Cost Classification.

Tutorial 1 &2.

Solutions.

Q1.
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(a) The basic pay of direct workers is a direct cost to the unit, job or process.
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The basic pay of indirect workers is an indirect cost, unless a customer asks for an order to be
carried out which involves the dedicated use of indirect workers' time, when the cost of this time
would be a direct labour cost of the order,

Overtime premium paid to both direct and indirect workers is an indirect cost, except in two
particular circumstances.

(i) If overtime is worked at the specific request of a customer 1o get his order completed, the
overtime premium paid is a direct cost of the order.

(i) If overtime is worked regularly by a production department in the normal course of
operations, the overtime premium paid to direct workers could be incorporated into the
{average) direct labour hourly rate.

Bonus payments are generally an indirect cost.

Employer's national insurance contributions {which are added to employees' total pay as a wages
cost) are normally treated as an indirect labour cost.

Idle time is an overhead cost, that is an indirect labour cost.

The cost of work on capital equipment is incorporated into the capital cost of the equipment.




Q2.
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Let's start by considering a general approach to answering multiple choice questions {MCQs). In a
numerical question like this, the best way to begin is to ignore the available options and work out your
own answer from the available data. If your solution corresponds to one of the four options then mark
this as your chosen answer and move on. Don't waste time working out whether any of the other
options might be correct. If your answer does not appear among the available options then check your
workings. If it still does not correspond to any of the options then you need to take a caiculated guess.

De not make the common error of simply selecting the answer which is closest to yours. The best thing
1o dois to first eliminate any answers which you know or suspect are incorrect. For example you could
eliminate C and D because you know that group bonus schemes are usually indirect costs. You are
then left with a choice between A and B, and at least you have now improved your chances if you really
are guessing.

The correct answer is B because the basic rate for overtime is a part of direct wages cost. It is only the
overtime premium that is usuaily regarded as an overhead or indirect cost.




Q3.
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Cost classification

Reference number

Production costs 1 3 8 9 14 18
Selling and distribution costs 2 5 7 10 11
Administration costs 6 13 15

Research and development costs 4 12
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