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Accouning-pr_Overheads 

Tahdcduchion D Oaheas Oveshead 

Oerhocods are he aggregcte ok all indirect_costt 
ach as indirect mate ridls idirect wages and 
Other indireet expence Ineu ao aso Common 

cats. heu dhe mled common Costt kecause theu 
ao common expenser incuridor ditteent pmduct 

ard departments. Simularythece ae oco knaAin_ac 
on costs cs theu aae the couts over am above the 
prime cost lie. toinl o all direct Casts) 

ONorheads í he sum o caut ok dindtrals indirect 
Materials indirect hhour and such othor expenser 
induding sermcos as cannot Convenientu chagasd to a 
Speikc unit Overheads are euch productfon cast ohích 
are indiect and axe, therehpre Dot toseable direti 

Daporticulax uni D Pzduct: o overhedc itthe 
DTO QEAA-tAmount oall indírect osk suchac 

ndirett materialsindirect wagac ad atherinirecr 

ensec ahich ae not directy allo.coted.traceahle 

aind identiable to o partizular onit ok qutut 

lasseaion o Overbead 

Overheadc are claccied an the hatit o unthions, 

hehaviour o elementc andotml 1he 

dn explainod herewth 
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lasshicaion_op Overheadc hased onunchong 

|a) Manukpchuring 
OverheadsManukactDiq overe 

are alo Known oc pmduchionD Overheads or unrks Or 

actor Oerheods. These aro idlirect expenses uwhich are 

icurTed io caminq_out Manuacturím achvties ofhe 

Concorn. Manutactoring oerheadc ånclude all he imdiret 
expenceríncurred in converting aw Materials into 

ntched goods for oxample, moHe paner, tacton rent 
doctay inaurance indirect haateríals, idlirect goe 
de preciation_and repaur and waintenaoce o acto 

buiding. plant and Madhinen 

b) Non- Manukactoring Cverneads hem are tuo tupas 
nan-nanuhacharingDverhead "Theq am: adnainiclratie 

Overkeade am selling ard distrbuHon overhendls 

h Adnejnttrathig gvgrhpads Thece aro indirecteense which are naired tpr ihe dail Operahion o genera adnanichrahon o the organízatíon. hr exonAple salares ent prining ard chakionery, telephone cnd electricy deprerioricn and epair and naaintenance bk akice buildin kumue and equipment leaal choager and die cors remuneretion. 

Saling.and didnbuBoo avethsads All theidirect espenscs intured tor selling and dikíbuñion inthed Qoods am Koduon at ollina ond dirtribuhon_avotheodka 
collirg cverhgads are inured tor cmahq_demand, attrotca PMeseni and poienhal Cuctonyers and relain ld CUstomert .hor eAmple , emunerahon to salei nersonDe advorhsomen, showoanA emene samalo ondro 
odveris 

roe 
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giks and ter Saleerico expences 

Distibutio0 Oveheads are incured n mainBainin� StocKa 
and aruing the gods to Customer olestinahions. 
They aro incurned uhile HransportHAg the goadls om 

tactogy to woehouse ShouorOoM OY Custonners place 
For example packin9 chargesarrigge and reight ou 
warehnuse expenses depmciation ano repair and 
Maintendance o deliver van. 

Claskicain OOverheadc based on bohavioure 

a ed Oveheads These overheads oure also.called 
period costs or capaci cat. Thgu are incurred tor 
Crecting an outat apoachu a tho Concern a tized 
orad o time, squ0month or a year. Thguare-the 

Cats nhich 0emain Rxed ar constant in toal demite 
changes in he volume of prmduction or sale. sed 

ovetheads romain ked in foBal up to d certain lereLo 
othivih wlich KnoAn ar elovaunt rarge ochiy 

but xed overheads per unt alugus van aith he pduchon 
oY Sdles olumo in an opposite direchon Calt t por unit 
oived overheads decroace uth an increare in the pmcductan 
Or sales volume ad vico Mersa tor oxanuple rentcalariec 

depreciahon, interert ard lcaal Oxpenger 

la) Varighle overhegds These are be aerhe.ads whith 
yon pofhvelu ith theprnduchon and sala volume. Iheu 
Vau diírecthu n pmportion tothe volume loBal amount o 
Varnable Overheads incroase with the incmate in volumo and 
vco versa, but cat per unit mmainc conctant. fer example 
indirec materialsîndiec wage and pauer expense 
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O Senavarable_overheads hese overheads are 

neíther completols_ {xed nor varidhle. heu ae aso.called 
emi-kixed casts. hese overheads conmpríse the teatue 

bath the Red ard variable costs Their toial Cast 
and cost per unt bath Changes n dteent volume o 
OuBput Theu da.nat vou directu in pmporhion n the 
Volune. Thoy are the Mxed pe o0verheos. for exarole: 
elephone, electicty repair and maintenange heaim 
ightig9upervisícn and inspecion, alesmen ftm 
renAunermHon 

Step ted overheads These 0etheads remain 
wthin a ceftain ange a 0utput level and mp up once. 
he ranae ok oulpt evel eXcoeds. Thu remain constankEL 

or agiven_yalume, out îmehodse u andther ed amount he mament there i Qddihon Volume, ard Keep an iKreasirg a ed oamuct ailth the atdiHOn oVolume Suth overheads jacr0oso Step by stp Ociordipg fo tho rpleOnt apae00tput lovel. 
Clase.comon oOverhoade based on eleonts 

o Indirect materals AlL materials other than diret one ae indirect nMaterias.hou do nat toomtoe par ohe iniched pmduct. Theu Cannot be Kdentihea Ath or draceahe n a fr parhaular cadt unit or ooT cente They annar be allocated but can be apporHoned n a number o cat uníts or centrea foc eyampletheT OG 00ncants,_ cotton urashe areage and materiols tjredg Srvio dena chunt 
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bIndirect labaur Agges) The labour cost which is nat 
dicecHu fnvoled in prDductíon peDcoss i alled indirect 

labour he amout o aggs paid to support?ng labour4 
korcos s_Called indirect ugge Indirect labour, h0uwever 
assists in tho produchon process. he costs ot soch îndirect 
laboDr Cannat be ideied and allocated toa parhicular 
cost Contr0 but can be apparhoned tn anumeer o cout 
cecHresfor example, the wqaes paid to watchnan sunoepers 
Aiorkers A orvice departwMent superitors Ond unrkk 
clenal sa 

OHerndiect expences The indirect exponces afhor 
Hhan indirect naaterials and indirect laoour ano Called 
Other indirect exponces hee eypences Cannat be 
tmced to_anu particular pmduct unitor Cot conte 
Tog are appointed to a nomber at cot centres For 
Xanaple, cont, incuranco, telephone charaea lghtirg 
Hte salaies and dep.reciatían 

Classiaation c Overhead.c bacod on Conta 

Contnlalble ov@ilheads" hese are the indírect exponses 
hch he anagement oamanutachor mq_coancorn an_keep 
nder t Cantl, a theu ar. ntluenced h i decísions.L 
hose overheads alaich Vvan duo to the aanageme 
Ceciibns aro Called cantn lahle Overheads. for exanaple 
incirerd maBerials, pauer eypencas and ahing expancec 

Dncogtrollable overtheads Thase indirect epen.cei uhich 

eyond hg tonml O the Mangaement aro knauun 

Oncontrollable overheads 1he aanagement annot 

intuen.ce such expen.seg deinons and he.robaro 
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theu_arn uncontollable. Fr oxample-6acioyrent ottice 
Salaries,depreciation..ond lggal expenses 

Allocation Appar hon nment And Absorphion o Overlhed 

Allocaion oavorkeads AllocatHon ooverheads i the 
pxprs O charging Oxerhead cauht tn a sarticolar 
department or cout centtes It he allotment or 
asipment o s an bverhend Caut fo a pachcslar Cot unit. T the overhead cati oscocicted with a Sinale depatment or Cat conthe the whole amount i Chared amng ha unis uBput o hat parHwlar department llocation ot ovehends ic thg pmross o ditibuina iirect caus amara the, pmdxth ot a jarHcular department or Cat contre. Allocafirg ol ovecheads i mparia 4 Osterainina the pmduct cot ig o competiive selling prCe and moinHaining a stitt antro over ndirect Cak 

porionment ok Oeheads Dishnbufion o an overhead Co p 2eyeral dpaHment or cost centres is Known as appohonment c overheadk i the pmcos ok chargna or aorionim D a nunwloor oCost cei deokmenks on cost Cenres 
Caxt shauld be. anporhone 

Cost centes 
or Cost Unis a given cotic iCormnm tn er- tun a l or uare 

orhoned 
O diided omang thesodepatmentr on an equitab le 
basl herekue, apyortionment o ovekeadc is thme proress ok dismblting-imlirect Cotst o Q numbnr desarkmerks or tot certr aumbor o 
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Dterencos baha0en AloCOn Appprtionmen-t Oveded 

Allocuhon Appropriottion 
|I) J+ inolues two Of mone t invalves a parthcular 

ldeporment Or cot cente. donrhwent or Cost Cantrec 
The press ok chairgi(g -ihe2 The prog aChargna 
cats In a artcilar departwet the costs to a numhe 
lo Cot cortre is allomkon o departments or Cok contres 
Overhecds appm apgos honment 

Cverheadc 
His applicable hen -the applicable uhen the 
Overbend cok is acocdated_ 
thaSale deparhyent or 

Dverhend coutasSacioted 
with twlo or nmore departhwentu 

Cas Cophne Or Cast contres 
4 +dittituted anD 
Sona equílable aca lixe 
direct labavr hours nambar 

)R based n direct 
ditibukon 

oAor kor nmachine hours 
and Spato ad arcacropcd 

5) Hdeals ath the uhole 6) It deals_uth the 
amant o Overhead cot. proporkiondte amcuntshe 

Loverhnd Catt. 

Absormion vorheads 

he abSor p-him o Averheadc i alo Callodho mcoueru 
Sthe OlarhocdCots. Tt ithe pmcoss oSharicq tol 
OVerheod Ott by al the pmdutt o aparticular 
depattments. t i the appli.mlim Ovorheads to 
eadh unii 0 oukt In other wiords, Hhe pruars 
accertinug the total over head casoeath unit ot 
Otput Or iob lay usÍng overhend (atei cnouna 
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absorpion o Oerhead Labaur haur roe macLino 
har rate used to dicríbote Ahe overheads oka 
derartmet into_ ditterent pmducls. 

AnR 

Lakour hour ate z Total over hena 
Total labOur hours 

Machine hour rate TokalOVerlkead 
Total vmachine hour 

rpotance o Alccoton, AnpmApparicomenht ard Absorphon o 
Overheads 

Oe or prianahe product 
ted tor makinghe product riúa Compehtive 
Usekul or the ophmum uSe resors resoturces 
Usetolor cttecive control overhead cot 

Usehl pr he delernaindkon o Cot acuratelu Utckl pr dircloainghe reoro.ns kor ar+ancer 
Uehol or +akina OYreckve_achon in order to hininize 
SUch variancos in utiro. 

HomeuiorK Pmblemc 

Lobou tiou Rahe 

HW-L 
Hore 
Total olgheade chargod k_ 96,00D 
otal lalkour hourS w0TOd : 8,D00 hoor 

Laor oUr rate = lotal Ovorhead 
TDtall ldbour hours 
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Hw-2 

For Department-X 

Total oyorheads cat Pa J80,DDO 
Tota labour hours s 6D,O00 a 

Labaur hour rdte Total overhead RO.DOD = Re.3 
Total laboUr hours 60,ODD 

or Department-y 

Total overheod Cost 2c0,000 
ToBal labour hour 50D.Do hs 

labou hour rate = Total Qverhend = 250,00DR.5 

Total labour kour 50,000 

H Machine Hour Rate 

Hw-2 
Hero 
lbtal oorheads chaged E R301000 

Total hnacline hours =_6O,000 h 

Machine hour rate Total avorhead 
Total wachine haurs 

301000 
60,000 

R. O.5 
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HW-4 

or Deparhuent-X 

ToBal overheads Sporisors salant Maintenan0e CoM 
Depreiaion 

Rs 12,000 

Total nAachine hours 3,000 hours 

a Machine lhar raBe = ToBal overhead 
Tokal nuachine haurs 

12:0OD 
3,000 

R 4 

tor Departmant-y 

Ibtal overheads Sopervisars Salayt Maintenance cot Depreciation 
. 81O0O 2,000 + 2,000 12,0DD 

Total machine Maurs = AO0D waur 

Machine hour raie blal Orerhead 
ToBal naO.chine hoUrs 
12000 
400D 
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