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Overheaddistribution
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Reciprocal Services Method

Interdepartmental

services are givenfull recognition

rather than partial

recognition as with

the step method.

Service

Department

(Cafeteria)

Service

Department(Custodial)

Operating

Department

(Machining)

Operating

Department(Assembly)

Because of its mathematical complexity,

the reciprocal method is rarely used.
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Reciprocal Services Methods

Trial & Error

Method

Repeated

Distribution

Method

Algebraic

Simultaneous

Equation

Method
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Reciprocal Services Methods

Trial & ErrorMethod

Cost Of one Service Dept (Say A ) is apportioned

To another Service Dept (Say B) based on service rendered

The cost of another dept (B) plus its share

In the cost of first service department (A)

Is again apportioned to first service department

The amount so apportioned to A will again be apportioned

to the service department B

The process continues till amount becomes negligible
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A company has 3 production departments A, B & Cand two
service departments X & Y.

The expenses incurred by them during a month are

A Rs. 80,000 B Rs. 70,000 C Rs.50,000

X Rs. 50,000,Y Rs. 30,000/2,53,400

The expenses of the service departments are apportioned

to the production department on the following basis :

A B C X Y

Expenses of X 20 40 30 - 10%

Expenses of Y 40 20 20 20 -

Question Trial & Error Method
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Service Departments (Rs)

X Y

Calculation Of Total Costs Of Service Departments

Total Exp as per Primary Distribution 23,400 30,000

Charge 10% 0f Rs 23,400 (X) to Y 2,340

20% of Rs.32,340 (Y) to X 6,46810% of Rs.6,468 (X) to Y 647

20% of Rs.647 (Y) to X 129

10% of Rs.129 (X) to Y 13

20% of Rs.12 (Y) to X 3

(Since Rs.3 to be apportioned is very smalldistribution process
is stopped )

30,000 33,000Total
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Secondary Overhead Distribution Summary

Particulars

Production Departments

(Rs.)

Total Rs.

A B C

Total expenses as per primary

overhead distribution

summary

Add Service Dept. Costs :

X : Rs.30,000 at 20%, 40%

& 30% to A,B, and C

Y : Rs.33,000 at 40%, 20%

& 20% to A, B & C

80,000

6,000

13,200

70,000

12,000

6,600

50,000

9,000

6,600

2,00,000

27,000

26,400

Total 99,200 88,600 65,600 2,53,400
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Reciprocal Services MethodsRepeated

Distribution

Method

1 Distribute the cost of a service Dept . to the Production

and service department Using the percentage

2 Apportion the cost of 2nd service department (Aggregate)

to production and other service department as per % given

3 Use the same procedure with other service departments

till the cost of service departments become negligible
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QuestionA factory is having 3 prod . Departments A,B & C,
and 2 service

Departments Boiler House and Pump Room. The boiler housewas to
depend upon the pump Room for supply of water and in turn ,

depends upon the boiler house for supply of steam power for
driving

the pump The expenses incurred by the production department

during the period are: A Rs 8,00,000,B Rs 7,00,000

And C Rs 5,00,000.The expenses of Boiler house are Rs
2,34,000

and the Pump House Rs 3,00,000.The expenses of Boiler House

and Pump house are Apportioned to the prod. departments

on the following basis

A B C BH PRExpenses Of Boiler House 20% 40% 30% - 10%

Expenses Of Pump Room 40% 20% 20% 20% -
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Particulars Total

Rs

BasisProd Departments (Rs) Service Dept (Rs)

A B C Boiler Pump

P Distribution 25,34,000 given 8,00,000 7,00,000 5,00,000
2,34,000 3,00,000

Add Service Dept. Costs

Boiler House 0 20:40:30:10 46,000 93,600 70,200 -2,34,000
23,400

Pump Room 0 40:20:20:20 1,29,360 64,680 6 4,680 64,680
-3,23,40

Boiler House 0 20:40:30:10 12,936 5,872 19,404 -64,680 6,468

Pump Room 0 40:20:20:20 2,587 1,294 1,294 1,293 -6,468

Boiler House 0 20::40:30:20 259 517 388 -1293 129

Pump House 0 40:20:30:20 52 26 26 25 -129

Boiler House 0 20:40:20:20 5 10 8 -25 2

Pump House 0 40:20:20:20 1 1 0 0 -2

Total 25,34,000 9,92,000 8,86,000 6,56,000 0 0

Secondary Overhead Distribution Summary


	
8/8/2019 Overhead Dpp

11/29

PARAMJIT SHARMA

Reciprocal Services Methods

Algebraic

Simultaneous

Equation

Method Total Costs of Service Departments are

Expressed in algebraic equation

Equations are developed on the basis of

Primary distribution & % of service rendered

to each other

Total Costs of Service Departments canBe calculated by solving
EQUATIONS
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Algebraic Equation

X= OHEs + % of Y

Y= OHEs + % of X

Service Department OHES can be apportioned

M N P R SR 20% 30% 40% - 10%

S 30% 40% 10% 20% -
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Quick Check Data

Allocation bases:

Business school administration costs (ADMIN):Number of
employees

Business administration computer services(BACS): Number of
personal computers

The direct method of Apportionment is used.
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Quick Check

How much cost will be apportioned from

Administration to Accounting?

a. INR 36,000

b. INR144,000

c. INR180,000

d. INR 27,000
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How much cost will be apportioned from

Administration to Accounting?

a. INR 36,000

b. INR144,000

c. INR180,000

d. INR 27,000

Quick Check

INR180,000X20

20 + 80= INR 36,000
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Quick Check

How much total cost will be apportioned

from ADMIN and BACS combined to the

Accounting Department?a. INR 52,500

b. INR135,000

c. INR 270,000

d. INR 49,500
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Quick Check

How much total cost will be apportioned from

ADMIN and BACS combined to the Accounting

Department?a. INR 52,500

b. INR 135,000

c. INR 270,000

d. INR 49,500

INR 90,000 18

18 + 102 = INR 13,500
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Quick Check Data

Apportionment bases:

Business school administration costs (ADMIN):Number of
employees

Business administration computer services(BACS): Number of
personal computers

The step method of apportionment is used.
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Quick Check

How much total cost will be apportioned

from ADMIN and BACS combined to the

Accounting Department?

a. INR 35,250b. INR 49,072

c. INR 18,000

d. INR 26,333
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Quick Check

How much total cost will be apportioned from ADMIN

and BACS combined to the Accounting Department?

a. INR 35,250

b. INR 49,072c. INR 18,000

d. INR 26,333
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Overhead Appropriation

Few Questions
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Items Basis Total

(Rs.)

Production Department Service Department

P1 P2 P3 Office Workshop

Indirect wages

Indirect materials

General overhead

Amenities to staff

Employers

contribution to E.S.I.Power

Depreciation

Apportionment ofworkshop overhead

Apportionment of

office overhead

Actual

Actual

Direct wages

(4:5:6)

No.of employees

(6:5:6:3:5)

Direct Wages

(4:5:6)H.P. of machine

X

Machine hours

worked

(6:16:15:1)

15% of value ofmachinery

Machine hours

(2:4:3)

Direct wages

(4:5:6)

25,000

10,950

1,500

12,500

1,200

3,800

15,750

3,000

2,000

400

3,000

320

600

4,500

3,000

3,000

500

2,500

400

1,600

5,250

4,000

3,000

600

3,000

480

1,500

3,750

10,000

1,100

-

1,500

-

-

-

5,000

1,850

-

2,500

-

100

2,250

70,700 13,820

2,600

3,360

16,250

5,200

4,200

16,330

3,900

5,040

12,600

-

(-) 12,600

11,700

(-) 11,700

-

Allocated overhead Total 19,780 25,650 25,270 - -

1. Overhead Analysis Sheet


	
8/8/2019 Overhead Dpp

23/29

PARAMJIT SHARMA

2. OVERHEAD ANALYSIS SHEET

Items Basis Total(Rs.)

Production Deptt .(Rs) Service Deptt( Rs).

P1 P2 P3 S1 S2

Rent and rates

General lighting

Indirect wages

Power

Depreciation

Direct wages

Indirect materials

Apportionment of

Service

Departments

Overhead

S1S2

Floor space

(4:5:6:4:1)Light points

(2:3:4:2:1)

Direct wages

(600:400:600:300:39)

H.P. of Machine

(6:5:5:1)

Value of machines

(12:16:20:1:1)

Actual

Actual

Direct wages(3:2:3)

Given

(2:3:5)

Total (A)

Working hours (B)

5,000

600

1,939

1,500

10,000

1,695

966

1,000

100

600

600

2,400

-

300

1,250

150

400

300

3,200

-

200

1,500

200

600

500

4,000

-

200

1,000

100

300

100

200

1,500

-

250

50

39

-

200

195

266

21,700 5,000

1,200

200

5,500

800

300

7,000

1,200

500

3,200

(-) 3,200

-

1,000

-

(-) 1,000

21,700 6,400

2,560

6,600

3,000

8,700

1,500

Nil Nil

Overhead rate per working hour [(A) (B)] 2.50 2.20 5.80
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COST OF PRODUCT X

Direct material

Direct Labour

Prime Cost

Factory Overhead :

P1 : 4 x 2.50

P2

: 5 x 2.20

P3 : 3 x 5.80

Cost of Product X

10.00

11.00

17.40

50.00

30.00

80.00

38.40

118.40

( Rs)
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3. SECONDARY OVERHEAD DISTRIBUTION SUMMARY

Particulars Total Rs. Base Service Departments (Rs.) Production
Departments

P Q R S X Y Z

Factory

overhead

Add :

Service

Dept.costs

P

Q

R

S

5,95,000

0

0

0

0

Given

No. of

Employees

(50:40:50:

100:125:85)

DLHs

Rs.80,000 in

(6:3:4:3:4)

Area

(Rs.1,33,000

in(10:30:15:

15)

DLHs

(Rs.66,000in 4:3:4)

45,000

-45,000

75,000

5,000

-80,000

1,05,000

4,000

24,000

-1,33,000

30,000

5,000

12,000

19,000

-66,000

1,93,000

10,000

16,000

57,000

24,000

64,000

12,500

12,000

28,500

18,000

83,000

8,500

16,000

28,500

24,000

Total

OHEs of

prod.depts

5,95,000 3,00,000 1,35,000 1,60,000
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4. SECONDARY DISTRIBUTION SUMMARY

Cost of service

department

Basis of

apportionment

Total

Rs.

Production Department

P1 P2 P3

primary distribution

Canteen

Power house (light)

Power house (power)

Stores

Time keeping &

accounts

Repair shop

---

No. of employee

(6:5:4)

No. of light points

(3:4:5)House Power

(3:2:3)

No. of requisitions

(4:3:5)

No. of employee

(6:5:4)

Value of assets

(2:3:4)

63,000

1,500

1,200

4,000

3,600

3,000

4,500

20,000

600

300

1,500

1,200

1,200

1,000

18,000

500

400

1,000

900

1,000

1,500

25,000

400

500

1,500

1,500

800

2,000

Allocated overhead Total 80,800 25,800 23,300 31,700
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5. OVERHEAD DISTRIBUTION STATEMENT

Particulars ofExpenses

Basis ofApportionment

Total Rs. Production Deptts. Service Deptts.X Y A B

Depreciation

Rent, Rates & Taxes

Power

Ins.on assets

Canteen exp.

Electricity

Direct wages

Direct material

Assets value

(10:5:3:1)

Floor space

(5:4:1:2)

H.P. of machine

(10:5:4:1)

Assets value(10:5:3:1)

No. of workers

(100:50:50:25)

Light points

(25:15;10:10)

Actual

Actual

38,000

18,000

12,500

9,500

5,400

3,600

8,000

4,000

20,000

7,500

6,250

5,000

2,400

1,500

---

---

10,000

6,000

3,125

2,500

1,200

900

---

---

6,000

1,500

2,500

1,500

1,200

600

5,000

4,000

2,000

3,000

625

500

600

600

3000

---

99,000 42,650+11,150

23,725+7,433

22,300-22,300

10,325+3,717

Re-distribution of expenses of Deptt. A among X,

Y and B in ratio 3:2:1

Re-distribution of expenses of Dept. B between

X and Y equally

53,800

+7,021

31,158

+7,021

Nil

---

14,042

-14,042

Allocated overhead 60,821 38,179 Nil Nil
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7. STATEMENT SHOWING OVERHEAD EXPENSES OF PRODUCTION

DEPARTMENTS A AND B

Particulars of

Expenses

Basis of

Apportionment

Total Rs. Production Deptts. Service Deptts.

A B C D

Direct material

Direct labourDepreciation

Rent,Rates & Tax

Insurance

Power

Canteen exp.

Electricity

Actual

Actual

Value of Assets

(10:5:3:1)Floor space

(5:4:1:2)

Value of Assets(10:5:3:1)

H.P. of machine

(10:5:4:1)No. of workers

(100:50:50:25)

Light points

(25:15;10:10)

5,000

15,000

95,000

18,000

7,600

10,000

5,400

2,400

---

---

50,000

7,500

4,000

5,000

2,400

1,000

---

---

25,000

6,000

2,000

2,500

1,200

600

3,000

10,000

15,000

1,500

1,200

2,000

1,200

400

2,000

5,000

5,000

3,000

400

500

600

400

1,58,400 69,900 37,300 34,300 16,900

Re-distribution of expenses of service departmentC Rs. 12,000 to
D and balance of Rs. 22,300 toA:B= 3:2

Re-distribution of expenses of service

Department D to A:B = 9:1

+13,380 +8,920 (-) 34,300 +12,000

83,280

26,010

46,220

2,890

Nil

---

28,900

(-)28,900

Allocated overhead total 1,09,290 49,110 Nil Nil
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