. With the exception of a very few out-
standing examples, most of these schemes have proved
abortive in the long run, and the reasons are obvious. The
operative is not paid on the basis of individual output; no
distinction is made between the efficient and the inefficient |
profit is affected by factors, outside the control of the
worker, whose action and reaction rather tend to discourage
him. The reward 1s too distant for the average worker, who
while ready to share profits is not so ready to share losses.

Briefly, the essence of these schemes is that a share of
the profits of the undertaking 1s paid to the workers 1n
addition to their ordinary wages under a formal agreement,
not as a right, but as a voluntary gift, tenable at the
pleasure of the employer.

The method of arriving at the fund to be distributed
varies greatly, a common method being to allow a fixed
percentage of the profits made above thc average for
term of years past.



CHAPTER VIl
ACCOUNTING FOR EXPENSES

IT is desired in this and in the two subsequent chapters to
deal with the most difficult phase 1n Cost Accounting, i.e.
Accounting for Expenses. In view of the importance of
the subject and the necessity of acquiring a thorough
understanding of the theory of expense control, it is desir-
able to review certain principles that have already been
covered.

Every disbursement made or expenditure incurred to
provide the maternal, labour, and facilities for manufactur-
ing up to the point of the completion of an article or
process must be comprised 1n the true cost of production,
and the technical conception of cost practically rules out
the possibility of a ““cost” being comprised of one element
alone.

In all cases a “cost” is the sum of three groups of com-
ponents or elements, viz. the purchase price of material,
the cost of the hire of labour, and the valuc of other
disbursements made or expend:ture incurred in achieving
the desired product or result. The elements of cost are,
therefore, classified into threc mam groups and are known
as—

1. Labour.
2. Materials.
3. Expenses.

The labour hired may be utilized in two ways: it may
be employed in performing work “directly "’ upon a saleable
article or product, or it may be usefully employed in such
work as sweeping the shop floor, repairing the plant and
machinery, attending to the issue of materials from stores,
or in supervising all the workers in a department.

85
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In the case of the former, the labour used in performing
work directly upon a saleable article can be measured and
correctly allocated to the article, and such labour is classified
as ‘“direct” labour, but in regard to the latter it is not
possible to charge this labour to any specific article, process,
or order on the basis of the actual work done towards its
completion, although without such labour as this it is
probable that the direct labour could not have been applied
with equal efficiency. Such labour is, therefore, classified
as “indirect”’ labour.

In the case of materials there is an exact parallel ; certain
materials may be worked upon for the specific purpose of
changing the form or shape, or combining with other
materials in order to produce a saleable product.

Such materials are known as “direct”’ materials, because
the manner in which they are used is such that they can
be correctly measured and charged direct to the article,
process, or order.

There are, however, certain other materials which cannot
be so easily measured and charged direct to the article or
order, but which are necessary if the workmen are to
complete their tasks. Such materials may include oil,
waste, emery paper, small perishable tools, solder, chalk
for polishing, belting, and sundry items used for the main-
tenance of the plant and buildings, etc. Because they
cannot be charged direct to each article or order, they are
classified as “indirect” materials.

The expenses of a business are also subdivided into two
groups: first, there are the expenses that have been
specially incurred for specific orders and can, therefore,
be charged direct to the specific job, operation, or process,
and, secondly, the expenses which have been incurred in
the general running of a business, and which can only be
dealt with as a general charge over the whole business,
The former are known as ““direct”’ expenses, and the latter
as “indirect’’ expenses. )
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Direct expenses may comprise such items as the cost of
any assistance or facilities used for a special order or
process ; for instance, a portable crane or special machinery
hired for a particular job, special travelling and other
expenses incurred, heavy charges for freight on materials
or parts, special draughting, etc., and all other items which
are capable of being charged direct to the order.

Indirect expenses will comprise postage, stationery, tele-
phones, taxes, salaries of office departments and depart-
mental managers, depreciation, insurance premiums, and
all cash disbursements and book charges which cannot be
directly chargeable to any one process or order.

Establishment Expenses
The subdivisions of the three elements of cost are grouped
under two main headings, namely—

(@) Direct labour, (6) Indirect labour,
Direct materials, Indirect materials,
Direct expenses. Indirect expenses.

The sum total of group (b) comprises the Establishment
Expenses of a business. These are the expenses with which
we are now about to deal.

In the case of Direct Labour and Direct Materials, it was
shown in the previous chapters that one can measure
exactly the cost of those items in relation to the article in
production, and deal with each of them at the time they
are used or paid for. There is no element of doubt as to
the definite cost, or as to whether or not such cost will be
wholly used in the particular manufacturing process.

In dealing with indirect expenses, however, the situation
becomes very different and assumes more difficult pro-
portions; many of the facilities will be used before the
amount of expense so used will become known, or appear
in the accounts as a liability.
¥ When labour is employed to make an article or perform
a particular operation, various kinds of tools and equipment
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must be provided to enable the wotkmen to complete their
tasks. During the period such tools and facilities are being
used, various expenses will be incurred, and owing to the
nature of those expenses it 1s not possible for them to be
dealt with in our costs in a manner similar to that described
for Direct Labour and Direct Materials.

For instance, let us consider the question of wages paid
to indirect workers, such as labourers, shop cleaners, and
the like. A labourer may be employed in carrying materials
from the stores to the workmen’s bench or machine for nse
on production orders. The time taken to perform this work
will vary according to the quantity of materials the labouter
has to carry and the distance he has to walk; to book his
time to the particular job, therefore, would not only require
a most elaborate system, but the cost to the busmess
would be such as would render this method impracticable.

With the wages of shop cleaners, however, it is quite
impossible to determine the amount of the mdividual
employee’s wages that 15 chargeable to a production order.

In order to overcome thesc dilficulties, all the indirect
expenses are grouped together and dealt with by the
methods that will now be described.

The correct treatment of the subject m most systems
will require that the total Indirect or Establishment Ex-
penses be subdivided so that they can be dealt with 1n
three groups, viz.—

1. Works Expenses.
2. Sales and Distribution Expenses.
3. Administrative Expenses.

rhis grouping of expenses 1s necessary. By their division
the correct proportion of all the indirect items can be
charged to the respective departments, products, or pro-
cesses, and the actual cost of the Sales and Administrative
Departments ascertained separately from the Works Cost
or “cost to make.”

Works EXPENSES. Works expenses include such expenses
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as the cost of repairing and keeping in good order all plant
buildings and machinery; the salaries of works managers,
superintendents, and works clerical staff; the wages of
engineers, foremen, labourers, watchmen, etc.; all items of
plant supplies; light, heat, and power used by the plant;
proportion of rent and taxes, cost of purchasing and hand-
ling materials, and a share of the expense incurred in the
general and financial administration of the business.

SALES AND DisTrIBUTION EXPENSES. Under this sub-
division 1s grouped all expenses relating to the sale and
distribution of a firm’s products, salaries of sales manager,
selling staffs, and branch offices, commissions, trade dis-
counts (i.e. the discount allowed off catalogue prices), cost
of advertising and sales promotion, travelling expenses of
salesmen or agents, etc.

ADMINISTRATIVE EXPENSES. Administrative expenses
include such items as salaries of general manager, secretary,
cost accountant and their respective staffs, legal expenses,
bank charges for interest, exchange, cash discount, etc.

PREDETERMINATION OF EXPENSES. Owing to the special
nature of the items which comprise the establishment
expenses of a business, they are generally dealt with by
estimating the total for the year, and at frequent intervals
this estimate is checked by comparing the amount of the
expenses recovered in costs with the actual expenditure
incurred. The necessity for this predetermination of ex-
penses is due to the fact that facilities are used before the
amount of the expense so incurred is known, and before it
appears in the accounts as a liability.

It must be noted at this point that if a system of Cost
Accounting has been in use for a number of years, it will
provide all the data necessary for ascertaining the total
Establishment Expenses of the business, as the system
will have collected the cost of all the various indirect
expenses of the plant and other departments. In cases
where a costing system is being installed and there are no

7—{(B.1853)
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previous cost records to provide such information, it
becomes necessary to estimate the probable expenses for
the ensuing period.

Bearing in mind that the elementary principles of Cost
Accounting are being dealt with, it is not proposed to
consider at present the numerous advanced methods of
treating this subject. The following description is given to
explain the elementary principles only. We will commence
by adopting what is considered the most simple method to
use, i.e. basing our estimate on the expenses as shown in
the general accounts, such as the Manufacturing, Trading,
and Profit and Loss Accounts of previous years.

Estimating expenses by this method is extremely simple.
For the very small workshop, it will generally provide a
fairly close estimate, as expenses are usually constant
throughout the year. Variations in volume of output do
not atfect expenses in these cases to the same extent as with
larger concerns, as the size of the plant and the small
number of machine tools, etc., available will nbt permit of
sufficient increase to materially affect expenses.

In the case of larger concerns, however, this method of
cstimating cxpenses will not provide a reliable estimate,
as variations in trade or factory output will materially
affect the total expenses to a far greater degree than would
be the case with small workshops.

With the small workshop, therefore, and in certain cases
where a seasonal trade is done, and when it is proved by
previous records that the output, sales, and expenses over
a pertod are fairly constant, this method may be adopted
with fairly good results.

Having decided upon the method to be used, the work
entailed in the treatment of this subject in a costing system
will require to be done in the following stages—

(@) Collection, which is the collection and transfer of
expenses from the general accounts to the cost accounts.

(b) Allocation, which is the work of analysing each item
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of expense under its respective group, i.e. (1) Works
Expense, (2) Sales Expense, and (3) Administrative Expense

(¢) Computation and Recovery, which is the method by
which the expense rate is calculated and recovered in the
individual Job or Process Costs.

CoLLECTION OF EXPENSES. The simplest method of
collecting the total Establishment Expenses is to estimate
the normal total for the year by using the figures of previous
Manufacturing, Trading, and Profit and Loss Accounts as
the basis.

The collection of such expenses is conveniently considered
under two headings. First, there will be those items of
expenditure which fluctuate according to the volume of
production, such as salaries, postage, stationery, indirect
labour, indirect materials, charges for power, fuel, lighting,
repairs and maintenance of plant, machinery and buildings,
works clerical assistance, and sundry expenses of varying
kinds, etc. Secondly, there are the constant expenses which
will comprise such items as rent, rates and taxes, deprecia-
tion, directors’ fees, fire insurance, etc. The collection of
the items which comprise the constant expenses is a com-
paratively easy matter as the totals of these will be fairly
constant from year to year, and will not be greatly affected
by any variation in production or the quantity of work
turned out by the plant. It will be seen from these remarks
that in collecting the expenses the amounts must be
examined in regard to the volume that is anticipated for
the coming year. If the amount of trade that is estimated
will be greater than that for, say, the previous year, then
due allowance must be made for any difference it. may
cause in the expenses. On the other hand, if the estimate
of trade for the next year is less than that shown in the
accounts for the previous year, an adjustment will be made
to cover this difference. Such adjustments, however, may
not be necessary with the majority of the items which
constitute the constant expenses of the business.
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The items which comprise the variable expenses will
present the greatest difficulty as each one must be reviewed
and compared with any increase or decrease in the estimate
of output, or sales for the ensuing year.

A speciment Expense Allocation Statement is given,
Form No. 15, on which has been entered in the ‘“Total”
column the expense item as appearing in the specimen
accounts given in Chapter I. The expenses have been
separated under the heading of “ Constant " and ““ Variable,”
and the amount inserted in the “ Total” column, this being
the first step in the process of predefermining the expense
for the ensuing year. It is also assumed that the volume of
sales expected for the year in question will be approxi-
mately the same as for the previous year.

In collecting the amounts of each account from the
General Accounts, it was necessary to analyse certain of
the accounts as the information contained in the Trial
Balance was not sufficient for our purpose. The following
statement shows the results of the analysis of those accounts
which had not been separated in the system of general
accounts—

! Trial
Analysis | Balance
£ £
Plant Labour. . . . - 150,000
Direct labour . . . . | 100,000
Indirect labour . . . 50,000
Salaries . . . . . 65,000
Sales Manager . . . 6,000 |
Works Manager . o 6,000 !
Sales Department . . . . i II,000
Works staff . . ' 7,000
General Manager . . . 7,500
Secretary . . . . 6,000
Office Manager . . . . 4,000
General Office . . . ., 12,000
Salesmen . . . . .1 5500 |
Travelling Expenses . . . 23,000
Administrative Department . . 4,000
Sales Department . . . . 11,500
Works Manager . . . . 1,500
Salesmen . . . . . 6,000
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Trnal
Analysis | Balance
General Expenses 53,000
Plant expenses
Sales expenses

Admnistrative

11,500
20,500
21,000

|
|
-
|

ArrocaTioN oF ExpENses. The work of “allocation”
immediately follows that of “Collection.” Each of the
items which have been collected and entered in the first
column of Form No. 15 is examined and apportioned over
the Factory, Selling, and Administrative Departments of
the business.

Many of the items which appear in the expense allocation
statement will not present any difficulty. For instance,
depreciation, and repairs, and maintenance to plant and
machinery will relate to the works only, as do the
travelling expenses of the works manager, Indirect Labour,
etc.

Depreciation of buildings will require to be apportioned
over both the works and offices on the basis of floor space
occupied. Such items as office supplies, electric light, and
insurance will be allocated according to the estimated
amount consumed by the respective departments.

The basis of allocation of each item has been inserted on
Form No. 15.

With regard to royalties, a difficult problem is often
encountered. The amount paid may be dealt with either
as a direct charge or included amongst the establishment
expenses.

The actual basis of allocation and its treatment in the
cost accounts, however, may depend upon the size of the
business and the nature and amount of the royalties paid.
If the royalty is a definite amount per article, it may be
treated as a direct charge in costs, but in those cases where
the royalty payable is calculated upon goods sold, the
necessary adjustments must be made at stocktaking periods
if the stocks are priced at works cost.
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Again, the amount may be dealt with as a direct charge
to the Cost of Sales Account, or the total royalties may be
paid over a period included in the establishment expenses
and allocated to the Admunistrative Expense Account.

In the majority of cases it is preferable to deal with this
item by regarding it as a direct charge to the Cost of Sales
Account. By such means the amount of royalty is shown
separately in the cost accounts, and not merged with the
incidental expenses of manufacturing and selling as it would
be if either of the other methods were chosen.

For simplicity, however, this item has been included in
the Establishment Expenscs on the basis that it is calcu-
lated as a rate per article manufactured and sold.

Bad Debts is another item which often presents a diffi-
culty. The amount of bad debts incurred may be treated
in two ways in the cost accounts. It may be regarded either
as a charge to selling expense or as a charge to administra-
tive expense. The choice of method will depend entirely
upon the routine in regard to the passing or certifying of
inwards orders for credit. If the Selling Department is
responsible for this work, the loss is a correct charge to the
selling expenses, but in those cases where a separate
“Credit” Department exists and is under the charge of
either the Secretary or Accountant, the item is a charge
to administrative expense.

Care must be taken to differentiate between the amount
of bad debts actually written off during the period, and any
reserves created for bad debts, as the latter will not be
included in the Establishment Expenses of the business.

A study of the Expense Allocation Statement (Form No.
15) will show how the process of allocation is carried out,
and a reconciliation of this statement with the Trading and
Profit and Loss Accounts on page 4 will also enable the
reader to follow very clearly the collection of all the expense
items from the General Accounts. This, 1t will be remem-
bered, is the method we are using in order that we can
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predetermine or forecast the expenses which have to be
recovered in our costs for the ensuing year

RECONCILIATION

Total debit of column Profit and Loss Account 285,000
Less net profit . . . 69,700
215,300
Add indirect labour . . 50,000
£265,300

Total constant expenses 43,000

Total variable expenses 217,300
~—-—— £265,300

The next step in the allocation is to take the total of the
Administrative Expenses and apportion this over the
Works and Sales Departments according to the extent it is
considered each benefits therefrom. In the case under
review, it is assumed that each will benefit equally. The
amount has, therefore, been transferred to the “selling”
and “works”’ columns on that basis.

: Admin- | .
gxstratxve! Seling | Works

£ £
Constant expenses . . . 18,100 | 10,200| 19,700
Variable expenses . . . 45,700 | 80,100| 91,500
£63,800 | 90,300 | 111,200

Distribution of administrative expenses 31,900 | 31,900
Total expenses of Selling and Manu-
fagturing Departments . . . - |£122,2001£143,100

ALLOCATING WORKS EXPENSES TO DEPARTMENTS. With
some concerns it is necessary that the works expenses be
further allocated to the departments in the works in order
to arrive at a departmental rate. In such cases the amount
of these expenses will be dealt with by the following method
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The Works Expenses, amounting to £143,100, have been
ascertained in accordance with the procedure described
above, and this figure is entered on a Works Expense
Allocation Statement similar to the specimen given (Form
No. 16).

In dealing with this further allocation of Works Expenses,
it has been necessary to set out i detail the various items
which go to make up the total. To assist in the explanation
of the subject, there has been entered in the ““ Description”
column of Form No. 16 the names of the more general
expense items that are found 1n actual practice. Therefore,
whilst the total of these items agrees with the total Works
Expenses, as ascertained above, the names of the individual
accounts will not be the same as those appearing i the
Trial Balance in Chapter I.

The allocation of expenses to the various works depart-
ments will proceed upon similar lines to those described
above, each item being apportioned to each department
on the correct basis. The basis of allocation has been
inserted in the column on the extreme right of the form.

When cost accounts are in use, there is employed a
system of Service orders to collect all the Service (or Indirect)
expenses of the business. This is described in a later
chapter. At the present, however, we are dealing with a
concern that is just commencing a system of Cost Accounts,
and there is no information of this nature available. We
must therefore allocate each item arbitrarily or upon some
definite basis.

The process of allocating expenses to departments is
usually completed by two stages, as it becomes necessary
to adjust certain of the ““Service” expense items between
two or more of the Service departments in addition to
allocating to them a proportion of such items as repairs to
buildings, lighting, heating, etc. Expenses must, therefore,
first be allocated to both the Service and Producing Depart-
ments, and, secondly, after arriving at the total expense of



93 PRIMER OF COSTING

cach Service Department, to apportion them over the
respective producing departments.

The expenses have been entered on Form No. 16 with
each item allocated to the Service Departments individually,
and in total to the producing departments in the plant.
This process gives the total expenses of the Service and
Producing departments. The next step 1s to enter these
totals on to another Works Expense Allocation Statement
(Form No. 17). This statement is ruled similar to Form
No. 16, except that the Service Departments are now
entered in the description column and the remaining
columns headed with the names of each producing depart-
ment in the plant. On Form No. 16 all these departments
were included under the heading of ““Producing Depart-
ments,” the amounts having been entered in the “Total”
column. The next process is to apportion each item to all
the producing departments. When this work is completed
and the columns added, we have arrived at the estimated
total expenses for each department in the plant.

The total expenses for the ensuing year, which have to
be recovered in both the cost of manufacture and cost of
sales, have now been predetermined. This predetermination
of expenses has been completed by several stages. First, the
expenses were estimated under the headings of “ Works,”
“Selling,” and ‘“ Administrative”’ ; secondly, the Adminis-
trative Expenses were apportioned over the works and
sales in order to give a total works and sales expense;
thirdly, the works expenses were further allocated to
Service Departments and Producing Departments; and,
finally, those expenses were apportioned to the individual
producing departments in the plant in order to give us a
total expense by departments.

Departmental Expense Rates are sometimes required by
certain plants as it is necessary to recover expenses on a
departmental basis.

COMPUTATION AND RECOVERY OF EXPENSES. With the
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smaller concerns it is usual to recover works and sales
expenses by adding both these items, and to deal with the
expenses as one total, which in this case would be—

Works expenses . . . 143,100
Sales expenses . 122,200
Total expenses . . £265,300

The recovery of Sales Expenses separately from Works
Expenses presents some difficulty with certain industries,
and as this comes within the category of advanced costing,
it is proposed to deal with Sales Expenses on the more
simple basis of recovering them as a percentage of the total
cost of manufacture. This subject, however, is described
more fully in a later chapter.

There are several methods of recovering Works Expenses,
and 1t remains to decide upon the particular method to use.

These methods may be conveniently grouped under
five headings—

(r) As a percentage on direct wages.

(2) As a rate per direct labour hour.

(3) As a percentage on direct wages and dircct materials
(1.e. prime cost).

(4) As a departmental rate.

(5) As a machine rate.



CHAPTER VIII
RECOVERING EXPENSES IN COSTS

THE predetermination of the expenses that will probably
be incurred during the ensuing year having been completed,
there now remains to decide the method we shall use to
recover the expenses in costs.

The computation and recovery of expenses is a difficult
subject to deal with, as there are so many factors to be
considered. An explanation of the five methods of recover-
ing expenses, as mentioned in the previous chapter will
therefore be given first.

Percentage on Direct Wages

With this method the works expenses are recovered as a
percentage on the direct labour cost of each job or works
order, and on account of its extreme simplicity, this method
is, unfortunately, most commonly used.

The total direct labour for the year was ascertained in
Chapter VII as amounting to £100,000, and the works
expenses as £143,100. The percentage rate on direct wages
is arrived at by the use of the following formula—

Works expenses ({143,100) X 100
Direct labour (£100,000)

The amount of works expenses to be charged to each job
or works order would, therefore, be found by adding a
figure which would be equal to 143 per cent of the amoun)
of direct labour, as follows—

= 143%

£
Direct materials . . . 175
Direct labour . . . . 200
Prime cost. £375
Works expenses 14 3% on dlrect
labour . 286
Total works cost . . £661

100
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This method is extremely simple to operate, but the
disadvantages more than outweigh any advantages inci-
dental to it. If all the workmen are paid a uniform rate,
and if they all work under the same physical conditions,
this method will give fairly accurate results, because a
worker’s earnings, and not the time taken to complete the
work, is the basis of calculation. One of the main objections
to this method is that no allowance is made for a job
which requires the use of expensive machine tools, or for a
job which may be all handwork. This is a serious error,
because the article or process which requires the use of
machinery should have charged to it a greater proportion
of the indirect expenses than one which requires the use of
little or no machinery.

Direct Labour Hour Method

This method differs from the above in that works expenscs
are recovered at a rate per direct labour hour on each job,
instead of fixing the rate upon the totalamount paid in wages.
The total number of direct labour hours 1s ascertained and
divided into the total works expenses, the resultant figure
being what 1s known as the Direct Labour Hour Rate.

Assuming that the total of direct labour hours (1e.
excluding the number of hours worked by indirect labour)
is 143,100, and the amount of works expenses is £143,100,
the rate is ascertained by means of the following formula—

Works expenses (£143,100)
Direct labour hours (143,100

)= £1 per direct labour hour

The amount of works expenses chargeable to each works
order under this method will be added as follows—

£

Direct materials . . . 1758

Direct labour . . . . 200

Prime cost. . o . £375
Works expenses, say 250 hours

atf1. . . 250

Total works cost . . £625



102 PRIMER OF COSTING

This method gives more accurate results than the per-
centage on direct wages, because 1t has regard to the ele-
ment of time as between a fast worker and a slow worker.
If two men, paid by the piece-work method, are engaged
upon similar work, and one completes his job 1n 20 hours,
the other in 30 hours, the quick worker will use less light,
power, supervision, etc. The amount of expense charged
to the job under this method will, therefore, be more 1n
proportion to the extent to which the machine tools,
supervision, etc., have been used. With the percentage on
direct labour method the percentage addition would be the
same 1n both cases.

Percentage on Direct Labour and Direct Materials

This method 1s very similar to the percentage on direct
labour method, except that works expenses are recovered
as a percentage on the total of both direct labour and
direct materials (1.e. on total prime cost.).

Continuing with the figures arrived at in our calculation of
works expenses, the rate is figured as follows: The value of
materials used in production must be ascertained, and on
reference to Chapter III it will be seen that the value of
materials sold was f£301,000 after allowing for certain
indirect materials, and that Direct Labour was shown in
Chapter VII as £100,000. The formula is therefore—

Works expenses X 100
(Direct labour and direct matenals)

Works expenses . . £143,100
Direct labour . . £100,000
Direct matenals . . 301,000

£401,000

= 35'685% (say, 35'7%)
The amount of works expenses to be charged to each job
would, therefore, be 35-7 per cent on Prime Cost as follows—

£ s d.

Direct matenals . . . . 175 - -
Darect labour . . . . 200 - -
Prime cost . . . . 375 - -
Works expenses {35'7%) . . 13317 6

Total works cost . . . £508 17 6
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This is perhaps one of the most naccurate methods,
because works expenses rarely, if ever, have any direct
relation to the value of materals used. In order to illustrate
this point, the manufacture of chemicals offers a very good
example. Ina certain chemical mixing process the quantity
of raw materials used was absolutely fixed, and any variation
of the purchase price on the materals was easily computed.
The workmen were paid on a piece-work basis, and the
direct labour cost was only 1s. per cwt. The works expenses
were extremely heavy, i.e. 7s. 6d. per cwt. Two men 1n
charge of a mixer regularly produced 5 cwt. per hour. The
works cost of the process may therefore be stated as
follows—

Per cwt.

£ s d.

Raw matenals . . . 15 -
Direct labour . . 1

Works expenses . . . 7 6

Works cost . . . fr 3 6

A time study was made, and 1t was found that the
running time per mixer could be reduced from 60 minutes
to 45 minutes, i.e. 25 per cent. Under these new working
conditions the raw material and direct labour were as
before, but owing to the fact that less time had been taken
the works expenses were reduced by 25 per cent, i.e. about
1s. 10d. per cwt. It is apparent that if works expenses were
recovered by the percentage on the direct labour and
material method, no alteration in the cost would be shown,
in spite of the fact that the output was increased by
reducing the time taken for the operation. With the direct
labour hour method, however, a correct works cost would
be shown.

Departmental Rates
The Departmental rate is a method by which works

expenses are analysed according to departments, a separate
rate being ascertained and used for each department. The
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rate may be calculated as a percentage on the amount of
direct labour or a rate per direct labour hour. With this
method, instead of there being one rate to cover all the
works expenses, there is a separate rate for each depart-
ment. In all other respects the rate is arrived at in accord-
ance with the details given above.

This method has many advantages over those already
described, because by varying the rates for each department
it is possible toarrive at amoreaccurate cost. A department
using expensive machine tools and appliances should be
charged with the cost of maintaining such equipment, and
in those departments which do not use tools, or only a
small quantity of them, such as an assembly department,
etc., the departmental rate will not include any part of the
expense incurred by the other department using the expen-
sive machinery.

Machine Rate Method

The machine rate is regarded as one of the best methods
of recovering works expenses, whenever conditions justify
its application. With this method, the total works expenses
are analysed by department similar to the example given
in Forms Nos. 16 and 17, and the amount of the depart-
ment’s expenses is then divided by the number of machines
or group of machines in that department. This gives the
total expensc per machine or group of machines. The
figure is then divided by the number of hours it is estimated
the machine will run throughout the year, the result being
a machine hour rate.

The most difficult problem connected with its use 1s to
ascertain the correct amount of the cxpense incurred by
each machine or group of machines, and this can only be
done by making a scientific analysis of all the expense
items. Many of the items will require to be analysed upon
a different basis. The following summary will indicate
the principles underlying the analysis.



RECOVERING EXPENSES IN COSTS 105

[tems allocated dwrect to machines.
Depreciation of plant and machmery.
Repairs and upkeep of plant and machinery.
Power consumed
O1l, waste, and miscellancous supplies

Ttems allocated on basis of floor space occupied
Rent, rates, and taxes.
Depreciation of buildings.
Repair and maintenance of buildings
[nsurance on buildings

The 1tems comprising miscellancous expenses will vary
with each industry. It 15 possible that some of them can
be charged direct to the machme or department, but where
this 1s not feasible, the 1items are allocated upon @ more
or less arbitrary basis. The 1tems referred to wall include—

Foremen’s wages and supervision.
Watchmen and caretaker’s wages
Shop cleaners and sweepers
Crane drivers, etc.

Miscellaneous shop supples, etc.

The basis of a machine rate 1s the number of productive
hours it 1s estimalted each machine or group ot machincs
will run throughout the year, assuming the factory will be
working to its full normal capacity, i.e full ordinary time
It will, therefore, be seen that if the estimate for the year
is not achieved, there will be a certain amount of expenses
“unabsorbed.” In this connection there 1s usually em-
ployed an account known as the ‘“Unabsorbed Machine
Rate,” to which all the unabsorbed expense 1s charged at
the end of each month. Assuming that the machine hour
rates are dealt with on a monthly basis, the estimated
figures are divided by twelve to give a monthly quota or
standard which should be charged to costs. Any difference
above or below this monthly standard is transferred to the
Unabsorbed Machine Rate Account.

8- (B 1855)
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If the total number of machine hours for the year has
been correctly cstimated, the Unabsorbed Machine Rate
Account will show a zero balance at the end of each year,
but as it is rarely, if ever, possible to estimate to such a
degree of accuracy, the account will generally show a
debit balance. The balance of this account, therefore,
will indicate to the manufacturer the extent to which his
plant is unproductive, the estimate of the machine hours
having been based upon the normal output capacity. Such
information enables the management to take the necessary
steps 1 order to secure a greater share of orders, as all
variations from the normal will be reflected by the Un-
absorbed Machine Rate Account.

Comparison of Methods

The choice of any of the above methods will depend
upon the class of trade carried on, the size of plant, etc.
As the following figures show, a comparison of the costs
given in the above examples is interesting. A calculation
of a cost has been given with each method in order to
illustrate how the various methods of recovering expenses
are operated, but in addition these examples also show
how one method differs from the others.

Summary of Individual Costs

l Total
Basis of Recovering Expenses Materials || Labour || Expenses Vz’:orks

ost
£ |slad|| £ |s|d|| £ |s]d]l £ |s|ad.
(1) Percentage on direct wages . |l175] =| —||200| ~| ~||286 | —| —~|| 662 | ~| ~
(2) Direct labour hours 1751 —| —[{200 | —=| —||250 | ~| —=|{625] ~| -
(3) Pecrcentage on prime cost 175 ~| =|{200 | =] |1 133 |17 6| 508 |17} 6

|

An example of a “Cost” when using a Departmental
Rate was not given because, with this method of recovering
expenses, we simply analyse our expenses by departments
in the plant and then apply any one of the three methods
given in the above summary. The resultant cost of a job
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would therefore be the same in total as in the examples
already given. With regard to the Machine Rate method,
a sufficient description has been given in the text to enable
one to understand clearly how such a rate is arrived
at, but as this is one of the most advanced methods
in use, it is dealt with more fully in Advanced Cost
Accounting.

In the three examples of a cost given above, the total of
Works Expenses varies greatly in each case, and to the
extent of £152 2s. 6d. between the Percentage on Direct
Wages and Percentage on Prime Cost method. Therefore,
in choosing any method for recovering expenses, one must
be in the position to determine which method is best suited
to the industry to which it is being applied.

With the three examples given, it is very clearly shown
that if the nature of the industry is such that very expensive
labour is used, the percentage on Direct Wages is the
correct choice. On the other hand, if fairly cheap labour
is used, say, equally with expensive labour, the Direct
Labour hour method, having for its basis the element of
time, is more suitable. If expensive machine tools are used
in both of these cases, the Percentage on Direct Wages will
be unsuitable if there is both machine work and hand work
performed on the articles manufactured.

The Percentage on Prime Cost method can only be used
in rare cases, as, for instance, where both the purchase
price of materials and the labour expended thereon have a
direct relationship to each other, and when, by tests with
the Percentage on Direct Wage, it is found that either of
these methods will give very similar results.

Whenever machinery is used in conjunction with cheap
and expensive labour, it is better to use the Machine Rate
method. If the labour employed in the plant consists of
both the cheap and the expensive type and very little
machinery is used, then the Direct Labour hour method
will generally give good results.



108 PRIMER OF COSTING

Recovery of Sales Expenses

The treatment of this item will also be guided by the
nature of the industry which is carried on; for instance, if
the business is engaged in making only one article, the
sales expenses could be dealt with easily by arriving at a
rate per article and charging our costs on this basis, but
as most firms will be engaged in the manufacture of several
articles, the sales expenses may then be expressed as a
percentage on the total works cost. The formula for
ascertaining such a rate would be—

Estimated total sales expenses for year X 100

Iistimated total works cost of goods sold for year
The estunates given in Chapter VII show the total Sales
Expense was £122,200. Assuming that the total “cost to
make,” shown 1n the specimen Trading and Manufacturing
Account given in Chapter I is to be used as the estimate of
the cost value of the goods that will be sold during the
ensuing year, the following result 1s arrived at—

Total Cost

to Make
Materials . . . . . £315,000
Direct labour . . . . . 100,000
Works expenses . . . . 143,100
Total ‘‘cost to make' . . . £558,100

Therefore the Sales Expense rate is—
£122,200 X 100

£558,100
which equals 21-9 per cent (say 22 per cent).
The addition of an amount to represent Sales Expenses
will be effected by adding 22 per cent to the Total Works

Cost as follows—

! Total i Selling

I
| ~
| Works Cost il Expenses i Total Cost

£lsld || £]s|d| £]s|a.

Cost No 1 . cfje6r| —- | -~ til1gs5| 8 5 ({86 8 5
Cost No 2 . . ||6251 — - |f137]| 10 ~ || 762 | 10 -
Cost No 3 508 | 17 6 |l111 | 19 ~ || 620 16 6
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The variation 1n the amount of Sales Expenses added to
the Works Cost is not so great as the variation in the
addition of Works Expenses under the three methods
described. Taking Cost No. I as a basis, 1t will be seen that
Cost No. 3 is £33 9s. 5d. less and Cost No. 2 £7 18s. 5d.
less.

It will be noted that Sales Expenses should only be calcu-
lated on the value of goods sold. Any goods manufactured
for stock must not have Sales Expenses added to them.

Final Ascertainment of a Cost

The final ascertamnment of the cost of a Works Order
(1.e. Cost to Make and Cost to Sell) can now be effected by
using any of the five methods already described for recover-
ing Works Expenses, and either of the methods referred to
for recovering Selling Expenscs. Suitable spacing was pro-
vided at the top of the Job Cost Ledger Sheet (Form No.5)
for summarizing the cost of the job. The amounts for
Direct Labour and Direct Materials are inserted from the
individual summaries already described in Chapters IV
and V, the columns are totalled, and the summary at the
head of the sheet is completed.

Theory of Expense Control

Before any entries are made crediting the Expense
Control Accounts with the proportion of expenses charge-
able to all the completed work, 1t will be well to refer again
to the figures which appear in the Expense Allocation
Statements (Forms Nos. 15, 16, and 17).

On referring to the chart (Fig. 1), it will be seen that all
expenses actually incurred are charged to the cost depart-
ment at the end of each month, or, in other words, as and
when each item is paid for or passed over the ordinary
books of account. When fixing the expense rates to be used
during the ensuing year, however, all the items of expense
for the year were estimated in advance, so that we now have



110 PRIMER OF COSTING

two sets of figures to deal with, namely, the actual and the
estimated.

It will be remembered that in Chapter II, page 21, 1t
was stated that by summarizing all the expenses charged
to cost, the amount of expenses recovered can be compared
with those actually incurred ; thus we can see how we are
recovering our establishment expenses, a most important
point. The Expense Control Accounts must, therefore, be
operated in such a manner that this comparison can be
easily made.

Before describing the Control entries for the expenses
that will be recovered in costs during the current period,
it is necessary that the student will not be confused between
the expenses so recovered and the estimate of expenses
that have already been prepared for the use of Forms
Nos. 15, 16, and 17.

The work of collection and allocation of expenses on
Forms Nos. 15, 16, and 17 was performed with the object
of estimating an expense rate to be used during the ensuing
year. This expense rate is, therefore, used as the basis for
recovering the expenses in costs. By the use of such a
method the expenses will be recovered on the rate which
is based on an estimate, whereas the expenses appearing
in the General Ledger will be those actually incurred during
the current period. We, therefore, have two sets of expense
control entries to deal with, namely, the control of expenses
recovered in costs (which are based on estimates), and
the control of the actual expenses incurred.

These two forms of control are necessary, as it is impera-
tive that we compare the expenses recovered in costs with
those actually incurred. The control accounts of expenses
recovered in costs will, therefore, be carried out as follows—

Control of Expenses Recovered in Costs

The total works expenses charged to a job or works order
will be dealt with in a similat manner to that described for
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the control of Direct Labour and Direct Materials. For the
purpose of illustration it is assumed that the percentage on
Direct Labour method is being used to recover expenses.
We have the choice of two methods of charging the pro-
portion of Works Expenses to the control accounts.

One method is_to debit Work-in-Progress Account with
the proportion of expenses at the same time as we charge
the Direct Wages, the opposite entry being a credit to
Works Expense Control Account. Alternatively, we can
wait until each Works Order is completed and then charge
the amount of expenses to the Work-in-Progress Account.
The former method is used for the purpose of explanation.
Each week an entry is made at the same time as the amount
of Direct Wages is charged to the Work-in-Progress
Account as follows—

The percentage on Direct Wages has already been calcu-
lated and the rate found to be 143 per cent, therefore an
amount equal to 143 per cent of the Direct Wages is
journalized—

Dr Work-1n-Progress Account (Expenses)
Cr. Works Expense Control Account

By charging the Work-in-Progress Account with the
proportion of expenses at the same time as Direct Wages
are charged, we can see at any time the amount of Works
Expenses that is being absorbed by the work while it is in
progress.

This process of transferring Works Expenses from the
Works Expense Control Account to the Work-in-Progress
Account is carried out each week at the same time as the
amount of Direct Wages is dealt with.

By this method we will have accounted for all direct
materials, direct labour, and works expenses consumed on
an order, and charged the respective amounts to a Work-in-
Progress Account. The object of a Work-in-Progress
Account, however, is to enable us to ascertain at any time
the amount of work that is in progress only; there yet
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remains, therefore, to credit this account with the value
of work completed and passed into the Finished Stores.
It must be noted that the sales expenses have not yet been
dealt with. This 1item must not be added to the manu-
facturing cost, but to the sales cost, which cannot be done
until the goods are sold.

Crediting Work-in-Progress Account

The figures for the credits to the Work-in-Progress
Account are obtained by the following procedure. Imme-
diately a works order 1s completed, the goods are passed
into the finished stores 1eady for 1ssue against a customer’s
order.

The works cost of all completed orders must therefore
be summarized, that 15, the value of materials*issued per
Stores Requisitions and ot Direct Labour per Job Cards
will be collected and charged to the Works Order Number
in the Job Cost Icdger, together with the proportion of
Works Expenses, i.e. 143 per cent on Direct Labour. At
frequent intervals the total cost of all the completed Works
Orders will be summarized and the values journalized as
follows—

Dr. Fmished Stores Control Account £
Cr Work-1n-Progress Account
Direct Materials

Direct Labour
Works Expenses

DT T T

A specimen Work-in-Progress Account is given on page
121. In it have been incorporated all the Journal entries
which have now been described, and a balance brought
down to represent the value of work still in progress at the
end of the period.

With many concerns, however, the large number of
items that have to be dealt with will necessitate the journal
entries being made out at very frequent periods, and in
order that all the entries relating to maternals, labour,
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and expenses can be grouped together, sub-accounts are
used for each of these elements of cost.

In such cases, therefore, there would be used the following
accounts—

Work-in-Progress Account Materials Section.
” » Labour Section.
” " Expense Section.

and a fourth account sunilar to the illustration given, to
which would be transferred the balances of each of the
above sub-accounts at the end of each costing period.

Cost of Sales Account

When goods are issued from the Finished Stores for
dispatch to customers, the works cost of the article is
journalized as follows—

Dr Cost of Sales Account
Cr Fimshed Stores Control Account

Using a Finished Stores Control Account, we are able to
ascertain at any time the value of saleable goods on hand,
as was done with raw materials by using a Raw Materials
Stores Control Account.

We are now in a position to deal with the control of
Sales Expenses. Assuming that these expenses are to be
recovered as a percentage on the total Works Cost and
charged to the Cost of Sales Account, the amount will
easily be calculated and the Journal entry prepared—

Dr Cost of Sales Account
Cr Sales lixpense Control Account

A Cost of Sales Account 1s used to ascertain the amount
of profit made on sales each month or other period. When
used in connection with a Work-in-Progress Account, it
will replace the orthodox Manufacturing Account. These
two accounts show in a summarized form the results of
both the manufacturing and sales activities of a concern,
and they are more useful in this direction than the general
form of financial statements usually prepared from the
ordinary books of account.
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From the specimen Cost of Sales Account given on page
122 it will be seen that the works cost of all goods sold for
the month or other period is entered on the debit side,
together with the amount charged for sales expenses, and
on the credit side the total net sales for the period.

The sales value of goods returned by customers and
replaced into the finished stores is shown separately as a
contra item to the amount of sales appearing on the
credit side.

Control of Actual Expenses Incurred

The control entries described above deal with the ex-
penses which have been recovered 1n costs. The control of
the labour and materials items as they pass through the
various stages of manufacture are also included. There
now remains to describe the control entries necessary to
record the actual expenses incurred in order that one of
the most important functions of Cost Accounting can be
brought into use, namely, the comparison of the actual
expenses incurred with those recovered in costs.

The periods at which entries will be made to the various
control accounts will vary with each concern, and will
depend upon the size of the plant, the amount of detail to
be dealt with, and whether the information is needed at
frequent periods. For instance, with some industries the
detailed costing information may be needed at much more
frequent periods than with others. Then the entries to the
Control Accounts may be made each day, so that the com-
parison between the actual expenses incurred and the
amount recovered in costs can be effected each week or
month. With other concerns a quarterly or half-yearly
comparison may be sufficient, although it should be borne
in mind that if such a comparison is to be of any use, it
should be made frequently and at periods that will permit
of any corrective measures being taken in cases where the
differences are of such a nature that they should be adjusted
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immediately they are known. For the purpose of illustra-
tion, however, and to enable the proposition to be kept
within simple proportions, it will be assumed that a com-
parison upon a quarterly basis has to be made.

In the Chart (Fig. 1) it was shown that the Cost Depart-
ment was charged with the actual expenses incurred and
which appear in the General Accounts. We now proceed
to journalize these expenses on similar lines to those already
described for materials and labour. At the end of each
quarter, which it will be remembered isf/the basis we decided
upon for our comparison, the following entry is made—

Dr. Expense Control Account
Cr. General Ledger Adjustment Account.

The above entry will include the total of all the various
Expense Accounts in the General Ledger, and immediately
this entry is effected, we proceed to allocate the actual
expenses so transferred by using an Expense Allocation
Statement similar to Forms Nos. 15, 16, and 17. The
method of collecting and allocating expenses as described
in Chapter VII is now followed. After this work is com-
pleted, the results obtained are journalized as follows—

Dy. Works Expense Control Account
Sales Expense Control Account
Administrative Control Account

Cr. Expense Control Account.

The effect of this entry is to close the Expense Control
Account by transferring the amount to the Works, Sales,
and Administrative Expense Control Accounts.

A Journal entry must now be made to distribute the
Administrative Expenses to the Works and Sales Depart-
ments, as follows—

Dr. Works Expense Control Account.
Sales Expense Control Account
Cr. Administrative Expense Control Account.

Where the above entries are made to the Works and
Sales Expense Control Accounts, there will have already
been posted to them a credit entry representing the value
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of expenses recovered in costs. Any balance in these
accounts, therefore, will represent the difference between
the actual expenses for the period and the amount of
expenses recovered in costs. A debit balance represents
the amount of expenses unabsorbed, whereas a credit
balance will show the extent to which expenses were re-
covered in excess of those actually incurred.

Specimen Cost Control Entries
Having outlined the entries required to explain the theory
of cost control, the following problem will be worked and
the complete set of control accounts posted in order that
a thorough understanding of the subject may be obtained.
ProBLEM. Prepare Journal entries, open the necessary
Control Accounts, and post the following information—

£

1 Stock on hand, 1st Jan Raw maternals 60,000
Finished goods 40,000

100,000
2 Work 1n progress, tst Jan Matenals . 3,196
Labour 2,800
Expenses . 4,004

10,000

3 Purchases of raw materals . 350,000
4 Pay roll. Direct labour . . 87,400
Indirect labour . . . 13,600

101,100

Value of raw materials 1ssued to production 327,618

6 Expenses recovered 1 costs
Works, 1439, on direct laboun
Sales, 229, on total works cost

7 Value of completed work  Labour 88,500
Materials . 328,500
Expenses . 126,555

543,555

8 Works cost of goods sold . 550,000
9. Establishment Expense. Admlmstratnve 63,800
Sales . 90,300
Works . . 97,600

251,700

10 Apportion administrative expense equally
to Sales and Works Departments

11. Total sales for peniod 735,400
Less value of goods returned by cus-
tomers and placed 1nto stock . . 21,700

713,700



(4)

(©)

Date

31

31

31

31

JOURNAL ENTRIES

Particulais

Raw Maternal Stores ControlA/c
To General Iedger Adjust-
ment Ajc .
Transferring value of pur-
chases for three months end-
g 31st March

RECOVERING EXPENSES IN COSTS

Dy

[
il 350,000

Wages Control Afc
To General Ledger Adjust-
ment Afc
Transferring amount of
wages paid for three months
ending 315t March

Work-1n-Progress .\ /c
To Raw Material Stores A /c
Transferring value of mater-
1als 1ssued from stores to Work
1n Progress as per stores requui-
sitions
Work-1n-Progress A/c
To Wages Control A/c
Journalizing amount of di-
rect labour charged to produc-
tion as per summary of job
cards

l
|
! 101,000
|
327,018

87,400

Work-1n-Progress A/c
To Works Expense Con-
trol Afc
Charging Work-1n- Progress
A/c with amount of works ex-
penses, being 1439, on direct
labour

124,982

I'inished Goods Control A/c
To Work-in- Prog,rebs

Materials

Labour

Expenses .

Transferring works cost of

completed goods and placed
into finished stores as per Sum-
mary of Works Orders closed.

543,555

117
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| Cr

£

350,000

101,000

327,018

87,400

124,982

328,500
88,500
126,555
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JOURNAL ENTRIES—(contd )

|x
||

Particulars

8

(x0)

(11)

(12)

31

31

31

Mar. 31

31

31

Cost of Sales Afc
To Fimshed Goods Con-
trol Ajc .

Charging Cost of Sales Alc
with value of goods 1ssued for
dispatch to customers as per
Summary of Stores Requisi-
tions.

Cost of Sales Afc
To Sales Expense Control
Alc .

Being proportion of sal(,s
expense chargeable to Cost of
Sales A/c, 1e. 22%, on works
cost of goods sold

Establishment Expense Con-
trol Ajc .
To General Led ger Ad]ust-
ment Afc .
Transferring expenses for three
months ending 31st March

Administrative Expense Con-
trol .\ /c

Sales lixpense Control A/c

Works Expense Control Afc .

To Establishment Ex-
pense’ Control

Journahzing result of alloca-

tion of expenses

Works Expense Control Afc .

To Wages Control A/c
Transferring amount of in-
direct wages

Sales Expense Control Ajc .

Works Expense Control Ajc .

To Admmstrative Ex-
pense Afc .

Being apportnonment of ad-
ministrative expenses to Sales
and Works Departments as
per Expense Allocation State-
ment.

550,000

121,000

251,700

63,800
90,300
97,600

13,600

31,900
31,900

550,000

121,000

251,700

251,700

13,600

63,800
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JOURNAL ENTRIES—(contd.)

119

|

No Date Particulars [ Dr. Cr.
£ £
(r3) 31 | General Ledger Ad]ustmentA/c 713,700
Cost of Sales A/c 21,700
" To Cost of Sales A/c 735,400
Journalizing value of sales
less returns for three months
ending 31st March
(14) 31 | Fimshed Goods Control A/c 16,170
Sales Expense Control A/c 3,557
To Cost of Sales Afc 19,727

Journalizing value of goods
returned by customers, and
debiting Stores A [c with works
cost of returns and Sales Ex-
pense Control Ajc with sales
expenses

|
|
i
i
|

(Note. The difference between the credit to Cost of Sales
Account and the total sales value of the goods returned,
i.e. £21,700, represents the 10 per cent profit added to the
Total “Cost to Sell” when the goods were charged to
customers—Total Sales Cost £19,727, 10 per cent = £1,973
= {21,700 selling price.)
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TRIAL BALANCE

Dr Cr

£ s.|d £ s.|a
Raw Matenal Control Account . 82,382 | —| —
Finished Goods Control Account . 49,725 —| —
Work-1n-Progress Account 6,445| —| -
General Ledger Adjustment Account 99,000 | —| —
Cost of Sales Account . . 62,427 | —| -
Works Expense Control Account . 18,118 | —| —
Sales Expense Control Account . 4,757 —| -

£161,427 | —| —||{161,427 | —| —




CHAPTER IX
ACCOUNTING FOR EXPENSES; SERVICE ORDERS

THE Expense Control Accounts, which were dealt with in
Chapters VII and VIII, only control such expenses ““in
total.”” Whilst this is necessary, it will readily be seen that
the Control Accounts alone are of limited managerial use
because they do not show in sufficient detail why or how
the money has been spent.

Furthermore, the comparison of the expenses actually
incurred with those recovered in costs once each quarter
may be sufficient for some concerns, but 1in the majority of
cases this quarterly comparison will not meet the require-
ments of the larger manufacturing plants. It is therefore
necessary that this comparison be made at more frequent
periods.

The purpose of this chapter, therefore, is to explain the
principles 1involved in accounting for indirect expenses in
detail, and to enable the comparison of actual expenses
with those recovered in costs to be made at more frequent
intervals than once every three months.

The Indirect Expenses of a business consist of items
which arise in two different dircctions. There are those
expenses which will be recorded in the general accounts,
comprising such items as Rent, Rates and Taxes, Salaries,
Travelling Expenses, Insurance, Royultics, Discounts, In-
terest on Overdrafts, General Expenses, and Advertising,
etc. Expenses of this nature will be recorded in the general
accounts, as they represent the expenses that arise directly
from the payment of cash. There are also other items of
indirect expense which arise solely within the plant, such as
the issues of sundry materials from stores for use on repairs,
maintenance and upkeep of plant and buildings, etc.;
sundry supplies for cleaning, such as brooms, mops, soap,

126
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and dusters, etc.; indirect materials for use by the Direct
Workers, such as oil, rag, waste, emery paper, small perish-
able tools, chalk for polishing, and many similar items as
required by the different industries; the value of indirect
labour expended upon the different kinds of service, such
as cleaning, sweeping, general labouring, inspection and
viewing; repairs to plant and buildings, erection of new
plant and buildings, etc.

The former group of expenses, i.e. those that represent
the payment of cash to outside concerns, will be suitably
recorded 1n the system of general accounts, but as regards
the many items which comprise the second group, i.e. those
expenses which are incurred within the plant, there must
be set up a method that will enable a concern to account
for each item in detail

The recording of the expenses which comprise the former
group will not present any difficulty to those concerns
which have their general accounting system arranged on a
proper basis, as the classification or analysis of accounts
will provide all the information necessary. With regard to
those items which are only paid for at long intervals, such
as rent, which may be paid for quarterly, there will be set
up in the general accounts a reserve for the amount of rent
accrued each month. The total rent accrued each month,
therefore, will be easily ascertained, whether it has been
paid for during the month or at other periods.

Depreciation is another item that is sometimes inserted
in the general accounts only once a year, but if a system
of Cost Accounting is in operation, this item, together with
all other expenses of a like nature, will be dealt with on a
similar basis to that described above for rent, and a reserve
set up for the amount to be charged each month.

When a comparison has to be made, on a monthly basis,
of the actual expenses against those recovered in costs,
the collection of such items will be made possible by the
above system of setting up reserves for all accrued items.
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With regard to the items which comprise the second
group of expenses, a slightly different method has to be
used, as they cannot be dealt with simply by the setting
up of reserves in the accounts. The charges for this group
of items will arise within the plant, as they represent the
cost of the indirect work rendered by the Service Depart-
ments in the plant to the Producing Departments. The
cost of this class of expense must, therefore, be ascertained.

When all the different kinds of materials were purchased,
the total value of such purchases was charged to a Raw
Material Stores Control Account, because it was not known
at the time which kind or what quantities of the materials
would be used for indirect work. Likewise, the wages paid
were charged to a Wages Control Account, and the direct
wages were accounted for by summarizing all the Job
Cards and charging the amount to the respective works
orders. However, as regards the Indirect Labour, the
amount was transferred to the Works Expense Control
Account in total; therefore no accounting for this expense
has yet been made in detail.

With some concerns it is not possible to ascertain the
total amount of wages spent upon indirect work by the
use of an analysed form of pay roll (Form No. 8), for the
reason that direct workers will sometimes be required to
book their time to certain kinds of indirect work. For
instance, a machine breakdown will cause the direct worker
to lose time on his productive work. It is customary in
such a case for the worker to charge his “lost” time to an
order on which is collected all the times lost through the
breakage of belts and other causes of machine breakdown.

Another instance where the type of pay roll illustrated
by Form No. 8 cannot be used, 1s in those industries where
there are many different kinds of indirect work; such a
large number of columns would be required to analyse
each kind of indirect work that the size of the pay roll
would be too cumbersome to handle. A method must,
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therefore, be introduced whereby the costs of the various
kinds of indirect labour can be ascertained.

Reference to the Works Expense Allocation Statement
(Forms Nos. 16, and 17) will assist in following the
discussion up to this point. On Form No. 16 there were
collected all the expense items that should be charged to
the plant, and these were dealt with by allocating them to
the different kinds of service. The result of this work gave
us an estimate of the probable expenses for each class of
service for the ensuing year. The next step in the control
of expenses is to account in detail for all the items in order
that the actual cost of each kind of indirect work can be
compared with the estimates. A description of the method
used for collecting the actual indirect expenses will now be
given in order that the objectives referred to can be achieved
namely—

(a) To ascertain the actual cost of all the various indirect
expenses incurred during the year.

(6) To provide a complete and detailed check upon the
estimated expenses which were recovered in our costs as
against those actually incurred.

Objective (a) is necessary so that the management can
intelligently control the individual items of expense.
Objective (b) is essential as a comparison of the estimated
expense with the actual must be made in order that future
estimates can be prepared with more reliance.

Service Orders

A system of Service Orders is brought into use, so that
the cost of each class of ““indirect”” work can be ascertained
by charging 1t to a separate order, as was done when
“direct” work was charged to a Works Order Number to
find the cost of each job or article.

Service Orders are sometimes known as Standing Works
Orders. The reason for so naming this class of orders is
due to their permanence, i.e. they stand from month to
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month, and through them the indirect expenses or costs
are controlled in detail, both in regard to indirect materials
and indirect labour, and also other sundry indirect expenses.
It must be borne in mind that a Service or Standing Order
bears no relation to a Works Order. The latter is an
instruction to manufacture for sale; the former is an
instruction for service to be rendered by the works to the
works.

In collecting the cost of all the expenses of a plant,
provision must be made to ascertain the cost of indirect
labour, indirect materials, and indirect expenses. The
method used is very similar to that described in Chapter X
for Job (or Order) Costing, excepting that, in this instance,
we account for all “indirect” items instead of ‘“direct”
items.

Capital and Revenue Expenditure

The indirect expenses of a manufacturing business are
of two kinds: first, the expenditure of labour and materials
in the making and erection of new plant and machinery,
tools, buildings, etc., which will ultimately be a charge to
the capital accounts in the financial books, because the
work so performed increases the value of such assets;
secondly, the expenditure relating to the repair, main-
tenance, and upkeep of such capital assets, and also the
cost of other service departments in the works, such as
shop cleaning, inspection and viewing, supervision, labour-
ing, lighting, heating, packing, storekeeping, etc.

The number and the names of the items which comprise
Service Orders will vary with the nature of the industry
and the size of the business to which they relate, but the
following specimen list will serve to illustrate how Service
Orders can be used as a means of analysing all indirect
expenditure in such a manner as will clearly show why and
how the money has been spent, thus assisting the manage-
ment in the control of the business.
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Capital Expenditure
Service Description
Order No. P
Making and/or erection—
S.0. No. 51 New power plant
52 Lighting plant
53 Machine tools
54 Fixtures and fittings Office
55 Fixtures and fittings Plant
56 Buildings
57 | Making new loose tools
58 | Making patterns
Revenue Expenditure
Service Descniption
Order No P
Repairs and Maintenance—
SO No. 101 Power plant
102 Lighting plant
103 | Mache tools
104 Fixtures and fittings Office
105 ‘ Fixtures and fittings. Plant
106 Buildings
107 Loose tools
108 Patterns

Indirect Labour.

General Shop Expense

Intended to give an analysis of all

indirect labour, these Service Orders may be arranged to
give an analysis either by departments or by the nature of
the work performed. With some concerns the departmental
analysis may be as follows—

Service

Order No Description
S.0. No 201 | Stores and Receiving Departments
(Including wages of all assistants other than sal-
arted employees)
202 | Power Department
3203 | Repair Department

204

Dispatch Department
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General Shop Expense—continued
Service Description
Order No. P
SO No. 205 | Tool stores
206 | General shop labouring
207 | Shop cleaners and sweepers
208 | Inspection and viewing
209 | Supervision
210 | Unallocated time
211 | Packing Department
Miscellaneous
Service Description
Order No p
SO No 3or | General purposes
To 1include oil, rags, waste, emery paper, etc, and
all such i1tems required by the factory (Raw
materials must not be drawn from stock on this
Service Order)
302 | Welfare and cafeteria expenses
To include all expenses 1n connection with wel-
fare work, sports, etc, but exclusive of general
repairs and maintenance of cafeteria buildings,
which should be charged to SO 106
303 | Complaints
Expenditure 1n regard to rectifying, repairing, or
altering of the company’s products which have
been returned by a customer due to faulty work-
manship and/or maternals or design Damage in
transit, etc
304 | Experimental

Expenditure incurred 1n regard to experumental or
development work carried out in connection with
the company’s products

The Service Orders relating to work on capital items
(i.e. capital additions) are usually dealt with slightly differ-
ently from those given for revenue expenditure, taking as
an example S.0. No. 53, it would be the practice to issue
an order for each job that has to be done, so that the cost

of the work

can be noted upon the record that is kept of

each piece of machinery. Assume, therefore, that a new
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machine tool which has been delivered, such as a radial
drill in an engineering shop, or a power-driven sewing
machine in a ready-made clothing factory, requires fixing
in position. The order for its erection (bearing the reference
“S.0. No. 53/1”) would be issued to the Plant Maintenance
Department or Works Engineers. The S.0. No. 53 indicates
the nature of work to be performed, and the ** stroke number
1" the separate account to which the cost 1s to be charged.

All materials issued from stores, such as cement, angle
iron, holding-down bolts, etc., and the time of the men
engaged upon the work would be booked to this account
number in just the same way as explained when dealing
with the ordinary works or production orders. When the
next piece of machinery is delivered, the Service Order
number issued would be S.O. No. 53/2, and the work
entailed in connection therewith charged to the sub-account
No. 2. By this means it is possible to ascertain the cost of
the work done on each piece of new machinery.

Similarly, the work in connection with the repa‘irmg,
maintenance, and upkeep of plant, machinery, and build-
ings is analysed to show the expenditure incurred on
behalf of the individual machine tool or building, etc.

The numbers 201 to 211 chiefly relate to indirect labour,
no materials being booked to these accounts, whereas
Accounts Nos. 301 to 304 will have charged to them mate-
rials used in addition to labour. Account No. 210 provides
very important information regarding the time that is lost
by the direct workers in changing over from one job to
another or for various other reasons. In all manufacturing
concerns there will always be stoppages and delays due to
many causes, some of which are unavoidable, and in order
to assist the management in keeping this ‘“‘unallocated”
time at a minimum, there are usually a number of sub-
accounts to the main Service Order. For instance, time will
be lost in reporting to the foreman between jobs, in waiting
for a fresh order to be issued, in waiting for materials, in
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““washing up,” or in any other way by which the workmen
are kept away from their “ productive”” work.

In those industries, therefore, where lost time is due to
many reasons, the Service Orders are arranged to show the
cause, and such a S.0. No. 210 would have sub-accounts
similar to the following—

S.0. No. 210/1. Belt broken.

S.0. No. 210/2. Waiting for materials.
S.0. No. 210/3. Waiting for tools.
S.0. No. 210/4. No work.

S.0. No. 210/5. Machine breakdown.
S.0. No. 210/6. Power breakdown.

Accounting for Indirect Materials

Whenever materials are required in connection with the
work to be done on a Service Order, a stores requisition is
used, but to differentiate between the requisitions issued
against a works order, a different coloured form is neces-
sary. In some cases, however, a special requisition is
printed, the chief alteration being at the top of the form
(see Form No. 4), the symbol “S.0.” being quoted in
place of “W.0.” The use of different coloured forms wall
not only facilitate the work in the Cost Department, but
upon their presentation to the storekeeper he can see at a
glance that the materials required are for use on indirect
work, and can take the necessary steps to check the
requisition before issuing the goods.

The quantity of materials issued 1s noted on the Bin
Card, and the requisition then sent to the stock record clerk
in the cost department, who deals with it in exactly the
same manner as was explained for summarizing the mate-
rials issued on works orders in Chapter IV.

Accounting for Indirect Labour
The recording of the indirect workers’ time is effected
in a manner similar to that described in Chapters V and
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VI for direct labour, excepting that the Job Cards will be
of a distinctive colour, and that the Service Order number
is quoted in place of the Works Order number. A Job
Card ruled similarly to the specimen Form No. 18 1s

Form No 18
SERVICE ORDERS—JOB CARD
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generally used, because the nature of the work to be
performed is such that the workmen can seldom be paid
by the piece-work or bonus methods, but only upon the
day rate method. No particulars, therefore, are necessary
in regard to piece-work or bonus earnings. Separate cards
are generally used for each service order to facilitate the
collection of the labour costs.

It will now be seen that the card racks will not only
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contain Job Cards relating to works orders in hand and in
progress, but also those relating to service orders.

Control Accounts for Service Orders

Having ascertained by the above method the amount of
indirect labour and the value of materials issued on each
service order, the details can now be summarized to provide
the figures for charging each Service Order, and at the
same time prepare the Journal entries in connection with
the Materials and Labour Control Accounts.

The charging of materials and labour to each of the
Service Orders in the Job Cost Ledger will be effected in
just the same manner as for ordinary works orders, the
stores requisitions and Job Cards being either posted direct
to the individual accounts or summarized on collecting
sheets.

The total value of materials issued for the week or other
period is then journalized as follows—

Dy. Service Orders.
Cr. Stores Control Account (Raw Materials).

The total amount of indirect labour will likewise be
journalized as a debit to the respective service orders, but,
as regards the credit entry, a slight variation in the routine
of cost control, as described in Chapter VIII, becomes
necessary. When dealing with the control entries in Chapter
VIII, a concern that had just installed a system of Cost
Accounting was used as an example. No system of service
orders had been in use prior to the installation of the
system, and the cost control entries, therefore, had to be
completed in a manner that would enable the concern to
control the actual expenses in total. There is now, however,
a system of service orders in operation. The indirect labour
can be controlled in detail, and the Journal entry No. 11,
which was given in the specimen control entries in Chapter
VIII, will be omitted from all future control entries. In its
place, the following entry is made each month—
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Dr. Service Orders.
Cr Wages Control Account.

With a system of service orders in operation, the amounts
of indirect labour are accounted for each week or month in
a manner similar to that explained for Direct Labour (see
Journal entry No. 4, Chapter VIII), excepting that the
amount is charged direct to Service Orders and not to
Work-in-Progress Account.

After posting the above Journal entry in the Cost Ledger,
the Wages Control Account for the week or other period
under review will show a zero balance. Bearing in mind
that we have already checked the times shown on the Job
Cards with the Gate Cards of each man when calculating
the total pay for the week, any differences would have been
dealt with at the time and the records adjusted accordingly.
We have now completely effected the reconcilement in
detarl of the moneys paid in wages with the general accounts,
and at the same time accounted in detail for both direct
and indirect labour. Similarly, the balance now remaining
in the Stores Control account will represent the value of the
raw material stock on hand, as actual quantities in stock
have been physically checked by taking a fixed number of
bins each day and comparing the totals shown on the
Stock Record Card. We have therefore also effected recon-
cilement with the general accounts for this item, and at
the same time accounted in detail for both direct and
indirect materials- consumed in production or on service
orders.

Furthermore, by summarizing the totals charged to each
Service Order, we can now prepare a statement of the
actual indirect expenses, so accounting for all moneys spent
upon indirect work.

We have, in fact, carried out all the operations previously
described as necessary in the sphere of cost finding and
cost control.

10—(B.1855)



CHAPTER X
METHODS OF COST FINDING : JOB (OR ORDER) COSTING SYSTEMS

Job (or Order) Costing Systems

THE principles of Job Costing can be so usefully applied
in such a variety of trades, that it is impossible in an ele-
mentary work of this nature to give a detailed description
of the actual methods or routine that would be used under
many conditions.

It has been seen from the previous chapters that the
principles of costing are such that they can be applied to
any manufacturing business. The actual method of apply-
ing these principles will depend entirely on the nature and
size of the business. The routine already described was
given by way of illustration only, and must not be accepted
as the only method that can be used. A system of cost
accountancy must be devised to fit the business, not the
business to the system.

The basis of the job costing method is the costing of an
individual job or piece of work. The job may be an order
for a large quantity of articles or for one only, as mentioned
in Chapter II, when it was explained that a works order
may be issued in the ready-made clothing business for one
or for a batch of suits.

In the engineering trades the job may cover the manu-
facture of 5,000 connecting rods or of 1 fly-wheel cast to a
special pattern; in the cabinet making industry it may be
for 1,000 radio cabinets or for 1 special office desk; in the
rubber trades it may cover 1,000 gross of washers or 10
gross of rubber thigh boots. Whatever the quantity may
be, the basic principle remains, i.e. the ascertainment of
the cost of the job. In most factories the job is covered
by the works order, the production order, or the service
order, whereas with builders it is by the ‘“‘contract.”

138
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With the smaller size of firm the costing of a job 1s 4
comparatively easy matter if the methods as described 1n
the previous chapters are closely followed, but with large
concerns, and especially those which manufacture on the
mass production principle, the method generally becomes
shghtly more involved on account of the large quantities
of articles or parts which have to be made.

Sub-Orders

In such cases the job will resolve itself into an order
for a *‘ part” or a particular ‘ operation ”’ that 15 to be
performed in one department of the works instead of for
the complete articles. Assuming, for instance, that 2,000
electric motors have to be made, the job would still be
the 2,000 motors, but to facilitate the collection of the
many items which will go to make up the cost of the com-
plete order, the article to be made is divided into com-
ponent parts, and a separate order issued for each part.
In the case referred to, the order for the 2,000 motors
would be, say, W.0O. No. 7250. The names of each part of
the complete motor are then listed, and the necessary
quantity of each part, to make up 2,000 motors is ascer=
tained, and sub-orders issued for each part, the first bearing
the number W.O. No. 7250/1, the second W.O. No. 7250/2,
the third W.O. No. 7250/3, etc. In addition to the sub-
orders for the manufacture of each part, orders will also
be issued for assembling the parts mnto complete machines.
The assembly orders will be of two kinds: first, there is the
‘“sub-assembly,” i.e. the assembly of several parts into a
complete unit, and, secondly, the ““final assembly " of these
units into a complete motor.

With the manufacture of electric motors, a sub-order
would cover the assembly of the various parts which go
to make the brush gear, another sub-order would cover the
assembly of the commutator, etc. The final assembly order
would cover the assembly of the parts manufactused on the

“
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sub-assembly orders, such as armatures, fields, coils, base
plates, etc., into the complete machine. In the case of
electric motors, however, a further sub-order will be required
to cover the testing of each machine.

By splitting up the main order into orders for the natural
parts of an article or its appropriate divisions for manu-
facturing purposes, and issuing a sub-order to cover each
part or operation, it is possible to ascertain the works cost of
each part by chargingall the materialsand labour consumed
to the respective orders. Furthermore, by summarizing the
total cost of each sub-order, we not only arrive at the final
cost of making the 2,000 electric motors, but we can tabu-
late our summary in such a manner as will clearly show
the extent to which the various elements have entered into
the cost of the final product.

Accounting for Materials

The routine necessary to record the value of materials
consumed in production with the Job Costing method has
been described in Chapters III and IV, the Job Costing
method of Cost Finding having been taken as an example
when explaining the use of Stores Requisitions and the
summarizing of the material costs therefrom.

In Chapter IV it was stated that with well organized
stores, the storekeeper is never allowed to issue any mate-
rials unless an order in writing, signed by a responsible
official, is presented to him. It now remains to describe
the principles underlying the various methods of issuing
Stores Requisitions.

The basis of any Job Costing system is to “cost the job.”
We must, therefore, arrange the system in such a manner
that as and when Stores Requisitions are issued, they will
be connected with the particular Works Order on which
the materials are to be used. There are two matters that
must be accommodated in this respect. First, the Stores
Requisitions must only be issued against a Works Order.
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Secondly, the Stores Requisition must bear the reference
number of the Works Order.

The former is necessary to control the issues of Stores
Requisitions, and to guarantee that materials are issued
from stores for use on authorized work only. The latter is
necessary to notify the Cost Department of the particular
order which has to be charged with the value of materials
issued.

With some concerns the foreman of each department
in the plant will issue requisitions on the stores for any
materials required. This method works satisfactorily with
the smaller concerns, but not so efficiently with the larger
size plant. To be effective it entails a considerable amount
of checking by the Cost Department and the storekeeper;
otherwise, a very elaborate system must be introduced in
order to avoid over-issues of materials. With such elabora-
tion, however, it will rarely be possible to prevent the over-
issue or unauthorized withdrawal of materials, as this will
not become apparent until affer the material has been
obtained. To avoid difficulties in this direction, therefore,
the requisitions should be issued by the department in the
plant which is responsible for the planning or routing of
the work through the various producing departments.

With some concerns it is the practice for the Planning
Department to issue the Stores Requisitions for Direct
Material only, and to allow the departmental foreman to
issue requisitions for Indirect Materials required for use on
Service Orders. In such cases the Stores Requisitions are
printed on coloured paper in order to distinguish between
those used for Direct Materials and those for Indirect
Materials.

As the Works Orders are issued to the plant, the Planning
Department will “plan” the work and issue the necessary
detailed instruction to each of the producing departments
concerned with the manufacture of the product. Stores
Requisitions will also be made out for the materials
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required and the different Works Order numbers quoted
thereon.

The issue of the materials then follows in accordance with
the principles already explamed in Chapter IV. The store-
keeper initials the Stores Requisitions to indicate that they
have been filled and sends them to the Cost Department.

Stores Credit Notes

Materials issued to the plant for manufacturing purposes
will sometimes consist of items that cannot be conveniently
measured into the exact quantity that will be required for
a particular operation or process. In such cases it may be
the practice to issue an item of material in bulk, such as a
reel of copper wire in an electrical repair shop. On com-
pletion of the work, the balance remaining is returned to
the stores.

The issue of the bulk supply 1s made against a Stores
Requisition, the total quantity being credited to stock on
both the Bin Card and Stock Record Card. Upon the
return of the balance, the storekeeper weighs or counts the
quantity and makes out a “ Stores Credit Note,” which then
forms the medium for crediting the job and debiting the
stores. Stores Credit Notes are, therefore, entered upon
the Bin Card and Stock Record Card as a “receipt,” but
as a “credit”’ to the Works Order Number, as shown on the
Credit Note, and from which the materials were returned.

A specimen of a Stores Credit Note is given (Form
No. 19).

Rejection of Spoilt Work

With most manufacturing concerns it frequently happens
that, due to many causes, materials will be spoilt during
Manufacture. When this occurs, the particular Works
Order Number must be credited with the value of the
spoilt work. A “Rejection Note’ is sometimes used. It is
ruled similarly to the Stores Credit Note, but space has
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to be provided in order that the reason for rejection can
be stated.

These forms follow a slightly different routine from the
Stores Credit Note as regards the treatment in the cost
records.

Materials rejected as defective cannot be put back into
stock, but must be placed on one side until the correct
disposition 1s decided upon. If the material is defective, it
will usually be returned to the suppliers for credit. If, on
the other hand, the materials were spoilt by the workmen
whilst working on them 1n the plant, the material, less its
scrap value, is a complete loss to the concern, and the cost
will then be transferred to the Service Order, which is
brought into use to collect the cost of all such spoilt work.

The entries to be made by the Costing Department,
therefore, will be a credit to the Works Order Number and
a debit to a Service Order. If the material is to be returned
to the suppliers for credit, the debit will be made to
Accounts Payable (Suppliers’ Account).

Summarizing Material Costs

All the Stores Requisitions issued against a Works Order
are collected together, as are also any Stores Credit Notes
or Rejection Notes, and the values of the materials used
then summarized, as was explained in Chapters III and IV.

Accounting for Labour

The collection of the labour costs for each Works Order
will follow on lines similar to those explained for materials,
but in this instance the Job Card will bear the number of the
Works Order on which the workers arc engaged.

The method used for booking time to jobs will depend
upon the nature of the work performed, and the system of
wage payment in use, i.e. piece-work, or premium bonus
methods, etc. There are numerous methods of booking
time to jobs, each having its special application, but the
most common method, used by the average size concern,
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is to provide one Job Card for each Works Order on which
a worker is engaged. A specimen of such a card was given
in Chapter V, Form No ¢, and the routine also fully
described. The specimen cards, Forms Nos. 7 and 9, clearly
indicate the method employed by each worker when regis-
tering his “in”” and “out” times on the Gate Card (Form
No 7), and the start and finish of each job on separate
Job Cards.

As each job is finished the Job Card is sent to the Cost
Department, where 1t is extended, checked, and tem-
porarily filed either by clock number or worker’s name.
At the end of the pay week the Gate Cards are collected
(being replaced with new ones), and the “in”’ and “out”
times extended and totalled. The back of the card is ruled,
so that all the Job Cards can be summarized thereon, and
the times booked to the various jobs agreed with the total
as shown on the Gate Card.

Summarizing Labour Costs

All the Job Cards issued against a Works Order will be
collected together by the Cost Department after the extend-
ing and checking of the Gate Cards has been completed.

The final compilation of the labour cost of a job may be
deferred until all the work on the particular order is com-
pleted. If this is done, the Job Cards, when received by
the Cost Department, will be sorted and filed according to
job number. When the job is completed, all the cards can
be taken from the file and summarized by the aid of an
adding and listing machine. Should it be the practice to
summarize the Labour Cost each week, the Job Cards will
be dealt with exactly as above, and the weekly amounts
entered on a Final Cost Summary.

Accounting for Establishment Expenses

The recovery of Establishment Expenses in a system of
Job Costing should not present much difficulty if the
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general principles, as explained in Chapters VII and VIII,
are carried out. However, care must be taken when select-
ing the actual method of recovering expenses, as the use of
wrong methods in this direction will destroy all possibility
of accuracy in the final results of the system. Examples of
the different results produced by each of the methods
when applied to the same job, were given in Chapter VIII,
and they serve to indicate the conditions under which each
method can best be applied.

Having decided upon the method to be used, the amount
recovered in the individual Job Costs will be inserted in the
Cost Summary, the amount summarized, and the total
journalized to the Work-in-Progress Account. If the pro-
ducts are made for stock, the debit entry will be to the
Finished Goods Store Control Account; if for sale, to the
Cost of Sales Account. With some methods of costing,
however, it is the practice to pass all products to the
finished stores, the Sales Department requisitioning the
items for dispatch. The entries to the Control Accounts
follow accordingly.

Final Summary of Job Costs

A Cost Summary is a form on which the detailed amounts
of direct labour, direct materials, direct charges, and the
proportion of expenses are finally summarized in order that
the final or total cost of a job, order, or series of operations
can be recorded and held available for future reference.

The method that will be used for summarizing the indi-
vidual Job Costs will depend upon the volume of the
business and the amount of information required by the
management. In some cases the summary of a complete
cost can conveniently be shown at thé top of the Cost
Account, which is contained in the Job Cost Ledger,
whereas with some industries it may be necessary to use
special forms for this purpose. For instance, those firms
which continually manufacture stock lines in either small
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or large quantities will generally require their cost statistics
in a form that will allow for easy reference. In such cases,
a card record system, arranged to show the total and
detailed costs of a complete order and the average cost of
each article, is often used.

In factories where the Works Order has been split up
into sub-orders, a special form of Cost Summary is neces-
sary. The object of these special forms will be, first, to
summarize on one sheet the detailed material, labour, and
expense items of each component, and, secondly, to arrive
at the final cost of the whole order by summarizing the cost
of each sub-order on to a final cost summary sheet. A
specimen of the Cost Summary Sheet which is contained in
a Job Cost Ledger is given (Form No. 2o). It will be noted
that the Ledger sheets which contain details of the cost of
a job are not ruled with debit and credit columns like the
Ledger, which contained the various Cost Control Accounts,
but that the space 1s more usefully occupied for the analysis
of the various items.

The specimen given (Form No. 21) is ruled for summariz-
ing the details of costs which have been previously listed
on a material or labour collecting sheet, usually inserted in
front of the collecting sheets in the Ledger.

A comparison of the two forms of Cost Summaries, Forms
Nos. 20 and 21, will clearly show the principles of each
kind. The most important item in Form No. 20 is the
labour cost, and more space is allotted to it for analysis
purposes. With the type of Cost Summary illustrated by
Form No. 21, each element of cost is equally important,
and space is also provided for the listing of ‘the separate
parts that go to make the complete article. This form is
specially arranged to summarize the cost of the component
parts, and would be a suitable summary for use in costing
the manufacture of electric motors, referred to when des-
cribing the system of Works Orders earlier in the chapter.

As a further example, many firms continually manu-
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facture stock lines in either small or large quantities, such
as in the ready-made clothing business, and where small
electric motors are made for stock. In these cases the cost
summary is required in a form that will allow of easy access.
An example of such a record is given (Form No. 22). This
type of summary 1s contamned on an 8in. X 5in. card,
ruled to show both the total and detailed costs of the
complete order and the average cost of each article. Other
types of cost summaries are obviously used, and the above
examples are simply given to illustrate the different prin-
ciples which are employed according to the nature of the
industry carried on.

The general flow of cost procedure is set out in the chart
(Fig. 2) which appcars in Chapter II. This should be
studied in conjunction with the description contained in
this chapter.

Comparative and Analytical Statements

The completion of the function of Cost Control and Cost
Finding produces many statistics which are of great
importance to the general management of a business. The
preparation of Comparative Statements, therefore, forms
a most important part of a cost accountant’s duties. By
the production of these statements the cost accountant is
able to interpret the results of a concern’s activities, indicate
trends, etc., and so convey this information to the manage-
ment in a manner that 1s casily and quickly understood.

Comparative Statements must be prepared in such a
manner that the information they are intended to give
shall immediately be obvious upon glancing at the form.
In other words, statements must be served up in a pre-
digested form, and should not require a long and close study
before one can discover what the figures represent or what
information it is intended to convey.

Examples of cost summaries have been given above.
The purpose of these summaries is twofold. First, it is
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essential to show, in a concise and easily read form, the
results in terms of cost of the manufacturing activities in
the plant, and of the share of management and selling
expenses that are correctly chargeable to each order, pro-
cess, or product. Secondly, they form a basis for the
preparation of certain comparative statements. Such sum-
maries may be used whenever it is desired to compare the
cost to make and the cost to sell, etc., with the selling price
of the article on order, but if we study these summaries
more closely, we will observe that a great deal of informa-
tion can be obtained from them. For instance, the total
cost can be analysed to show the extent to which labour
has entered into the cost of the product as compared with
materials or expenses. Labour can also be further analysed
to show the class or type of help used in the manufacture
of certain products as against others.

Materials can also be analysed to show the extent to
which cheap and expensive materials have entered into
the different products.

With regard to factory and selling expenses, etc., either
the proportion of these to the complete cost can be ascer-
tained, or the fluctuation of expenses absorbed by the cost
of similar articles over a period can be found.

Fluctuations in the cost of labour, materials, and expenses,
over long periods, form an important subject for analysis
and comparison, and a knowledge of the basis upon which
such comparative statements are preparced 1s desirable.

Labour statistics form, perhaps, the most general subject
in regard to comparisons. These statements usually take
the form of analysing the various types of labour employed
in the plant and comparing thesc figures with past periods.
It is not sufficient, however, to give the total wages paid
by, say, trades or departments for the current period, and
then to show the figures for the same period in the previous
year. Wages will sometimes fluctuate by substantial
amounts, but one must take into consideration the
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fluctuation of output and of the number of persons
employed, etc., otherwise the results may be misleading.
The following example of a statement will serve to illus-
trate the type of information that is sometimes given in
regard to the number of employees and the wages paid,
compared with similar figures of the previous year.

COMPARATIVE STATEMENT OF AVERAGE NUMBER EMPLOYEES
AND WAGES PAID

WEEK ENDING STH JANUARY, 1940 AND IQ4I

1940 1941
DeparTuENT Average Average Aver: Average
Number | Total Number “‘,'e ﬁfe Total Weekly
Em- | Pay Roll Em- V:: Y | Pay Roll | Wage
ployed ployed ge
£ s d. s. £ s d s
Producsng Departments
Turning 47 (135 7 2| 5760 49 [140 10 2| 5735
Milling . 32 87 15 10| 5490 37 [102 9 10| 5540
Dnlling 27 57 12 11| 4270 28 60 6 10| 4310
Planning 19 35 14 5| 3760 18 32 15 2| 13640
Coil winding 39 49 14 6| 2550 41 52 I S| 2540
Armature winding 26 38 4 5| 2940 24 34 13 7| 2890
Painting 14 15 1 —-| 2150 12 12 9 - 2075
Assembly 21 34 T 3| 3245 20 33 2 - 3%710
;l"est . 17 39 15 7| 4680 19 42 9 6| 4720
itc
Total 242|493 8 3| 4077 248 £|510 17 6] 4136
Service Departments
Power 7 17 8 2| 4975 7 17 18 5{ 5120
Repair 1 20 12 6| 3750 10 18 12 7| 3725
Stores 5 10 6 -] 4120 5 10 10 7| 4210
Receiving 3 5 3 10[ 3460 3 5 3 —| 3430
Tool room 10 25 0 -| 5060 11 27 I4 5| 5040
Tool stores 3 6 6 71 4220 4 8 7 2| 4180
Heating 4 6 10 10{ 3270 4 6 12 5| 3310
Welfare . 7 10 IQ I0| 3I 40 7 10 15 2{ 3075
Etc.
Total . 50 |102 13 9| 4107 5I  |105 I3 9| 444
Grand Total . 293 [396 2 -| 4083 299 616 11 3| 4138

It will be noted that the statement shows the average
number of employees, not the total number. The use of
the average in this instance is preferable to totals, as 1t
shows more clearly the variation in the pay roll. If we give
totals instead of averages, it becomes necessary to study
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the statement more closely in order to determine the net
fluctuations in labour for the period in question.

A further point, clearly indicated in the statement, is
that by using averages in this particular record, one can
see very easily any change in the basic rate of pay, i.e. if
employees are being paid more per week as compared with
the previous year.

Averages must be used with a great deal of discretion,
because very misleading results or trends can be given by
their wrong use. Averages should, therefore, be avoided as
far as possible.

With regard to the kind of statements prepared, covering
materials, these will naturally diffei according to the size of
the business and the class of trade carried on. The two
statements given, one of materials delivered to a foundry
(page 153), and the other of the output (page 154), will be
sufficient to indicate the general principles underlying such
statements.

Statements similar to those mentioned above may also
be prepared, covering the purchases of raw materials and
analysed to show the values by classes or kinds of materials,
or of materials used in production, material spoiled, scrap,
or defective work, etc. The kind of information it is
intended to convey will determine the manner in which the
figures will be assembled.

Statements of factory output analysed to give operations
and processes, etc., as well as the different articles made,
will usually form another series of figures of great benefit
to the plant manager or production engineer. Statements
of this kind will usually give statistics which are essentially
“technical” in so far as production is concerned, whereas
similar statements, prepared for the information of the
general manager and commercial executives, will usually
give the value of articles in place of the total and average
unmits of operations or processes, etc. A comprehensive
knowledge of cost accounting in all its details is necessary
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before one can thoroughly understand the essentials of
these statements, and no advantage will be gained in
producing specimens at this stage.

Many other kinds of Comparative Statements are pre-
pared by manufacturing concerns from the figures con-
tained in the general accounts. These will usually take
the form of summarizing the figures in the manufacturing,
trading, and profit and loss accounts and balance sheets,
and comparing them with the similar periods of previous
years.

It is important that the object in preparing such state-
ments must always be kept in mind. Statements made up
of figures that do not convey their story are not only
useless, but if great care is not exercised in their presenta-
tion, very serious results may follow by the wrong impres-
sion being given to executives.

11—(B 1855)
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CHAPTER XI
METHODS OF COST FINDING: PROCESS COSTING

Tux process method of costing is much simpler, and 1n the
majority of cases does not entail the same amount of
detailed routine or number of forms as are requred with
the job costing method. The process method 1s used 1n
all cases where one article of a batch loses its 1dentity and
becomes a part of a larger volume of production. The
method is used in the manufacture of chemucals, paint,
varnish and oils, paper, cloth, foodstuffs; in the production
of electricity and most kinds of metals; and in the working
of coal mines, slate quarries, and the like. Process costing
is also used by firms engaged in the manufacture of one
article whenever the parts of the article can each be made
in one department.

The object is to ascertain the cost of each variety of
operation. A Process Cost Account 1s employed for each
operation or process, and is debited with the value of all
materials and labour used, together with the correct
proportion of indirect expenses for each process. Any
by-product arising from each operation is credited to the
Process Cost Account, and the balance represents the cost
of the final quantity produced.

In a plant manufacturing a standard article, the general
practice is to work to a recognized formula or definite
Works Order, and the method of procedure is similar to
that described for Job Costing. Such formula, or Works
Order, serves as instruction to the various production
departments throughout the factory. The Works Order
should contain full particulars of the materials required,
quantities, weights, etc., and a copy would be handed to
the Cost Department. This copy acts as the basis for

156
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charging the various processes with the materials and also
gives the necessary details for ascertaining the cost.

An example of a standard formula, suitable for the
manufacture of paint, is given (Form No. 23). It will be
noted that a description of the paint to be made is given
at the top of the form, and immediately below this informa-
tion, space is provided to contain details of the quantities
and kinds of materials to be used. The quantity of each
item of materials that must be used for each mix is also
shown, together with the necessary instructions as to the
processes which have to be carried out, and any special
notation regarding the tinting or colouring of the paint.
At the foot of the form, the method of packing is described,
and the quantities of each size of container to be filled is
noted.

With the above information in the possession of the
workmen, they are able to proceed with the manufacture
of the paint, the Standard formula serving the same purpose
as a system of Works Orders. In the case of process costing,
a formula is simply another name for Works Orders.

Accounting for Materials

With a system of process costing 1t is not always necessary
or advisable to issue materials in small quantities by means
of a Stores Requisition, as is the case with job costing.
They are usually delivered in bulk to the various manu-
facturing departments against the issue of a definite formula
or production order. Exception would, however, be made
in the case of bulky or heavy materials and where it might
be inconvenient for a department to receive more than a
given quantity at one time, owmng to lack of space for
storage.

As manufacturing proceeds through the various produc-
tion shops or processes, and the materials, having been
worked on, are transferred from one department or process
to another, the process accounts in the Cost Ledger should
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be written up, ruled off, and the balance ““ carried forward”’
and charged to the department receiving the article (or
material) for the next operation or process. (See the speci-
men accounts which follow.)

The routine of issuing the materials from stores against
the Works Order, or formula, will provide the necessary
data for crediting the Stores Control Account and charging
the respective process accounts. If materials are found to
be faulty, they would be returned to the stores, and the
process or department concerned would receive credit in
the usual way, i.e. through the medium of a Rejection Note
or Stores Credit Note.

The issue of materials for use on a Standard Formula will
not always be effected by the use of a Stores Requisition,
as it is often more convenient for the workmen to present
the Standard Formula to the storekeeper, who then issues
the materials required. In such cases, the back of the
formula (Form No. 23) will be ruled to accommodate entries
covering each issue of materials, and on completion of the
manufacturing processes, the formula is returned to the
Cost Department, which is then able to compile the cost
from the full information contained on the form. Systems
operated on this principle are very economical in practice,
as it eliminates all the work involved in the extending,
checking, and summarizing of the separate Stores Re-
quisitions.

Accounting for Labour

The routine followed when Process Costing is employed
is very similar in principle to that described for Job Costing,
excepting that, in this instance, the method will usually lend
itself to a more simple routine.

It may happen that the workpeople in each department
are continuously engaged on one process, and the charging
of the direct labour to each process will present little or no
difficulty. To give the desired information, the department
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pay roll can be ruled and arranged similarly to the specimen
pay roll of a Process System of Costing used in the manu-
facture of shoe polish, given in the description which
follows.

On the other hand, where the course of manufacturing
necessitates two or more operations being carried on in the
same department, or where a workman is working in one
department and then another, it 1s essential that daily or
weekly time sheets be put into operation to obtain the
analysis desired. These time sheets are ruled to swit the
requirements of the business, and in the description of a
system that follows, a specimen time sheet is given.

The starting and finishing times expended on each process
are entered on the time sheet by the employee, or, in some
plants, the method is to clock “on’’ and “off” by using a
mechanical time recorder. At the end of a given period,
either daily or weekly, the time sheets are passed to the
pay roll department, where they are checked and compared
with the workers’ Gate Cards, and the pay roll made out
from the information and records so obtained. The neces-
sary credit entry required for the Wages Control Account
is taken from the totals of the pay roll and the
corresponding debit to the individual process accounts
created.

Accounting for Expenses

The principle involved in the collection and allocation of
expenses is similar to that employed for the Job Costing
method, excepting that all expenses will usually be allocated
on a departmental basis. Should there be more than one
process carried out in any one department, a further division
of the total departmental expenses should be made, each
definite process being charged with its proper share of
expenses. These expenses would be journalized as a credit
to the department’s expense control account and debited
to the process cost accounts in such departments.
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Process Cost Summaries

As the materials pass through the various stages of
making into the finished article, they will increase in value,
i.e. further material, labour, and expense will have been
added to them, and upon the article reaching its final stage
and being ready for sale, the various process costs are
summarized and the final cost obtained.

Principles of Process Costing

In order to illustrate the basic principle underlying the
process method of costing, a specimen set of accounts is
given (Form No. 24), from which it will be noted that the
materials 1ssued are charged to process No. 1, and that the
direct labour expended upon this process is also charged,
together with its proportion of indirect expenses. In the
example, the basis of charging expenses is the percentage
of direct labour method.

The materials were placed into manufacture on 3rd June,
and the first process completed on 4th June. The total cost
of the first process is shown to be 57-8d. per Ib., as evapora-
tion reduced the weight from 2,000 1b. to 1,500 1b.

The total cost of process No. 1 is transferred to Process
Account No. 2, and the value of materials issued, wages,
and expenses required for process No. 2 is then added.
After transferring the by-products from this process, the
actual weight of the product at this stage of completion is
transferred to Process Account No. 3. The balance remain-
ing, namely, 100 Ib. is the loss in weight due to evaporation.
The progressive cost at this stage is shown to be 83-69d.
per lb., the second process of manufacture havmg increased
the cost by 25-89d. per lb.

Process Account No. 3 shows that to the balance brought
forward there have been added material and labour, etc.,
required in the third process, that another quantity of
materials was thrown off as a by-product, and that the net
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164 PRIMER OF COSTING

balance, i.e. 1,600 lb., represents the completed product,
which shows a final cost of 100-5d. per Ib.

The value ‘of the by-products was transferred to a scpa-
rate account, and the final result of this account shows that
the average cost of the by-products is 12-5d. per lb.

As will be seen from the above description, the operation
of a system of process costs can be very simple. On the
other hand, certain industries are of such a nature that they
will require a very complicated method on account of the
many and various kinds of by-products which arise during
the course of manufacture.

Steam Raising Process Costs

It was mentioned in an earher lesson that in many
instances one might find both the Job Costing and Process
Costing methods in use in the same plant. The following
example (Form No. 25) of a Steam Raising Account will
illustrate this point, as such an account may be used in a
plant which is also employing the Job Costing method.

The costing of certain of the indirect expenses of a plant
by using a system of service orders will often embrace the
separate costing of the power supply, when the concern
generates its own electrical energy. In such cases the cost
of steam raising will form part of the Service Order costs.

With most factories steam is used for various purposes,
such as for heating, drying, baking, etc., in addition to
being used for motive power. The method of process cost-
ing is, therefore, employed to ascertain the cost of steam,
because the expenditure must be analysed in order that
the cost for each service can be discovered and a check
placed upon any waste.

The expenditure in coal, water, oil, waste, miscellaneous
stores items, and labour, is directly allocated to a Steam
Raising Account, and the final cost per 1,000 lb. of steam
produced or per 1,000 lb. of water evaporated is figured.
Form No. 25 is a specimen of a Steam Raising Account,
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166 PRIMER OF COSTING

from which it will be noted that the difference between the
quantity of steam raised and the quantity used represents
the wastage or loss for the period.

The object of a Steam Raising Account 1s not only to
ascertain the cost of steam raising, but also to provide the
basis for distributing the cost to the various departments
or processes of manufacture. The cost of steam has to be
absorbed by the departments using the service. At the foot
of the example (Form No. 25) there is inserted the distribu-
tion of the cost to Drying, Power, Heating, etc. The losses
for the month would, in this case, be transferred to a General
Plant Expense Account, and apportioned over the whole
plant departments, together with other losses of a similar
nature.

By-Products and Scrap in Process Costing

Reference has been made to by-products in the above
description of Process Costing, and, to avoid confusion
between the meaning of the terms By-products and Scrap,
it should be noted that scrap 1s a wastage that arises during
the manufacture or the processing of matcrials to produce
a saleable product. Scrap will also arise through defective
workmanship or defective materials. To distinguish this
kind of “scrap” from that which arises through wastage,
it is generally referred to as ““defective work” or “spoilt
work.” The term “scrap,” therefore, has reference to the
material wastage that arises during manufacture.

In the engineering industry a great deal of Scrar will
arise in the various machining operations. When a piece of
metal is placed on a lathe or milling machine, it is worked
into the desired shape by cutting or milling away the parts
of the metal not required ; this metal is scrap, and is some-
times referred to as “turnings.” Scrap metal has a scrap
value, and its market price will fluctuate according to the
quantity available, or to the demand for such scrap on the
open market.
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In the case of DEFECTIVE WORK, it is sometimes possible
to re-work or repair the defective part or article to render
it saleable. On the other hand, if the defects are such that
this cannot be done, the cost of the labour and the value
of the material in the defective article, less the scrap value
of the material, is a loss to the concern.

Defective or spoilt work, however, will not arise in a
system of Process Costing to the same extent as it will in
Job Costing.

By-PRODUCTS arise in most of the continuous process
industries. A manufacturing process may proceed up to a
certain stage, when the liquid, solid, or gas which is being
dealt with becomes divided or formed into two or more
distinct products. The distillation of coal offers a very
good example. Coal 1s put into airtight ovens, heated, and
the gases driven off, leaving a solid matter composed of
carbon, ash, sulphur, and phosphorus, and known as coke.
The gases driven off are taken into coolers and condensed,
and the primary by-products extracted from the volatile
matter. We, therefore, have the main products, i.e. coke
and gas, and the primary by-products, which are tar,
ammonia, and benzol. After the gases are drawn from the
ovens by the exhauster, the tar is condensed, leaving the
ammonia and benzol to be extracted at a proper tempera-
ture in the saturators and scrubbers respectively.

Reference has been made to primary by-products to indi-
cate that, by passing these through additional processes,
further by-products are obtained. Such products as tar
and benzol can be subjected to further distillation for the
recovery of valuable by-products such as naphthalene,
creosote, green oil, anthracite, and pitch, etc.

The packing industry offers another good example where
by-products arise. Livestock is killed to produce foods for
human consumption. In this process many by-products
arise, such as hides, oil, tallow, fertilizer, wool, etc.

The apportionment of the expenditure incurred between
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the main product and the by-product presents one of the
greatest difficulties in connection with Process Costing. Up
to the point where the main products separate from the
by-products, no difficulty exists in recording the cost of
the process as the total expenditure is chargeable to the
process or one product. Immediately a separation takes
place, however, it is necessary to apportion the cost over
the two or more products.

It is only in very exceptional cases that the expenditure
relating to a by-product can be definitely measured or
allocated to it; consequently, logical apportionment must
be resorted to in the majority of cases.

The basis of apportionment may be the sales or market
price of the main product and by-product, the yield or
arbitrary values assigned to the products at the time the
separation occurs.

The choice of the basis will generally be determined by
the value of the by-products, as it is not desirable that a
considerable amount of clerical work be undertaken when
a by-product can only be disposed of at, say, a few
shillings per ton. On the other hand, the by-products may
have a fairly high market value, and in such cases a more
accurate but reasonable apportionment should be made.



CHAPTER XII

METHODS OF COST FINDING: PROCESS COSTING (contd.)

THE general principles of Process Costing were explained
in the preceding chapter. A more detailed description of
the routine to be followed will now be given.

The object being to ascertain the cost of each process, it
is necessary to consider the manufacture of a specific
product in order that a definite classification of accounts
and costing routine can be used as a basis for the descrip-
tion. Assume, therefore, an ordinary sized plant, com-
prising, say, ten departments, four of which are manu-
facturing or producing departments, and the remaining six
“expense’’ or service departments.

Further, assume that the plant is making a liquid paste
shoe polish, filled in tin boxes, packed in cartons of standard
size, and sold in packages containing one gross cartons.

The procedure in manufacturing may be as follows—

1. Tinplate printing.

2. Tin box making.

3. “Liquid” paste making and filling tins.
4. Card box making, labelling, and packing.

And the departmentalization of the plant would therefore
be—
Manufacturing Departments.
1. Tinplate Printing: Printing lids.
2. Tinplate Printing: Stoving lids.
3. Tin Box Making: Stamping out lids and bodies.
4. Tin Box Making: Lipping and beading lids and
bodies.
. Liquid Paste Making: Making paste and filling tins.
. Card Box Making: Card box making and labelling
and packing.

(22043
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Service Departments.

(a) Welfare.

(0) Repair.

(c) Laboratory

(d) General Labour.

(e) Steam.

(/) Raw Material Stores.
(g) Finished Goods Stores.
(h) Power House.

(¥) Fire Brigade.
() Transport.
(k) Dispatch.

We will further assume that a production order is issued
covering the manufacture of 622 gross of the ““liquid” shoe
polish in tin boxes and packed in cardboard boxes complete.
The operations or processes of manufacture will be as
follows—

The sheets of tinplate pass through a printing machine,
and each colour as printed entails a further operation or
process, viz. stoving (a technical term used for drying).
The sheets, upon leaving the printing machine, are placed
into racks and put in a hot air oven and dried. This is
necessary before further colours are printed thereon. It
will be gathered, therefore, that there are two processes,
viz. printing and/or varnishing and stoving, and the process
accounts will be worked out accordingly.

Accounting for Materials

The routine issue of materials from stores is effected by
the use of a standard formula, which provides the necessary
data for crediting the Stores Control Account and charging
the respective Process Cost Accounts. Materials found to
be faulty are returned to the stores, the process concerned
receiving credit in the usual way, i.e. through the medium
of a rejection note.
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Form No. 26
TIME SHEET
Name Clock No .
Trade .
Week Ending 19
DePT 1 Deet 2 DEpT. 3 DeprT. 4
Daily
| Total
On Oﬂl T On’Oﬂl T OnlOﬂl T OnIOtI‘ T
M.
Tu.
Ww.
Th.
F.
S.

Approved by

Foreman.
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Accounting for Labour

As most of the employees are continuously engaged upon
one or more processes, the necessary allocation of Direct
Labour to the various processes is obtained direct from the
pay roll. There are a few cases in this industry where a
workman works in one department and then in another,
and a weekly time sheet is put into use to obtain the
analysis desired. These time sheets are ruled to suit the
requirements of the business. A specimen is given (Form
No. 26) simply to indicate the principles involved, and to
show how such a form would be designed for use in the
plant manufacturing shoe polish. It will be noted, however,
that most of the direct labour in a shoe polish plant is
analysed directly on the pay roll, since, in the majority of
cases, the workmen would be continuously engaged upon
one process. The use of a time sheet would be confined
chiefly to the indirect workers. An analysed form of pay
roll is not advisable in those cases where the number of
service departments is large, as too many columns would
be required, making a very wide and cumbersome pay roll.

A specimen ruling of a pay roll (Form No. 27) is given
to 1ilustrate the method of analysing the wages to the
various processes in the manufacture of shoe polish. A
separate column is given for each of the manufacturing
departments in order that the wages of the workers who
are continuously engaged upon a standard operation or
process can be extended into the departmental column
direct. To those workers who are working first in one
department and then in another will be issued a time sheet
to provide the means of analysing their times. The respec-
tive amounts will be allocated accordingly.

With regard to the indirect workers, some of these will
be continuously engaged upon a definite service, and their
times will be allocated similarly to direct workers. Those
workers who are spending their time upon various forms of
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service will use a time sheet, and will be dealt with as
explained above.

A separate column for each of the service departments
has not been provided on the illustration of a pay roll
(Form No. 27). If a column were given for each of the
eleven departments it would make the pay roll too cumber-
some. Instead, one column only is used, and all the times
are entered therein, the analysis being made by means of
the time sheets. At the end of each week the time sheets
are collected, and an analysis made by entering the various
items on to an analysis sheet with separate columns for
each of the service departments. The total of this analysis
must agree with the total of the service department column
on the pay roll.

Accounting for Expenses

The treatment of expenses will follow on the principle
explained in the preceding chapters, and an Expense Alloca-
tion Statement will be prepared. With most industries of
this nature a monthly cost statement is generally found to
be sufficient, as the production will proceed each week
on a uniform basis. The expense allocation statement is,
therefore, prepared at the end of each month, and the total
of each expense collected and allocated to the service and
producing departments, similarly to the examples given on
Forms Nos. 16 and 17.

The proper share of expenses is charged to each process,
and the Process Accounts for the Tinplate Printing Depart-
ment, which cover the printing of the lids, will appear in
accordance with the specimen accounts (Forms Nos. 28
and 29). .

The printed sheets of tinplates are next sent into the Tin
Box Department, where the operation of stamping out and
making the tins is performed. As will be observed from the
Process Accounts (Forms Nos. 30 and 31), further mater-
ials are issued to the Tin Box Department, viz. tinplate
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required for stamping out the “bodies” of the tins
(the “lids” only being printed). There are two processes
effected in this department, viz. (1) stamping out, and
(2) lipping and beading. The accounts will appear as in
Form No. 30.

It will now be realized that the tin boxes are complete
and ready to be filled with “liquid paste’” and packed. The
empty tins are, therefore, delivered to the Paste Depart-
ment. The processes performed in this department are
making paste and filling and lidding tins. The Process Cost
Account will appear as in Form No. 32.

From this department the filled tins are sent to the Card
Box Department, where they are packed in cartons, labelled
and completed for dispatch; the Process Account is shown
in Form No 33.

MEMORANDUM.

112 sheets = I box of tinplate.

40 boxes stamped out for lids, each sheet of which produces
20 lids.

.. 40 boxes of timplate = 622-22 gross lids.

443 boxes stamped out for bodies, each sheet of which produces
18 bodues.

.. 44% boxes of tinplate = 62300 gross bodies.

For costing purposes, 622 gross of completed articles.

There is no hard and fast rule in process costing so far as
actual routine or the ruling of forms is concerned. The fore-
going description, however, is sufficient to indicate the
general principles of the process system of costing.

The above accounts illustrate the general principles of
the Process Method of Costing. It will be seen that, as the
manufacture proceeds, the Cost Accounts are accumulating
the cost of each process, and that as the product passes
from one department or process to another, the cost, up to
the point where the transfer takes place, is transferred to
the account of the department receiving the product.
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180 PRIMER OF COSTING

Process Account No. I has collected all the items that
relate to the work of stamping out and printing the lids,
these two operations being performed on the one machine.
The total of this cost is transferred to Process Account
No. 2. The lids will then be stoved and the expenditure
incurred 1n this department charged to the No. 2 Account.

Upon the product arriving in Department No. 3, further
materials are issued and charged to the account, etc.
During the process of stamping out the lids and bodies,
a quantity of scrap metal is made. Scrap is not a by-
product, but simply a wastage of materials, and the value
of this scrap is, therefore, credited to the department and
charged to a “Scrap Account” in the Cost Department
Ledgers. This scrap is accumulated over a period and sold
to a scrap dealer at the current market price.

The basis for crediting a process with scrap is either at
the market price on the day of the transfer, or the average
of market prices for the previous month, etc. Scrap also
arises in Department No. 6, there being a waste from the
cutting and making of the card boxes.

Having ascertained the cost of manufacturing the shoe
polish and the tin and card containers, etc., in each depart-
ment, the costs of the various processes can be summarized
in order that a comparison of the results of each process
can be made. Such a summary would be made up in a
manner similar to that shown in Form No. 35.

The extent to which one will compile any statistics
relating to each process will naturally depend upon the
nature of the products being made. In manufacturing shoe
polish, the analysis of the departmental costs, shown in
Form No. 35, would be useful, as these costs form a basis
of comparing the individual costs of one period with another.

Work-in-Progress
With some industries there will always be a certain quan-
tity of the product that will be only partly manufactured
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at the time the Process Cost Account is made up. This
partly finished product is known as Work in Progress,
and in the case of a Cost Account being prepared, say, at
the end of a month, the value of the carry over or work in
progress must be credited to the Process. This valuation
may take the form of a stocktaking, and the unfinished
work may be listed and priced at an estimated figure. On
the other hand, where a system of Process Costing has been
in use for some time, the actual costs of the products in
question will be available, and an average actual cost will
often be used.

The simple form of Process Costing described above will
not present much difficulty in actual operation, as the
process of manufacture is not complicated, there being only
one product made. Each process is separate, and the items
that constitute the cost of each of these processes can easily
be ascertained and charged to the accounts. The work of
valuing the inventory at the time the Process Accounts are
made up, will not, therefore, be difficult. Asa matter of fact,
the plant in which this particular method is used has a
proper system for the control of production, and the produc-
tion orders that are issued cover a quantity that can be
completed in an eight-hour day. A carry over of unfinished
work from one day to another is, therefore, eliminated.

The intimate relation between the work of Cost Accoun-
tancy and Plant Management was referred to in the pre-
vious chapters. The above illustration will serve to empha-
size the importance of this matter. Had proper co-ordination
been ignored, the system of costing the manufacture of shoe
polish would have been made more difficult by the fact
that a stocktaking would be necessary before the Cost
Accounts could be completed, and the costs would have
been rendered inaccurate by the introduction of an esti-

mated figure for work in progress.



TEST QUESTIONS

CHAPTER I
1. Define the following terms—

(a) Sales Expenses.

(b) Total Cost

(¢) Administrative Expense
(d) Prime Cost

(¢) Establishment Expense

2. What are the Elements of Cost?
3. Describe 1n your own words—

(a) The objects and advantages of Cost Accounting
(b) The difference between Cost Accounting and ordinary book-
keeping and accounts

4 What are the main functions of a business from a Cost Account-
g point of view

5. What 1s meant by ‘“Methods of Cost Finding”’? Give a list of
the various methods and describe each method.

6 Define—

(a) Cost Finding
(b) Cost Control
(¢) Cost Estimating.
(d) Works Expense

7 Prepare a chart showing the components of Total Cost and
Selling Price

CHAPTER II
1 Illustrate by means of a chart ‘* How a Costing System Works.”’
2. Describe 1n your own words the function of Cost Control

3. What 1s the difference between ‘‘Stock Orders,” ‘‘Works
Orders,”” and ‘‘ Standing Orders’’?

4 Explain how the function of Cost Finding 1s performed

5. Write a very brief article on the subject ‘““How a costing
system fulfils the requirements of modern industry

CHAPTER III

1 Itis stated in Chapter III that a manufacturer may consume,
or use, a greater quantity of matenals than 1s actually sold to his
customers Why 1s this and how does a system of costing take care
of the difference’

2 What 1s a Stock Record Card and what purpose does 1t serve?

3. Outhine briefly the principles of Stores Control

4. What is a Bin Card and what purpose does 1t serve?

5. Explain the purpose of a Stores Control Account and a Work-
n-Progress Account.

183
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6. (a) Sketch each of the following forms—

(1) Bin Card

(1) Stores Control Account
(m) Stock Record Card
(1v) Goods Received Book.

(b) And enter the following items—

(1) Recewved 7 barrels (each containing roolb) of 141n

nails @ 3d per Ib and 300 gross §1n brass screws
@ 4s 6d per gross, and 500 gross tin 1ron set
screws (@, 8s per gross

(1) Received from the Brown Iron Foundry 47201b cast-
ings @ 44d per lb

(1) Issued from stock on Requisition No 1796, 27th June,
2501b 141n nails @ 3d per Ib and 100 gross 1 1n
set screws (@ 8s gross

(1v) Received 3 cases of hardware from Jones & Co. each
containing 5 gross 4 in hinges @ 3s per dozen

(v) Issued from stock—

June 29 Reqn 5666 1250 b castings to Works Order

908
July 3 . 5969 50 gross brass screws 41n W O

989

" 7 , 6015 5 gross rin iron set screws,
W O 996

' 8 ,, 0214 1150lb castings, WO 1037

. 8 ,, 6380 7doz hinges 41n, WO 989

" 9 ,, 6410 27 gross 11n 1ron set screws,
W O 1041

CHAPTER IV
1 Define—
() Indirect Matenals
(b) Direct Materials
2. What advantage 1s derived by the use of a system of Per-
petual Inventories?
3. What is a Stores Requisition and what purpose does 1t serve?
4. Describe the various methods of charging the value of mate-
nals 1ssued from stores to Works or Production Orders and give
your own views as to the mernts of each method
5 Make the necessary entries to deal with the following differ-
ences which have been discovered whilst checking the actual quan-
tities of materals 1n stock against the quantities shown on the
various stores records

tity shown
Quantity | Quantity on| Quantity Purchase
Bin No Description 1n Stock Bin Card R ec‘i)nu:]st((:);}"d Price
172 $in brass screws 189% gross 188% gross 198% gross 48 6d gross
563 | Castings 965 1b 467 1b 961 Ib 43d 1b
866 | 41n hinges 3 gross 5 doz| 3 gross 6 doz| 3 gross 6 doz 3s doz.
1075 I In 1ron set screws | 23 gross 22 gross 22 gross 11 doz | 8s doz
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6. Describe fully a method by which a storekeeper 1s able to
replenish his stocks. :

7. Describe in your own words two methods of charging the value
of matenals 1ssued from stock to individual production orders and
state the advantages and disadvantages of each method

CHAPTER V
1. How many separate records are used to record and control
all moneys spent 1n wages? Describe them
2. Define—
(a) Indirect Labour
{b) Darect Labour.
3 Describe fully the various methods of recording attendance
at the factory and state the method you prefer and why.
4. Give a ruling of a pay roll and describe fully the routine n
connection therewith
5 What 1s the primary object of using a pay roll?
6. Describe a method of checking Job Cards with Gate Cards.
7. What purpose 1s served by the following records—
(@) Record of Bonus Earmings?
(b)) Employees Weekly Pay Record?

CHAPTER VI

1 If each worker 1n a factory i1s provided with continuity of
work, all the Job Cards for the week, when added together, will
agree with the Gate Card What conditions will arise 1n practice
that may prevent this absolute agreement between the two records
and what method would you use to record the differences?

2. Calculate the amount earned on the following job, by each
of the following methods of remunerating labour—

() Halsey system (b) Rowan system

Job No. 7629

Worker’s name* T Thomas, Rate 3s 6d per hour

Time allowed 30 hours, 45 minutes.

Time taken. Commenced job, 6th March, 8 oo am

Finished job, 8th March, 4 oo p m

The factory operates from 8.0ooam to 500p m with one hour

for lunch.

3. If the worker T Thomas, in Question No 2, was paid at a
piecework rate of 4s 8d. per article, and he completed 40 pieces
n the time stated, what has he earned over his day rate?

4 Descnibe the following methods of remunerating labour and
give one or more examples of industriessor trades where these
methods would be best suited

(a) Day Rate.
(b) Piece-Work

5. Write a very brief article on Co-partnership and Profit Sharing
as a method of remunerating labour and state what you consider
are the advantages and disadvantages of these methods.

13—(B.1855) 12 pp.
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6 State the advantages of using mechanical time recorders.

7 Describe briefly a routine covering the engagement of workers
and continue with your system up to the compilation of the pay-roll
and the reconciliation of the Gate Cards and Job Cards

CHAPTER VII
1 Define the term “‘ Cost.”’

2 State the headings under which Establishment Expenses are
usually subdivided and give examples of the items that would be
mcluded under each heading

3 Describe a method of estimating expenses for a small and a
large concern

4 From the following information prepare a complete set of
statements to collect and allocate the expenses State the basis of
allocation against each item

The plant of the XYZ Company consists of the following pro-
duction and service departments—

Production Departments

No 1, Machine Shop

No 2, Sheet Metal Shop.
No 3, Woodworking Dept
No 4, Finishing Dept

Service Departments:

(a) Repair Dept

(b) Tool Stores

(¢) Raw Matenal Stores

(@) Welfare Dept

(¢) Inspection Dept

(f) Cleaning and general labouring
(g) Packing and Dispatch.

The area of the plant 1s 375,000 sq. ft. and the space occupied by
each department 1s as follows—

Producing Departments:

1. 52,500 sq ft.
2. 57,500 ,, ,,
3 95,000 ,, ,,
4. 51,000 ,, ,,

Service Departments:

(a) 12,000 ,, ,,
(b) 18,000 ,, ,,
(¢) 36,500 ,, ,,
(d) 10,000 ,, ,,
(e) 13,500 ,, ,,
(j) 29'000 » "
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The value .of plant and equipment, etc., located in each depart-
ment 15—

Producing Departments—

I. £42,000
2. £47,000
3. £51,000
4 £24,500

Service Departments

a) £17,500
b) £10,000

(e) £7.500
(d) £9,000

TRIAL BALANCE

Land and Buildings. . . . 60,000
Plant and Equipment . . . 208,500
Direct Wages . . . . 10,000
Indirect Wages . . 2,500
Stock on hand, 1st January . 150,000
Bank balance . . . 5,000
Purchases . . . . 80,000
Sundry Debtors . . . 7,400
Salaries* Administrative . . 8,000
Sales Depts. . . 7,000
Plant Offices 5,000
Salesmen . . 10,000
Commissions . . 750
Advertising . . . . 400
Welfare Expenses . . . . 1,180
Laboratory Expemeq . 1,500
Fuel . . 2,420
Taxes . . . . . 500
Stationery . . . . . Q900
Water . . 800
Depreciation Plant and hquxpment . 11,300
Buildings . . 2,400
Office Bmldmgs . 1,000
Travelling Expenses . . . 2,300
Carnage . . 650
Bank Charges and Interest . . 600
Reserve for Bad Debts . . . 800
Discounts . . . . . 500
Sundry Creditors . . . . 14,400
Capital . . . . . . 210,920
Sales . . . . . . 353,480

£580,100 £580,100
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CHAPTER VIII
1. Calculate expense rates from the following data—

£ s d.

(a) Works Expenses . . . . 51,953 17 6
Direct Labour Hours . . . 341,566

(b) Direct Labour . . . . 83,043 7 o
' Works Expenses . . 135,148 10 o
Direct Materials . . . . 38,553 3 6

(¢) Direct Labour . . . 153,288 16 o
Works Expenses . . . 102642 5 O

2 Describe any special conditions that you consider are necessary
in a factory before each of the following methods of recovering
expenses could be used

(a) Percentage on Prime Cost.
(b) Machine Rate

(c) Direct Labour Hour Method
(d) Percentage on Direct Labour
(e) Departmental Rate

, 3 Define ‘‘Departmental Rate” and describe briefly how 1t 1s
computed and recovered 1n costs

4. What 1s a ““Cost of Sales Account’’ and what purpose does 1t
serve?

5 The ABC Company manufacture a car radio of standard
size and selling price The total made during the year is 116,376
and 106,509 were sold The total expense of the sales departments 1s
£133,136 5s and the total works cost of making was £992,105 8s.
Calculate the Sales Expense rate

6 Assuming that the company mentioned 1n Question No. 5 pays
a royalty of 15s per machine, manufactured and sold, how would
you deal with such an 1item 1n your costs? Give reasons with your
answer

7. Describe briefly and 1n your own words the theory of expense
control

8 Which of the five methods of recovering expenses 1n costs
do you consider 1s the most 1naccurate? Give reasons with your
answer

CHAPTER IX

1. Define ““Capital”’ and ‘‘Revenue’’ expenditure.

2 It has been explained in Chapter IX that expenses are con-
trolled 1n total and 1n detail. Why 1s this necessary?

3. What are Service Orders and what purpose do they serve?
4. Give a brief description of two methods of analysing the total
wages paid each week under the headings of direct and indirect.
5. Give four examples of Service Orders—
() Which should not have charged to them maternals issued
from stores
() Whuch should only have labour charged to them
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6 In what manner does the routine for recording indirect workers’
time to Service Orders differ from that used for the recording of
direct workers’ time to production orders?

7 It may be said that the indirect expenses of a business arise
n two different directions Describe these and give a few examples
under each heading

CHAPTER X

1 What 1s a umt of measurement? Give examples for use in
connection with a system of job costing 1n four different industries.

2 Prepare specimen journal entries to record the following items
m your costs records
(a) Matenals found defective, £37 10s. 6d.
(b) Surplus matenals returned to Stores, £94 16s.
(¢) Matenals spoilt during manufacture, £538 19s 11d.
(d) Rejected materials—not up to the standard ordered,
£182 108 s5d.

3 Guive a full description of a method of booking time to jobs
and explain how the records are checked and reconciled with the
gate cards

4 Describe fully a method of recording the values of materials
1ssued from stores for use 1n connection with job costing and state
how the 1ssues are regulated and controlled

5. It frequently happens that materials will be spoilt during
manufacture How would you take care of the value of all spoilt
work 1n a system of job costing?

6 Explain briefly a method of recovering Establishment Ex-
penses 1n a system of job costing

7. What 1s a cost summary and what purpose does 1t serve?
Illustrate your answer with a specimen form

8. Describe briefly some of the essential features of Comparative
and Analytical Cost Statements

CHAPTER XI

1 Explain briefly the principles of process costing and state how
it differs from job costing

2. Describe two methods of controlling the 1ssues of materials
from stores in a system of process costing and state the class or type
of business to which each could be applhed.

3. Briefly describe a routine for dealing with the Collection,
Allocation, and Recovery of Establishment Expenses for a system
of process costing and state the class of business to which your
method apples.

4. Using all the figures which appear in the process cost accounts
Nos. 1, 2, and 3, and the by-products account in Chapter XI, pages.

13A—(B.1855)
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162 and 163, prepare journal entries and post the items to the cost
control accounts Supply any other data which you consider
necessary
5 Define—
(a) Scrap
(b) Spoilt Work
(¢) By-products
(@) Defective Work
6 What basis 1s generally used for pricing by-products when
transferring from the main process account to the by-product
account’
7 From the following information prepare journal entries, open
the necessary accounts and post the various items

(a) Stock on hand, 1st January Raw Materials . £13,200
Finished Goods . 8,800
(b) Work 1n Progress, 1st January  Materials . . 703
Labour . . 616
Expenses . . 881

(c) Value of completed work as at

31st December Labour . . 19,470
Matenals . 72,270

(d) Total sales for year . . . . . . 161,788
(e) Purchases of raw matenals . . . . . 77,000

Direct Labour . 19,228

(f) Pay-roll
Indirect Labour 2,992

(g) Value of goods returned by cus-

tomers and placed into stock . . . . 4774

(k) Establishment Expenses Administrative . 14,014
Sales . . 19,866

Works . . 21,472

(1) Works cost of goods sold . . . 121,000
(7) Value of Raw Maternals 1ssued to productlon . 72,076

Admlmstratlve Expenses are to be apportioned 6o per cent to
production and 40 per cent to sales and the percentage on direct
labour method of recovering expenses 1s to be used. Sales expenses
are recovered 1n costs at the rate of 22 per cent on Total Works
Cost.

CHAPTER XII

1. Give two methods of accounting for labour in connection with
process costing and state the conditions under which each would
be used Illustrate your answer with specimen forms.

2 Define Direct Charges and Direct Expenses and explain fully
the difference between each

3 From a study of the Expense Control Accounts given in
Chapter VIII 1t will be noted that both the Works and Sales Ex-
pense Control Accounts show a debit balance What information
would this convey to the Cost Accountant and how do you suggest
it should be dealt with?

4 Prepare specimen journal entries to indicate the entries you
would make 1n your cost records for the following items.
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(a) Matenals spoilt 1n manufacture 1n (1) a process costing

system and (2) a job costing system.
(b) Losses due to breakage in (1) raw material stores and (2)

finished stores

5. Give a list of three industries that would use the process system
of costing and five industries that would use the job costing system.

6 What are unabsorbed expenses and under what conditions do
they arse?
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ABsSENTEES, check upon gate
cards, 74
Accounting for matenals, 23
Administrative expense, 13, 89
control account, 124
Advantages of cost accountancy,
-8
Allocation of establishment ex-
penses, 93-98

—— of sales expenses, 93—98
——— of works expenses, 93—98
statement, expense, 94

BALANCE sheet, 5

Bin card, 18, 33, 34

, checking with stock
record card, 49, 50, 5I

Bin 1nspection, record of, 50-51

Bonus earnings, record of, 69

—— method of payment, 81-82

Booking time to jobs, etc., 61-64

Branches of costing, 8

Burden, 11

By-products, 166

CALCULATING workmen'’s pay, 58

Capital expenditure, treatment
i costs, 2, 130

Card racks, 57-58

Charging labour 1n costs, 66-69

Checking absentees, 74

Checks, 54-55

Collection of establishment ex-

penses, 9I el seq

-—— of sales expenses, 91 et seq
108-109

of works expenses, 91 &t seq
99-107

Comparative statements, 148

Comparnison of cost, 148 et seq

Components of cost, 14

Computation of establishment

expenses, 9I, 98 ef seq
—— of sales expenses, 91, 98,
et seq

—— of works expenses, 98

Control account—
Entnes, specimen, 116 ef seq.

Control account (contd.)—
Finished stores, 30, 112
Expense, 109-112, 113
Raw matenal stores, 29-31,

112 el seq
Stock, 29-31, 51
Wages, 78, 79
Work 1n progress, 30, 121

Co-partnership, 83-84

Cost accountancy, advantages
of, 7-8

, branches of, 8

accounts and financial
accounts, relation be-
tween, 11

——, components of, 14

control, defimtion of, 8

, function of, 21

, elements of, 10, 20, 87

estimating—defimition of, 8

—— finding, defimtion of, 8

o = function of, 18-21

, methods of, 8-10

of production, 11

—— of sales account, 113, 174
122

——, definition of,

113
summaries, 14447, 149
Costing—

Branches of, 8
Departmental, 10

Job method, 9, 138 et seq
Multiple, 10

Process, 9, 156 et seq

Single, 10

System, how it works, 15-22
Terms, 11-13

DAY RATE method of payment, 8o
Defective work, 143, 146
Definition of—

Cost control, 8

Cost estimating, 8

Cost finding, 8

Direct labour, 53

Direct materials, 36

Establishment expense, 13

192



INDEX

Defimition of (contd )—
Factory cost, 13
Indirect expenses, 13, 86
Indirect labour, 86
Indirect materials, 86
Job costing, 9, 138
Operative undertaking costs 9
Process costing, 9
Terminal costing, 10
Total cost, 13
Works cost, 13
Works expenses, 13
Works order, 38
Departmental costing, 10
pay-roll, 172-173
rates for recovering works
expenses, 103—104
Difference between cost accounts
and financial accounts, 2, 3, 4,
56
Direct labour, 53, 85
, definition of, 53
, process costing, 159-
160
~—— —— hour method of
recovering works
expenses, 10I-102
——— maternals, 36
——— —, definition of, 36
, process costing, 159
Division of establishment ex-
penses, 87

ELEMENTS of cost, 10, 20

Employees, record of, 69

Engagement of workers, routine,
72-76

Establishment expense—
Allocation of, 93—96
Allocation statement, 94
Collection of, 91 et seq.
Computation and recovery

of, 98—99

Control account, 109-113
Definition of, 13, 85

Establishment expenses,
sion of, 87

Expense control account, 110,
115

Expense control account, debit-
mg, 115-116

Expense control account, credit-
ing, 115

Expense control, theory of, 109

divi-
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Expense, establishment (see Es-
tablishment expenses)
Expenses, indirect—
Definition of, 86, 87
General consideration of, 85 88
Process costing, 160
Expenses, miscellaneous, 105

FAcToRrY cost, definition of, 13

expenses (see Works ex-
penses)

Finished stores control account,
30

Function of cost control, 21

——, finding, 18-21

GATE cards, 52, 55 et seq.
—— ——, checking absentees,

74

, checking with job
cards, 52, 54, 64-
66, 74

, 1ssue of, 72-76

, preparing, 72

, treatment of in cost
office, 60

Goods received book, 31, 32

returned to stock, treat-

ment of, 114

HALsEY system of wage pay-
ment, 81-82

How a costing system works,
15-22

INDIRECT expenses—
Definition of, 13, 86
General consideration of, 126-

127

—— labour, defimition of, 53, 85

labour, treatment of, 134,
153-160

—— matenals, definition of, 36—

37, 86

—— materials, treatment, 134

Inspection of bins, 49-51

Inventory, perpetual, 49

Issue of gate cards, 72-76

—— of job cards, 72, 135

Issues of materials, 17, 37

JoB cards—
Checking with gate cards, 64—
66, 73
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Job cards—(contd.)

Issue of, 73, 135

Objects of, 52

Treatment of 1n cost depart-
ment, 72-76

use of, 61-64
cost ledger, 42—47
summaries, 146-149
costing method, defimtion

of, 9

—— systems, 138 ¢f seq
costs, comparisons of, 148-

T

149
Jobs 1n hand, card racks, 61, 63
64
1 progress, card racks, 61,
63, 64

LABOUR costs, compilation of,
66, 69

-——, direct, 53

, definition of, 53

, process costing, 139
160

wndirect, defimtion of, 53

~—— ——, treatmentof, 134~153

——-~, recording of, 18

Lost time, 133

MACHINE rate, 104
Maintenance of stock, 48
Manufacturing orders, 17
Matenals, accounting for, 27
——, charging to jobs, 42
Material control account, 29-3r1,
I12
—-— ——— ——, crediting, 43,
136
, debiting, 30
Materials direct, 36, 86
, defimition of, 86
—~— 1ndirect, 36, 86
, definition of, 86
, treatment of, 134
——, 1ssues of, 17, 37
———, recording 1n costs, 40
Maximum stock, 48
Mechanical time recorders, 55
Metal checks, 54-55
Methods of—
Cost finding, 8-10
Remunerating labour, 8o
day rate, 8o
differential

precework,
81-82

PRIMER OF COSTING

Methods of—(contd.)
remunerating piecework, 80, 81

premium and bonus, 81,

Profit sharing, 83

Recovering sales expenses,
98-109

works expenses, 98-104

Minimum stock, 48

Miscellaneous expenses, 105

Multiple costing, 10

OB]ECTS of cost accountancy, 0-

Oncost, 11

Operative undertaking costs,
defimition of, 9

Orders, 17

Output costing, 10
Overheads, 11

Pay, calculating workmen'’s, 58,
69
, making up, 58, 69
record, weekly record of, 69
* Pay-roll,” 58-61, 73
. departmental, 173
Percentage on direct wages
method of recovering
works expenses, 100-
101
on prime cost method of
recovering works expenses,
102
Perpetual inventories, 49
Piece work earnmings, record of,
69
—— —— method ot payment,
80-81
Premium method of payment,
81-82
Pricing stores requisitions 40—
42
Prime cost, definition of, 13
Process costing, 156 et seq
Process costing—
Definition of, 9
Objects of, 156
Shoe polish, 169-180
Steam raising, .64-166
Profit and loss account, 4
Profit sharing, 83
Production order (see ‘ Works
orders ")
Purchase requisition, 48
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RATE cards, 71
, description of, 71
Receiving and storing matenals,
28
Reconcihiation of cost accounts
and financial accounts, 21
of costs (see * Cost control ')
Record of bin inspection, 50
of bonus earnings, 69
of employees, 69
—— of precework earnings, 69
Recording labour, 18, 53
Recovering expenses—
Departmental rate, 103-104
Machine rate, 104
Percentage on direct wages
method, 100-101
Percentage on prime cost, 102
Rate per direct labour hour,
100-102
Recovery of—
Establishment expenses, 98
et seq
Sales expenses, 98-109
Works expenses, 100—-104
Rejection of spoilt work, 143
Relation between cost accounts
and financial accounts, 11
Requisition, purchase, 48
, stores, 17, 38, 39
Returns from customers, treat-
ment of, 114
Revenue expenditure, 130
, analysis of, 130, 131
Routine for compiling labour
costs, 66, 69
Rowan system of wage payment,
81-82

SALEs, cost of, 113-114
—— expenses, 89
Sales expenses—
Allocation of, 93, 96-98
Collection of, 91 et seq.
Computation and recovery of,
108-109
Control account,
113
, debiting, 115
Definition of, 13
Scrap, 166
Service orders, see ‘ Standing
works orders "’
Single costing, definition of, 10

crediting,
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Specimen cost control entries,
116 et seq
Spoilt work—rejection of, 143
Standard formula, 156-158
Standing works orders—
Definition of, 75
General consideration of, 129—
130
Statistical returns,
148
Steam raising costs, 164-66
Stock—
Continuous check of, 49
Maintenance of, 48
Maximum, 48
Minimum, 48
Stock coutrol account, 29, 46.
3I, 120
, adjustments,
50-51
——— —— ———, crediting, 46
, debiting, 29

nature of

-—— orders, 17
—— record card, 29, 31, 32
cards, checking ot,

34, 35,
Stocktakings, perpetual, 49

Stores accounting and control,
26 et seq.
-~ control account, 29, 47,
120
credit notes, 141, 143
1ssues from, 17, 37
losses and shrinkage
account, 51
—~—— ——, adjustment of,
50, 51
, nature of, 51
organization, 26
records, 28
requisitions, 17, 38, 39
, how dealt with by
cost dept., 38-39
, pricing of, 17, 40
Sub-orders, 139-140
Summares, job cost, 144-147,
149

TN

TavvLor differential piecerate, 82

Terminal costing, definition of,
10

Time allowed, 61

—— boards, 54-55

Time book, 54
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Time booking to jobs, 61-64

—— checks, 53 et seq.

recorders, 55

recording, methods of, 53

et seq.

—— sheet, 18, 171

taken, 82

Total cost, definition of, 13

Trading and profit and loss
account, 4, 24

Transfer note, workers’, 77

—— of workers, 69, 75-76

Tnal balance, 3

UNABSORBED machine rate ac-
count, 105-6

WAGEs control account (debit-
mg), 76
, (crediting), 78

79
Weekly pay, record of, 69
Work-1n-progress account-—
Charging materials to, 46—47
labour to, 78
expenses to, III, 113
Crediting, 112

PRIMER OF COSTING

Work-in-progress account—
Descniption of, 30, 47—48, 121,
181, 182
Work ticket, 65
Workers, engagement of, 72-76
transfer note, 76, 77
Works cost, definition of, 13
expense control—
account, 109, 115,
123
, crediting, 112
, debiting, 115
Works expenses—
Allocation of, 93, 96—-98
Collection of, 91
Computation and recovery of,
98-100
Definition of, 13
Methods of recovering, per-
centage on direct wages,
100-10I
Rate for direct labour hour,
101-102
Percentage on prime cost, 102
Departmental rate, 103—104
Machine rate, 104
Works Order, 38, 75
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