Materials

Controlling and Costing
(Qualitative Tools)

Materials:


Required to run the business efficiently;

Materials Include:

1. Direct /Raw Materials

2. Indirect Materials.

3. Supplies.

a. Manufacturing

b. Office

c. Shipping.

4. Work in Process.

5. Finished Goods/Parts

6. Purchased Parts

7. Stores.
· Essential For:

1. Providing best services to customers.
2. Producing at Maximum Capacity.

3. Management of Inventory at Predetermined Level to stabilize investment in Inventories.

· Procedure for Materials Procurement and Use
1. Engineering, planning determine
a.  the design of product, 
b. Material specifications and
c. Material requirement at each stage.

2. Production Budget is a master plan for the forecasted need of material.
3. Purchase requisition from the concerned departments.

4. Purchase order for supply of material to vendor.

5. Receiving report after receipt and inspection.

6. Store Ledger Card  for receipt and issue.
7. Bin Card as Store Record.

8. Material requisition for issue of Material.
Material Documents.

1. Purchase requisition
2. Purchase Order

3. Receiving Report.

4. Debit & Credit Note.

5. Material Requisition.

6. Material Return Note.

7. Bill of Material.

8. Material Abstract.

9. Bin Card Store Ledger Card.

· Determining the Cost of Purchased Material:

· Purchase Price of Material;
· Cash Discount.

i. Net Price Method.
ii. Gross Price Method.

· Material Receiving and Handling Costs.

i. Actual Receiving & Handling Costs.
ii. Applied acquisition and Handling Costs.
	Estimated purchasing department cost for budget period

Estimated number of purchases or estimated amount of purchases
	=


	Rate per purchase or rate per dollar purchased



	Estimated receiving department cost for budget period

Estimated number of items to be received during period


	=
	Rate per Item

	Estimated material department cost for budget period

Estimated number of items, feet of space, dollar value, etc.


	=
	Rate per item, cubic foot, dollar value, etc.

	Estimated applicable accounting department cost for budget period

Estimated number of transactions.
	=
	Rate per transaction


4. Freight Costs.
5. Custom & Octroi etc.
· Inventor Systems.
· Periodic Inventory System.

· Perpetual Inventory System.

· Periodic Inventory System.

In a periodic Inventory system, no effort is made to keep up to date record of either the inventory or the cost of goods sold,  Instead , these amounts are determined only periodically- usually at the end of each year.

· Perpetual Inventory System:
Merchandising transactions are recorded immediately as they occur. The system draws its name from the fact that the accounting records are kept perpetually up to date.  Purchases of merchandise are recorded by debiting an asset account entitled inventory. When merchandise is sold, two entries are necessary: one to recognize the revenue earned and the second to recognize the related cost of goods sold.  This second entry also reduces the balance of inventory account to reflect the sale of some of the company’s inventory.   

	Transaction
	Perpetual Inventory

	Purchase of inventory
	Inventory

             Accounts Payable

	Sale of Inventory
	Accounts Receivable

             Sales

Cost of goods sold

             Inventory



	Taking a Physical Inventory and adjusting the inventory for deficit
	Cost of goods sold

             Inventory


	Transaction
	Periodic Inventory

	Purchase of inventory
	Purchases

             Accounts Payable

	Creating Cost of Goods sold account
	Cost of goods sold

           Inventory(opening)

           Purchases

Inventory (Closing)

             Cost of goods sold



	Sale of Inventory
	Accounts Receivable

             Sales




· Main Cash Flow assumptions.
1. Specific Costing.

2. FIFO.

3. LIFO

4. Average Costing.

5. HIFO.

6. Most Recent Purchase Price.

7. Base Stock Method.

8. Market Price Method.

9. Standard Cost.
10. Direct Cost.

11. LCM Costing.
· Recovery of Scrap
Cash or Accounts Receivables

Factory overhead Control 
or

Cash or Accounts Receivables



Scrap Sales

· Rework on Defective Production.
	Loss is charged to FOH
	Loss is charged to WIP

	Factory Over head Control

                  Material Control

                  Payroll Control

                  FOH Control
	Work in process Control

                  Material Control

                  Payroll Control

                  FOH Control


· Rework on Defective Production.
	Loss is charged to FOH
	Loss is charged to WIP

	Spoiled Goods Control

Factory Over Head Control

                         Work in Process Control
	Spoiled Goods Control

                         Work in Process Control

	
	Cash / Acc receivables

                          Spoiled goods control
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