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Accounting for Material 
& Labor

Material 
Control
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Objectives of material Control

There are 3 stages that material cost can be controlled.

1. At the time of purchase
2. During storage
3. At the time of issuing / consumption
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Purchasing Procedure

Request materials from the warehouse.Material Requisition Note (MRN)

Request made to purchasing department 
from the warehouse to purchase the 
required material from the suppliers. 

Purchase Requisition Note (PRN)

From purchasing department to supplier 
requiring the materials.
01 copy – warehouse
02 copy – finance department
03 copy – keep within purchasing dep

Purchase Order (PO)
(3 copies maintained)

Given by the supplier Delivery Note

The document issue by the warehouse 
confirming goods are received. 

2 copies maintained.
Original – Keep in warehouse
01 copy – Finance dep
02 copy – purchasing dep

Good received Note (GRN)

Issued by the supplier to the finance 
department.

Invoice

A document maintained to find the balance 
of material quantity at a particular date.

Bin Card
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Inventory related cost

01. Ordering Cost

02. Holding Cost
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01. Ordering Cost

02. Holding Cost
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Economic Order Quantity
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EOQ is the size of the order where the total inventory cost 
is minimized.

At this point,
1. Total Inventory cost is minimized.
2. Total ordering cost = Total holding cost

Example 01

What is EOQ ?
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Assumptions used in EOQ formula
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Example 02
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Example 03

The following information is provided for a component used in a 
production process:

Annual demand: 4,000 units
Cost per unit: Rs. 600
Ordering cost: Rs. 1,200 per order
Holding cost: 25% of unit cost

Required:
(a) Economic Order Quantity (EOQ)
(b) Annual total ordering cost if EOQ is ordered
(c) Annual total holding cost if EOQ is ordered

Other types of Inventory Controlling 
Systems
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01. Establishing Control Levels
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Example 04

02. Constant order cycle systems
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03. Two Bin System

04. Just In Time (JIT) System
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05. ABC method

Pricing and 
valuation 

methods of 
material issue



17

FIFO Method
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Examples

01.01.2025 raw material “y” units were 100. Per unit cost 10/=
05.01,2025 purchased 200 units at a price 12/=
10.01.2025 purchased 500 units at a price 15/=
15.01.2025 Issue 150 units for the production.
16.01.2025, 50 units were returned to supplier which was purchased at 
10.01.2025.
20.01.2025, 300 units issued for the production.

What is the cost of inventory as at 31.01.2025 per FIFO method?
What is the cost of sale during the January month?

BalanceIssuesReceipts
Date 

Total 
value

Quantity
Total 
value

Per 
unit 
price

Quantity
Total 
value

Per 
unit 
price

Quantity

1,0001001000101001/1/25

3,4003002400122005/1/25

10,90080075001550010/1/25

10001010015/1/25

9,3006506001250

8,550600750155016/1/25

1,8001215020/1/25

4,5003002,25015150
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Cost of sale

15/01/2025 – 150 units = 1,600/=

21/01/2025 – 300 units = 4,050/=

Total COS = (1,600 + 4,050) = Rs. 5,650

Examples – FIFO Method

Calculate the cost of sales and cost of inventory as at 31.01.2025 using 
FIFO method

• 01.01.2025 raw material “y” units were 200. Per unit cost 15/=

• 05.01,2025 purchased 300 units at a price 10/=

• 10.01.2025 purchased 600 units at a price 15/=

• 15.01.2025 Issue 100 units for the production.

• 16.01.2025, 100 units were returned to supplier which was 
purchased at 10.01.2025.

• 20.01.2025, 100 units issued for the production.

• 25.01.2025, 100 units purchased for 25/=
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BalanceIssuesReceiptsDate 

Total 
value

Quantity
Total 
value

Per unit 
price

QuantityTotal value
Per unit 

price
Quantity
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Example

• 01.01.2025 raw material “y” units were 100. Per unit cost 10/=

• 05.01,2025 purchased 200 units at a price 12/=

• 10.01.2025 purchased 500 units at a price 15/=

• 15.01.2025 Issue 150 units for the production.

• 16.01.2025, 50 units were returned to supplier which was 
purchased at 10.01.2025.

• 20.01.2025, 300 units issued for the production.

BalanceOutwardsInwardsDate 
Total valueAverag

e price 
per 
unit

Quant
ity

Total valuePer unit 
price

Quantit
y

Total 
value

Per unit 
price

Quantit
y

1,000101001000101001/1/25

3,40011.333002400122005/1/25

10,90013.6380075001550010/1/25

8,855.513.636502044.513.6315015/1/25

8,105.513.50600750155016/1/25

4,055.513.513004,05013.5030020/1/25
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Cost of sale

15/01/2025 – 150 units = 2,044.5/=

21/01/2025 – 300 units = 4,050/=

Total COS = (2,044.5 + 4,050) = Rs. 6,094.5

Example - WACC

Calculate the cost of sales and cost of inventory as at 31.01.2025 using 
WACC method

• 01.01.2025 raw material “y” units were 200. Per unit cost 15/=

• 05.01,2025 purchased 300 units at a price 10/=

• 10.01.2025 purchased 600 units at a price 15/=

• 15.01.2025 Issue 100 units for the production.

• 16.01.2025, 100 units were returned to supplier which was 
purchased at 10.01.2025.

• 20.01.2025, 100 units issued for the production.
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BalanceOutwardsInwardsDate 

Total valueAverag
e price 
per 
unit

Quant
ity

Total valuePer unit 
price

Quantit
y

Total 
value

Per unit 
price

Quantit
y

What is free 
stock?
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Example
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Let’s do some past 
papers

2025 July
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Answers

2025 January
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Answers

Answers

BalanceOutwardsInwardsDate 

Total 
value

Quantity
Total 
value

Per 
unit 
price

Quantity
Total 
value

Per 
unit 
price

Quantity
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2024 July

Answers
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2023 July

BalanceOutwardsInwardsDate 

Total valueAverag
e price 
per 
unit

Quant
ity

Total valuePer unit 
price

Quantit
y

Total 
value

Per unit 
price

Quantit
y


