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Accounting for 
Overheads

Overhead Cost

Production O/H cost Selling & Distribution O/H cost Administration O/H cost

O/H cost that incurred in 
the production process.

EX: 
1. Factory rent,
2. Factory machine 

depreciation
3. Factory building rent
4. Factory building 

electricity expense
5. Supervisor salary

O/H cost that incurred in 
promoting sales & retaining 
customers, and the expenses 
incurred from the stage the 
product is finished till it reach 
to customers.

EX: 
1. Sales staff salary
2. Advertising expense
3. Market research exp
4. Travelling Exp
5. Carriage Outwards

O/H cost that incurred for daily 
operations of the company 
other than Production O/H and 
marketing O/H.

EX: 
1. Office rent
2. Office staff salary
3. Audit fee
4. Legal expenses
5. Insurance expense
6. Office electricity expense
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Example : 01
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Production cost per unit

Direct Cost
Direct Material                        100
Direct Labur 200
Direct Other                            300

Production Overhead cost
Cost center A                           50
Cost center B                         120

Total Production Cost             770

Under or Over 
Absorption of 

Overheads
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Under absorption of O/H

Over absorption of O/H

2025 July
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2024 January

Activity Based 
Costing method 

(ABC)
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Example: Two Students Sharing Expenses. 

Imagine two students renting an apartment. They share the same 
place but use resources differently. 
• Student A cooks every day → uses more gas and electricity
• Student B orders food → uses less cooking gas
• Both use Wi-Fi equally
• Student A washes clothes twice a week; B washes once

If they split the bills equally, it’s un-fair. Instead, you allocate costs 
based on activities:

Gas → based on cooking hours
Water → based on number of washes
Wi-Fi → split equally

This is exactly what ABC does for products.

ABC is a costing method that finds the real cost of making a 
product by looking at the activities it uses. Products don’t 
consume costs—activities do.

Step 04Step 03Step 02Step 01

Assign the cost to 
products

Choose Cost driversCalculate Activity 
Cost

Identify Activities

Ex:
1. Number of setups
2. Number of 

inspections
3. Hours of 

packaging
4. Number of 

material moves

• Calculate total 
O/H cost per 
activity.

Examples:
•Setting up machines
•Quality Inspection
•Packaging
•Material Handling
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Example – ABC method

ABC company produce following two products:
• Product A
• Product B

In relation to the production the relevant information as follows.

Overhead Cost (Rs.)Activity

150,000Machine Setups

200,000Quality Inspection

250,000Packaging

TotalProduct BProduct ACost Drivers

503020Number of setups

1007030
Number of 
inspections

500300200Packing hours

Based on the ABC method calculate the overhead cost per unit for Product A & 
Product B.
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Product BProduct ATotal O/HCost DriverActivity

Number of setupsMachine Setups

Number of 
inspections

Quality Inspection

Packing hoursPackaging

O/H cost per unit

Thank You


