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MAC REVISION STUDY PACK 
 

TOPIC 1: NATURE AND BEHAVIOUR OF COSTS 
 

(1) Manufacturing cost/ Production  cost 
 

Manufacturing costs - costs incurred in the manufacturing process of a product. 
x Direct + Indirect cost = Manufacturing cost 
x Direct cost = Direct   Material + Direct Labour 
x Total Direct  cost = Prime cost 
x Conversion cost  =  Direct Labour +  Manufacturing overheads 
x Indirect cost = Indirect material + Indirect Labour 
x Total  Indirect cost = Overheads 

 
Direct cost – costs directly linked to the product. 
Indirect cost – costs indirectly linked to the product 
 
 
Manufacturing 
Total cost = variable cost + fixed cost 

x Variable cost – costs that vary with production e.g.  material costs 
x Fixed cost – costs that are constant throughout the manufacturing period e.g. Rent. 
x Semi variable cost – cost that have both elements variable element and fixed element 

e.g. Telephone bill 
 
 
Non Manufacturing cost / Period costs 
Non Manufacturing   cost – costs incurred after the manufacturing process 

a. Marketing cost – costs related to the sale and distribution of the final product. 
b. Administrative costs – costs incurred in directing and controlling the organization. 

 
Splitting – fixed from variable cost 
 

Methods used    
� High  low  method 
� Linear equation 
� Scatter diagram 
� Simple  regression analysis / least squares methods 

 
We will concentrate on the high low method 
e.g. 

Observations No. of Units Total overhead cost 
1 800 105 000 
2 650 95 000 
3 750 95 000 
4 900 120 000 
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1 step - identify the two points highest level and the lowest level and calculated the differences. 
 
 
High 900 120 000 
Low 650 95 000 
 250 25 000 
 
2. Calculate the variable rate 
 

= 
   ோ

  ௧௦    
ଶହ 

ଶହ      = R100/m 

 
Variable cost after producing 900 units and   900 x 100 = R90 000 
 
3. Calculating fixed cost 

Total cost = fixed cost + variable cost. 
120 000 = fixed cost + 90 000 (900x100) 
120 000 = f x d cost + 90 000 
120 000 – 90 000 = f x d COH 
30 000 = FX d cost 
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 Cost Volume – profit analysis 
It investigates the change in profit that from changes in activity levels 
Selling price per unit 
Variable cost per unit 
Total fixed costs 
 
NB:  Assumptions of the cost CVP analysis 

� Selling price per unit in consultant unless stated. 
� All cost is linear and can be accurately dividend into variable and fixed elements. 
� Variable costs are constant per unit, where as fixed cost, we content in total over the 

relevant range. 
� Inventory levels do not change –  
� CVP. Analysis applies to the relevant range only. 
� Relevant range – activity levels within which the organization normally  operates and for 

which cost and remains behavior are known  and can be predicted. 
 
Formulas 
Contribution = sales - total variable costs 
 

Contribution ratio = 
௧௨௧

௦௦  x 100 % 
 
Breakeven Point 

� Point where income is equal to expenses i.e. profit is zero 
� Contribution = total fixed cost 

Can be expressed in units or value (Rand value) 
 

BEP in units            =  
௧௧  ௫ௗ  ௦௧௦

௧௨௧  ௨௧ 

 
Contribution per units = selling price/unit – variable cost per unit 
 
BEP in value    = ௧௧ ௫ௗ  ௦௧௦

௧௨௧ ௧ 
 
 
NOTE: BEV = BE units x selling price per unit 
 

BE units = 
ா ௩௨

௦    ௨௧ 
 
 
Margin of safety (MOS) 
Amount, or number of units or percentage by which sales revenue may decline before incurring 
a loss. 
 
Margin of safety 
In value = total sales – breakdown sales 
In units = total sales (units) – break even sales  units 
 
Margin of safety Ratio C 
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Mos ratio (units) =  
௧௧ ௦௦ ௨௧௦ି௩ ௦௦ ௨௧௦

௧௧ ௦௦  x 100 % 
 
 

Mos ratio value = 
  ௦௧௬  ௩௨

௧௧ ௦௦ ௩௨  x 100 % 
 
 
Targeted Profit Analysis 
 
Used to determine the sales value that will produce a certain net profit. 
NB. If you understand bep it should be easier to remember the following formulas and also 
calculating. 
 
Target sales 
In value =  

௫ௗ ௦௧ା௫௧ௗ ௧
௧௨௧ ௧  

 

In units  = 
௫ௗ ௦௧௦ା௫௧ௗ ௧

௧௨௧  ௨௧  

 
 
Key important  things  to note in the  effect  of price  and changes on breakeven point. 

� When sales increase  it would be due to increase in selling  price/unit  or  increase  in  
units  sold. 

� Increase  in selling price limit – no effect  on production  cost. 
� Increase in sales volume  - variable cost are affected , they  have to be increased  in the 

same  proportion (remember the nature  of variable cost and cvp assumption) 
 
 
 
 
 
BEP Graph 
 
 
 

 

 

 

 

 

 

 

Quantity/units produced BEQ 

BEV 

R 

VARIABLE  COST 

TOTAL SALES 

BEP 

Profit 20x 

loss 
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Topic 3 
Material, Labour, Overhead 
 
Material 
Physical materials converted in products during the manufacturing process (direct material, 
indirect materials, and other consumables used by the organization). 
 
 
Reasons for holiday inventory 
 
Transaction motive – holding inventory for day to day use in production process or for sales, 
where the supplier might not be able to supply at short notice. 
 
Precautionary motive – holding extra inventory when future demand is uncertain. 
 
Speculative motive – holding more or less inventory than usual because a change in the 
supplier’s price is anticipated. 
 
Carrying and ordering cost 
Carrying / holding cost – relevant costs of keeping inventory on the organization’s premises 
until used and includes handling costs and storage cost. 
 
Average inventory = 1 2ൗ  x order size 
 

Average wage per day = 
ௗ ௦௭

ௗ ௧ 
 

 
Ordering costs 
Relevant cost of ordering Inventory and may include delivery and transport costs, administrative 
cost of preparing and processing the order. 
 
N3 Quantity to order a t a given time should therefore be determined by balancing the following 
factors. 
Inventory carrying costs 
Ordering cost 
 
The order Quantity at which annual carrying and ordering costs are minimized is the EOQ. 
 
NB. EOQ has nothing to do with economies of scale. 
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Determining EOQ 

(1) Tabular Method 
Annual demand for is 2400 units 
Variable cost of placing an order is R25 
Variable cost of carrying one unit f or one year is R3. 

 
Order Qnty 50 50 200 300 800 1200 2400 
Number of Orders Demand/Order 
Qnty 

48 16 12 8 3 2 1 

Average Inventory / Order Qnty/2 25 75 100 1500 400 1600 1200 
Relevant annual cost R R R R R R R 
Ordering cost No. of orders x R25 1200 400 300 200 75 50 25 
Carrying cost 75 225 300 450 1200 1800 3600 
Total  1275 625 600 650 1275 1850 3625 

 
 
Therefore: EOQ = 200 
 
Average Inventory   200 2ൗ      = 100 units 

 
Number of orders   2400 200ൗ    = 12  

 
 
 
 
 
 
Fomular Method 
 

EOQ =   
√ଶ௨

ுା()   
 
2 = a constant 
C = variable cost of placing an order. 
U = annual usage / demand 
H = variable holding cost (excl interest) per annum per unit 
I = interest rate or required return – (use only w hen given) 
P = Purchase price per unit – use only when provided 
 
Question 
A company has collected the following data for a given year EOQ in units 
 
EOQ in units 5000 
Total variable  cost to place  purchase  orders for the year R10 000 
Variable cost to place  one order R50 
Variable  cost  to carry one unit  for 1 year R4 
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Required 

� What is the annual usage in units? 
� Calculate the total annual variable carrying costs based on the EOQ. 
� Assuming are ordered in lots of 50 000 units. (batches) 

What would be the implication be for variable costs? 
 
 
Solution 
Annual usage 

Total number of orders = 
௨ ௗ ௦௧

௦௧ ௧  ଵ ௗ 
 
 = ଵ 

ହ   = 200 
 
Annual demand     number of order x EOQ 
    200 X 5000 = 1 000 000 units 
 
Total annual variable carrying cost 
 
5000 2ൗ  x 4  = R10 000 

 
 
 
 
 
 
( c) If orderly in lots of 50 000 units 
 

Orderly  costs would be ቀଵ  
ହ  ቁ x 50 1000 

Carry cost  2 x 4 100 000 
Total cost 101 000 
  
Total cost R101 000 
Less orderly 10000 
Carrying cost 10000 
Difference 81000 
 
Increase of R81 000 
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Labour 
 
Types of remunerations 
 
Remunerations 
Is the amount an employer pays to an employee or on behalf of an employee for services 
rendered in terms of the employment contract. 

Fixed monthly salary – employee receives a fixed salary regardless of the quantity of work 
done or spent on it. 

 

The   time wage system – employee is paid in accordance with the number of how is that he 
/she works not based on performance (hours worked x hourly rate (basic)). 

Piece – wage system – employee paid for the work he/she has done and not according to the 
time spent on it payment is based on output. 

(Units produced x basic rate/unit) 

 

Payroll terms 
 
Gross remuneration – amount earned by the employee for the hours worked, includes 
overtime wages, allowances, bonus. 
 
Overtime premium – an additional amount paid over and above the normal rate / time 
Taxable income – gross remuneration remaining after deducting any contribution by the 
employee to any pension fund. 
 
Cost to company – total amount expended by the employer to and on behalf of the employee. 
 
NB      Note  Activity is 1 and Activity    5.2 in the study  guide 
 
 
Labour Recovery rate 
Budgeted Labour recovery rate – expected labour cost per hour. 
 

=  
௧௧ ௨ௗ௧ௗ  ௨ ௦௧

௧௧ ௨ௗ௧ௗ ௨ ௗ௨௧௩ ௨௦ 

 
 
 
Clock hours - the hours the employee clock in to b on the premises. 
 
Idle time – the time when the employee is clocked in but not working owing to smoke breaks,  
tea , lunch etc. 
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Productive work hours – the hours that the employee is expected to be physically working   in 
the production process or on jobs. These correspond to job card hours. 
 
Question 
 
Ezakheni Ltd is a small business that manufactures computer stands. It is situated in KZN. The 
business wishes to determine the available productive time to be used in the calculation of the 
hourly recovery rate for the forth coming year. Nakiwe Mkhwanazi the business’s wages clerk 
prepared the following wage summary for Mike Mvelase, who works at the assembly 
department.  
 
Normal wage rate    R15 / hour 
Holiday bonus     R4 800 
 
Ezakheni Ltd makes the following contributions. 
16% of normal wage (including vocation pay) to the pension fund. 
14% of normal wage (including vocation pay) to the medical aid fund. 
 
Additional Information 

� The company operates on a 45 hour week (Mon – Friday) for 52 weeks a year. 
� Vocation leave is 20 work days for employee annually. There are 10 paid public holidays 

per year. 
 

� Idle time makes up 5% of available clock time. 
 
Required 
Calculate the following: 
 

a) Annual productive work hours 
b) The normal annual wage cost. 
c) The total annual labour cost. 
d) The productive work hour labour recovery rate. 

 
 
 
(b) Annual Productive Hours 
Number of clock hours  in a year 45 x 52 2340 
Less Public holidays 10 days x 9 hours 90 
Less vacation hours 20 days x 9 180 
 2070 
Total clock hours available for production  
Less Idle the 2070 x  5% 103.5 
Annual  productive hours 1966.5 
  
Normal  annual wage cost  
Number of weeks  in  a  year 52 wks 
Less vacation 4wks 
Actual working weeks 48wks 
Normal wage 48 weeks x 45 hrs x R15 = R32 400  
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( C) Total annual Labour  cost  32400 
Annual normal wage 2700 
Vocation pay 15 x 180 hrs 35100 
  
 4800 
Pension fund 35 100 x 16% 5616 
Medical aid R35 100 X 14% 4914 
Total annual labour  costs 50 430 
 
 
(d) Labour Recovery Rate 
 

𝑇𝑜𝑡𝑎𝑙 𝑎𝑛𝑛𝑢𝑎𝑙 𝑙𝑎𝑏𝑜𝑢𝑟 𝑐𝑜𝑠𝑡
𝑎𝑛𝑛𝑢𝑎𝑙 𝑝𝑟𝑜𝑑𝑢𝑐𝑡𝑖𝑣𝑒 ℎ𝑜𝑢𝑟𝑠 

 
𝑅50 430
1 966.5  

 
 
 
= R25, 64 per productive operating hour 
 
 
 
 
Overheads 
 
Total Indirect cost 
 
Applied manufacturing overhead 
 
Actual overheads, these are the actual overheads costs incurred during a period. 
Budgeted overheads, estimated overhead cost before or at the beginning of a financial year. 
Applied overheads, These are the total overheads allocated to the  cost  of the products based 
on the predetermined, or recovery  rate. 
For each actual produced a budgeted rate will be assigned, thus accounting for the total applied 
overheads. 
 

Overhead recovery rate -   
௨ௗ௧ௗ  ௨௧௨ ௩ௗ  ௦௧

௧  ௦௦   
 
Under or over applied overheads 
 
Applied overheads < actual overheads – under application 
Applied overheads > actual overheads – over application 
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NB check Activity 6.7 study guide for possible predetermined overhead recovery. 
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Methods of stock valuation 
 
Process of assigning cost to inventory 
 
 
FIFO  
According to FIFO, the accounting assumption is that materials received   or purchased first are 
issued first are issued first, units are issued in the order they were received. 
 
Weighted average 

� No assumptive about the flow of materials. 
� The issuing of materials at a weighted average cost assumes that each batch taken from 

the storeroom is made up of the same quantities from each consignment in  inventory a t 
the date of issue, no attempt  is made to identify when the units were purchased.  

N3 you only average stock price after a purchases. 
 
 
Effects of movement of stock on the balance in the warehouse for both methods. 
 
Supplier                                             warehouse     production 
 
Returns to supplier returns stock in the warehouse and it’s treated as a negative receipts. 
 
Returns to warehouse Increases stock in the warehouse and it treated as a negative  issue.  
(add back to  what is in the warehouse). 
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Topic 4 
 
Direct casting method vs the absorption costing method 
 
The difference between the two methods lies on the treatment of cost/how to calculate 
manufacturing cost. 
Direct costing method – only accounts for variable manufacturing cost ass  the total  
manufacturing cost. 
Absorption costing method – absorbs all manufacturing cost that is fixed and manufacturing 
cost as the total manufacturing. 
Areas to be carefully with, when answering question 

� Method used direct/absorption method – tell you how to calculate manufacturing cost. 
� Method of stock valuation. FIFO/WAVE – tell you how to calculate value of  
� Calculating units of closing/opening inventory stocks. 

 
 
The layout/structure is the same they do not change 
 
Direct Method structure /layout 
 
Direct Method 
 
Sales  xxx 
Less variable cost of sales  xxx 
Opening Inventory xxx  
Variable manufacturing cost xxx  
Cost of goods available for sale xxx  
Less closing Inventory (xxx)  
Variable manufacturing cost of sales xxx  
Add other variable cost xxx  
Contribution/marginal income xxx  
Less Fixed cost xxx  
Net Profit before tax xxx  
   
Absorption   
Sales xxx  
Less Manufacturing cost. VC xxx  
Fixed cost xxx  
Cost of goods available for sale xxx  
Less closing stock xxx  
Gross Profit xxx  
Less: Selling and admin cost xxx  
Not profit before tax xxx  
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Calculation of closing units 
 Units 
Opening Inventory xxx 
Production xxx 
Units available  for sale xxx 
Less sales  xxx 
Closing inventory units xxx 
  
 
 
Calculation of value of stock 
Weighted Average method 
Absortion Methods 
௨௧௨ ௦௧
௨௧௦ ௨௧௨ௗ x units of opening inventory 

 
Closing stock 
 
௩௨   ௗ௦ ௩  ௦

௨௧௦ ௩   ௦  x units of closing inventory 
 
 
 
Direct 
 
 ௦௧
 ௨௧௦ x vc/unit 

 
 
 
Closing stock 
 
௩ ௦௧  ௗ௦ ௩  ௦

௨௧௦  ௩   ௦  x units of closing inventory 

 
 
 
FIFO 
 
௨௧௨   ௦௧
௨௧௦ ௨௧௨ௗ  x units of opening inventory 

 
 
 
Closing 
 
௨௧௨ ௦௧
௨௧௦ ௨௧௨ௗ x units  of closing stock 
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Direct 
 
 

 ௩௧௬
௨௧௦   ௩௧௬    x  VC/unit 

 
 
Closing Inventory 
Units of closing inventory x VC /unit 
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Topic 5 
 
ABC and Traditional 
 
Traditional costly 
Fixed production overhead cost is allocated to products by linking it to only one volume – driven 
allocation base e.g. machine hours. [Very crude way in which to allocate support overheads]. 
 
ABC – assumes that activities cause or drive the cost and that products are created by 
activities. Allocation of costs is therefore based on the utilization of activities. 
Purpose – to allocate cost based on the cause of the cost. 
 
Two stage allocation process. 
Traditional Method                               vs                     ABC 

1. Allocates overheads to production and 
service departments then reallocates 
service department costs to the production 
departments (secondary  allocation) 

 

1. Pools overheads to each major activity 
rather than departments. 

2. Allocation of overheads to products 
based on a small number of second stage 
allocation bases (units/hours) resulting in 
overhead allocation rate. 

2. Cost driven rate is used rather than 
allocation rate, a widen base for more 
accurate results. 

  
Steps to follow answering ABC question 

� Identify activities 
� Identify cost drivers 
� Create  cost pool for each activity 
� Calculate activity  cost rate 
� Allocate cost to cost object 

 
Activity - is a task, action or unit of work that is carried out in the organization. 
 
Transaction driver – count the number of times that an activity is performed. 
Duration driver- represents the length of time required to perform an activity. 
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Topic 6 
 
Job costing system 
 
Method of calculating the cost per unit is used were goods are manufactured according to a 
clients specifications that is, where heterogeneous products are manufactured using the same 
production facilities. 
 
When calculating the cost per unit, 1 job is looked at independently from the other jobs. An 
independent ledger account for a specific job is opened that will be debited  with all specific job 
is opened that will be debited with all that was used for the job i.e.  materials, labour and 
overheads. If the job was completed the account is  closed off against the finished goods 
account. If not finished it will be closed of against  the work  in progress account. 
 
NB The basis for allocating overheads. 
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Required 
 
Draft a cost and income statement for May 19.9 showing the situation regarding each job and 
stock levels of each at the end of the month. 
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Topic 7 
 
Process costing system 
 
A process costing system is a costing system used to  obtain  record, and  report cost data in 
industries where large quantities of similar products pass through a single process or a 
consecutive process in the course of production. 
 
Unit cost in system with a single process 
 

 
Process 1 

Material 150000  
Labour 60000  

Overhead 75000  
 285 Manufacturing cost 

 
 
 
 
 
 
Unit cost in a system with two or consecutive process 
 
 
 
 
 
 
 
 
Prev Process - 50000 86000 Finished goods 
Material 12000 - 14000 130 000 
Labour 29000 16000 2000  
Overhead 9000 20000 7000  
Total 50000 86000 130000  
units 10000 10000 10000  
Cost/unit R5 R86 R13  
 
 
 
 

Process cost Reports 
� Quantity statement 
� Production cost statement 
� Allocation statement 

 
 
 

P1 P2 P3 

material 

labour 

overheads 

Labour &overhead Labour &overhead 
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Quantity Statement 
 
Accounts for all the units produced in the process  
NB Only Quantities involved 

 
 

Key things to note 
� Input = output 
� Method of stock valuation  used 
� Calculation of units that reached/passed  the wastage point  during  the  current period 

(Losses). 
� Wastage points 
� Stage  of completion of  opening  and closing stock  
� Equivalent  completed units 

 
 
Frame works 
 
Quantity statement for the period ended (weighted average method) 
 
Inputs Details Output Raw Materials conservation 
    %  % 
 Input      

xxx Opening WIP      
xxx Put into production      

 Out put      
       
 Completed and  transferred xxx xxx xxx xxx xxx 
 Normal loss xxx xxx xxx xxx xxx 
 Abnormal loss xxx xxx xxx xxx xxx 
 Closing WIP xxx xxx xxx xxx xxx 

xxx  xxx xxx  xxx  
 
 
 
FIFO Method 
 
Inputs Details Output Raw Materials conservation 
    %  % 
 Input      

xxx Opening WIP      
xxx Put into production      

 Out put      
       
 Completed and  transferred 

Opening wip 
xxx - xxx xxx xxx 

 Current production xxx xxx xxx xxx xxx 
 normal loss xxx xxx xxx xxx xxx 
 Abnormal loss xxx xxx xxx xxx xxx 
 Closing WIP xxx xxx xxx xxx xxx 

xxx  xxx xxx  xxx  
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Equivalent Completed units 

� Ecus are used to compare partially completed units. (WIP) by coveting them into a 
comparable number  of fully completed units called “equivalent units”. 

� e.g. If unit cost R100 /unit to manufacture and there are 2 00 WIP units which are 40% 
complete (material  100%) 

� it means, ECU = 200 X 40 % = 80 units 
� we use stage  of completion to calculate the ECU. 

 
NB. When calculating ECU for materials and conversion. 
 
Using the same above mention scenario and assuming  that this was opening stock. 
 

� Remember Opening stock these are units which were started to be produced in the 
previous period to be finished in the current period so what written took place in the 
previous period. We are to account for the current period. 

 
� For material 100 % - 100% = 0 

Conversation 
N 100% - 4 0% = 60 % i.e. 60% of conversation would be done this current period. 

 
Losses 
Abnormal – avoidable – Balancing figure in the Quantity statement 
Normal – unavoidable   - calculated 
 
Normal Loss 
We  have to calculate the unit that would  have passed  to wastage point during  the current  
period. 
Losses are accounted for in the  period are incurred. 
Look  at opening stock and closing stock whether they readed  the wastage point in the  current  
period or not.  
For opening stock ascertain  if the  loss was accounted for in the previous  period or not. As for 
closing stock ascertain whether the loss on closing units  has been incurred or will be incurred in 
the following period. 
 

Oct / Nov 2008   Question (20 marks) 
 
Ping cc manufactures a  single product in one process. The following  information  for 
August 2008  is  available 
 
Work in process – 1 August 2008 72 000 units 
Material-100%  complete R450 000 
Conversion  costs – 50 % complete R766 200 
Material issued  for 182 000 units R3148 800 
Conversation cost R3762000 
Units  completed 150 000units 
Work in process  31 August  2008 80 000 units 
Material   100%  
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Conversation    75%  
 
 
 
 
 
Additional Information 

1. Material is added at the beginning of the process conversation costs are incurred evenly 
throughout the process. 

2. Normal spoilage is estimated @ 5% of input that reaches the point  of spoilage. 
3. Losses occur when the process is 90% complete. 
4. Stock is valued according to the first in first method 

 
 
Required 

� Prepare the following statement for August 2008 
� Quantity Statement 
� Production  cost statement 
� Allocation statement 

 
SOLUTION 
Key things to note:  

� method of stock valuation 
� Wastage point 
� Normal loss  percentages 

 
 
 

Input Details Output Material  conversion 
72  000 Opening WIP      
182 000 Put  Into Production      
 Completed & transferred from 

WIP 
68400 -  34200  

 Current production 81600 81600  81600  
  150000 81600  115800  
 Spoilage :Normal  8700 8700  7830  
 5%(72000+182000-80 000)      
 Abnormal  15300 15300  13770  
 Closing wip 80000 50 000  60000  
254000  254000 185600  197400  
       

 

LOSS  

Opening WIP Opening WIP WP 
Prev Period   
   
   
 50%Current period 90% 
 

100 
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Opening units reached/passed wastage  point  in the  current period therefore loss on  opening 
stock  to be accounted  for  in the  current  period. 
 

CLOSING WIP 
 
 
 
 
 
 
 
       
   
Current  period   
 
 

 

Closing WIP units has passed the wastage point; they will pass in the following period therefore 
no loss has to be accounted for during the current period. 
 
 
Production cost statement 
It deals with cost incurred during the process. 
NOTE: the method of stock valuation  used it affects the cost statement. 
 
Using the Oct/Nov Question 
First in First Out 
 
 Total Material Conversation 
Opening WIP 1216200 - - 
Current costs 910 800 3148800 3762000 
 8127000 3148800 3762000 
  185600 197400 
:Equivalent units    
EC/unit 36.03 16    +  19.06 
 
 
 
Assuming that weighted average was used 
 Total Material Conversation 
Opening WIP 1216200 450000 766200 
Current cost 6910800 3148800 3762000 
 8127000 3 598 800 4 528 200 
  185 600  
 42.33 = 19.39           + 22.94 

Closing WIP WP 

90% 75% 100% 0 
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                                                                       Weighted price 
 
 
Allocation Statement 
Allocation statements links the Quantity Statements to cost incurred during the period 
(production cost statement). 
Note Normal losses are accounted as product cost. 
Abnormal losses are period cost. 
 

OCTOMBER NOVEMEBR 2008 
Normal loss to be allocated 
(87000x16.97)+(7830x19.06) =    296879 
Aportioned to units completed 150 000 ଵହ 

ଵହ ଷ x 296 579 269 400 

Abnormal units 15300 15300
165300 

27479 

 165 300   
    
    
Allocation Statement    
Opening WIP 1216200 1216200  
Material 450000   
Conversation (115 800 x 19.06 766200   
Current cost  3861300  
Material (81600x16.97) 1384752   
Conversion (115800x19.06) 2207148   
Normal loss 269400   
Completed  and transferred  5077500  
Abnormal spoilage  549579  
Material  15 300 x 16.97 259641   
Conversion  13 770 x 19.06 262456   
Normal loss  27479   
Closing WIP  2501200  
Material 18000 x 16 497 1357600   
Conversation 160 000 x 19.06 1143600   
  1276  
Difference due to rounding  8127000  
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Topic 8 
 
Joint and by production costing system 
 
Joint production 
Production arising from the joint process which have significant value. Joint process is 
internationally completed to obtain these products. 
 
Joint process 
Two or more different products which are not separately identifiable until this process is 
completed, emerge from the joint process. 
 
Split of point 
Point in the production process where the separate joint products can be identified for the first 
time. 
 
Joint cost 

x Common cost incurred prior to the split off point are known as joint costs 
x Further processing costs 
x Extra cost incurred to further convert the separated joint products into final products. 

 
 
By product 
 
Products that is insignificant in value to the joint products. 
 
Methods used to allocate joint cost 

1. Physical standard method 
x Physical quantities of products will be used to proportion the joint cost (in proportion to 

the physical quantity of each joint product produced). 
x Suitable where the output is similar in nature and value. 

 
2. Market value at  slit off point method 

x Joint calls are allocated to each product in proportion to their potential market value 
of the product at split off point in the production process. 

x Assumes that higher selling prices are accompanied by higher costs. 
 

3. Net realizable value at split  off point method 
x Market value  of the final  product  is taken and reduced by any costs incurred for 

processing of the product beyond the split off pout  and by selling  and distribution 
costs incurred to sell the final product. 

x NRV values are used to establish the ratio in which the joint cost costs are to be 
apportioned. 
 

4. Reversal costing  method 
When using this method, the question is not  what portion of  the costs should be allocated 
to the products  but what amount should be absorbed by each  product to arrive at a  
constant gross profit percentage for all or specific products. 
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Refer to Activity 19.2 study guide 

May / June 2008 
Gee Gee Ltd manufactures three products in a single process. 
The following are actual result for March 2008. 
 A V M 
Selling price @ split off point(per litre) 6 8 9 
Selling price after further processing (per litre) 14 12 21 
Cost after split off point 188500 111000 233500 
Output 35000L 25000L 20000L 
 
The following cost are incurred in a  joint  process 
Direct material R224 400   
Direct Labour R93 500   
Manufacturing overheads R149 600   
 
 
It is the policy of the company to allocate joint costs according t o the relative market value 
of the final product method. 
There was no stock on hand at the end of March 2008. 
 
Required 
a. Calculate the actual Profit/loss on sale of each product for March 2008 if all  three 

products  are further processed. 
b. Calculate how profits could be maximized if one or more products are sold at split – off 

point. 
 
 

 
 
 

 
 

 
   

 
 
 
 
 
 
 

 

 

 

14 

12 

21 20000L 
M9 

25000L 
V8 

35000L 
A6 

224400+93500+14960
0 

Joint cost 
467500 

Split off point Further processing cost 

233 500 

111 000 

188  500 GR TUTORIA
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(a) 

Product Rel  Market  Value J. C 
Allocation 

A (35 000 X 14) – 188 500 = 301500  
ଷଵହ
 X 467 500 208208 

V (25000 X 12) – 111000 = 189 000 
ଵ଼ଽ 
  X 467 500 130513 

M (20 000 X 21) – 233 350 = 186 500
ଵ଼ହ
 X 467 500 128786 

                 677 00 467500 
 

 

 A V M 
Sales 35000x14 49000 300000 420000 
25000x12    
20000x21    
    
Less cost    
Joint  cost (208 200) (130 513) (128 786) 
Additional cost (188500) (111 000) (233 500) 
Net Profit 93300 58487 57714 
 

(b) 

 A V M 
Sales  35000 x 6 210000   
25000x8  200000  
20000x9   180000 
Less joint cost 208200 130513 128786 
 1800 69487 51214 
 

Therefore: Product A should be processed further 93300 
Product V should of split off point 69487 
Product M should be further processed 57714 
Max Profit 220501 
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Accounting for by products 
Revenue from by-products are accounted for in the ways. 
� Reduction of joint cost. 
� This method, reduce the joint  cost by subtracting  revenue from  byproducts from  the 

total. Joint cost before being allocated. 
 

� Separate income 
� It can also be seen as additional income and after calculating net profit  the revenue 

from by-products  will be added as a separate income. 
 

� Reduction of cost sales 
� Reduce the cost of sale with the revenue from by products. 
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Topic 9 
 
Standard costing 
Standards – predetermined targets, they are targets inputs that should be achieve under 
efficient operating conditions. 
 
Note: A budget represents the costs of an entire activity or operation where as standards 
represents the same information per unit. 
 
Calculating variances 
Basically we are comparing the actual results to the standards in all the variances calculated. 
 
 
When Actual < standards = favourable variances 
Actual > Standards = unfavourable variances 
 
 
Income 
Actual < standards =  unfavorable variance 
Actual > standards = favourable 
 
 
Fomula 
Materials 
TMO  = MPV + MQV 
MPV = (AP – SP) AQ 
MQV = (AQ – SQ) SP 
 
 
Labour 
TLV = LRV + LEFFV 
LRV  = (AR – SR) Act hour 
LEffV = (Act hrs – Shrs) SR 
 
 
Variable manufacturing variance (Vm olho) 
Varying with Labour hours 
TVmo/hv = VM0/h Rate variance + VM 0/h efficiency variance. 
Vm 0/h rate v = (AR – SR ) Actual hrs 
V m 0/heefv = (Act hours – 5 hours) SR 
 
 
Vary with Production 
TVM 0/hv = VM  0/h rate variance 
VM 0/h rate v  = (Ar – Sr) Actual output 
V M 0/h rate V  = 0 (always) efficiency is measured with hours not units only. 
 
 
 October / November 2008 
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GoGoGo cc manufactures and sells a single product the following information was obtained f or 
June 2008 
 

� Budgeted sales R1386 000 (Budgeted selling price per unit R16.50 
� Actual sales R1352000 
� 84500 units were manufactured and sold during the June 2008. 
� The standard cost per unit is calculated as follows. 

 
  R 
Material R5 120 per kg 7.80 
Labour R8 per hour  4.00 
Variable overheads Vary with production 1.20 
Fixed overheads R3.60 per machine hour 2.00 
  15.00 
 
 
 

� Actual labour hours for June 2008 were 42200 hours 
� Actual material costs were R670400 
� Variable overheads of R95200 were  paid 
� Fixed overheads amounting R142000 were paid  in June 2008 

 
Budgeted and actual net profit is R135 000 and R100 420 respectively. 
The following variances were  calculated. 
 
 R 
Material purchase price variance 12500 Unfavourable 
Material quantity variance 1300 favourable 
Labour  rate variance 6330 unfavourable 
Fixed overhead variance 18600 favourable 
 
 
 
Required 
 

a. Calculate the following for the 2008 
i. Sales price variance 
ii. Actual quantity purchased 
iii. Actual rate paid per labour hour. 
iv. Labour efficiently variance 
v. Variable overhead variance. 

 
b. Reconcile the budgeted profit with actual profit for June 2008. 

 
 
 
 
 
 

Solution 
i. Sales price variance  = Act sale – standard sales 
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= (splu – Ssplu) Units sold 
 
(1352000 84500ൗ  - 16.50 )84 500 

42250  u 
 

ii. Actual quantity purchased = 
MQV = (AQ-SQ) sp 
 
 
 
1300 (f) = (x – (84500x1.5))  16.50 
 
 
 
ଵଷ ()

ଵ.ହ   = 
(௫ିଵଶହ)ଵ.ହ

ଵ.ହ  

 
 
 
250(f) = x – 126 750 
 
 
Note : variance is 250(f) which means the Actual Quantity must be less than the  standard 
Quantity of 
 
250(f) = x – 126 750 
 
Change the favourable variance to a negative to get the correct answer. (Always to the 
opposite) 
 
-250 = x – 126 750 
 
X = 126 500 
 
AQ = 126 500 
 
Actual rate paid 
LRV = (Ar – SR) Actual hours 
 
ଷଷ()

ସଶଶ  = 
(௫ି଼)ସଶଶ

ସଶ ଶ  
 
0.15 A = x -8 
 
Remember how we treated the previous question 
 
0.15 +8 = x 
 

5.20 

5.20 5.20 

5.20 
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X = 8.15 
 
Actual rate = R8.15/hour 
 
vi  Labour efficiency variance  = (Actual hrs – 5hrs) SR 
    = (42200 – (0.5x84500)) 8 
    =(42200-42250)8 
    =400(8) 
 
v.variable overhead variance = 
Rate variance = (AR –SR)Production 
 

= (95200 84500ൗ  - 1.20) 84500 

 
(1.13-120) 84500 
6200 (f) 
 
 
 
 
 
 
Reconciliation  
Budgeted profit 135000 
Actual profit 100420 
 34580 
Selling price v (42200) 
Total mat v (11200) 
Total labour (5930) 
Variable overhead v 6200 
Fixed overhead v 18600 
 34580 
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Topic 10 
 
Relevant Info for short term Decision 
 
Relevant Information 
 
Relevant Information – This is the information that should be taken into account in order to 
choose an appropriate course of action from a set of possible options. 
 
Criteria for Relevance 
 
To be relevant to a specific decision a cost should meet the  following: 
It relates to the future (not a sunk cost) 
Payable/ receivable in cash. 
It is directly determined by the alternative selected. 
It arises as a result of the decision. 
 
Sunk costs 
Cost incurred in the past  and cannot be changed. 
 
Committed costs/increase (unavoidable) 
 
Future cash flows that arise as a result of a decision or action taken in the past. 
They are unaffected by the decision  that need to be taken now and cannot be presented by 
selecting anyone of  the available alternatives. 
 
Incremental cost 
 
Additional cost that will be incurred if a specific alternative is selected and that  will lead  to 
future cash outflow  for the organization 
 
Incremental Income 
Additional income generated if a specific alternative is selected and that will lead to a future 
cash inflow for the organization. 
 
Avoidable costs 
Cost that an organisation prevents from being incurred by choosing a specific option. 
 
Avoidable costs are relevant cost. 
 
Opportunity costs 
Forfeited cost   
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Limiting factors and allocation of resources  
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Probabilities and decision tree 
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Question papers and answers 
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Extra questions 
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