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Direct Material Cost

Direct material cost can be defined as ‘The Cost of material which can
be attributed to a cost object in an economically feasible way'. Direct
materials are those materials which can be identified in the product and
can be conveniently measured and directly charged to the product.
Thus, these materials directly enter the product and form a part of the
finished product. For example, timber in furniture making, cloth in dress
making, bricks in building a house. The following are normally classified
as direct materials :-

(i) All raw materials, like jute in the manufacture of gunny bags, pig iron
in foundry and fruits in canning industry.

(i) Materials specifically purchased for a specific job, process or order,
like glue for book binding, starch powder for dressing yarn.

(i) Parts or components purchased or produced, like batteries for
transistor-radios.

(iv) Primary packing materials like cartons, wrappings, card-board

boxes, etc
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Indirect Material Cost

Materials, the costs of which cannot be directly attributed to a
particular cost object. Indirect materials are those materials
which do not normally form a part of the finished product. It
has been defined as “materials which cannot be allocated but
which can apportioned to or absorbed by cost centres or cost
units”.

These are:

(I)Stores used in maintenance of machinery, buildings, etc.,
like lubricants, cotton waste, bricks and cements.

(i)Stores used by the service departments, i.e., non-productive
departments like Power House, Boiler House and Canteen,
etc., and

(lif)Materials which due to their cost being small, are not

considered worthwhile to be treated as direct materials.
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Direct Labour

Labour which takes an active and
direct part in the production of a
particular commodity and can be
directly co-related to any specific
activity of production is termed as
direct labour. Process labour,
productive labour, operating labour,
manufacturinglabour, direct wages etc
are used synonymously with direct
labour.
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Indirect Labour

Employees who do not directly take part
In the manufacturing process and
whose cost cannot be identified with the
Individual cost centre are Iincluded
under indirect labour. Such labour does
not alter the construction, composition
or condition of theproduct. Salary of
foreman, salesmen and director are
some examples of indirect labour.

(@ ARt it Fafor uftear F e s T8 od § iR
fSiHeh! @NTd bt UgaT aafhild dlTd chg & gl chl ST
Yohd! 8, 38 UL HH & dgd AMAA fhar Srar g
39 g o o9 o fAmior, 9xg=r a1 939qr i [Aafa &
gRad- Tl gidT 81 WA, Toga- 3R [Hesre o1 daq
T HH & FS I8 al)




Direct Expenses

Direct expenses are expenses relating to
manufacture of a product or rendering a service
which can be identified or linked with the cost object
other than direct material cost and direct employee
cost. Direct expenses include all expenditure other
than direct material or direct labour that is specifically

incurred for a particular product or process. (vas am g
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Examples of direct expenses are: (i) Excise duty; (ii)
Royalty; (iii) Architect or Supervisor's fees; (iv)
Travelling expenses to the city, (v) Expenses of
designing or drawings of patterns or models; (vi)

Repairs and maintenance of plant obtained on hire.

Indirect Expenses
All expenses other than direct expenses are indirect
in nature. (UG& &Y & Al 3 1 0T Uepfd H
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OVERHEADS

{Overheasds = Indirect Material+ Indirect Labour + Indirect Expenses}
People generally use the terms overheads and indirect
expenses synonymously. But, it needs to be understood
that "overheads" has a wider meaning than the term
"Indirect expenses". Overhead sinclude the cost of indirect
material, indirect labour besides indirect expenses.
Indirect expenses may be classified under the following
three categories:-

1.Factory (Manufacturing, works or production)
Overheads: All expenses incurred in the factory for its
smooth functioning including production management
expenses are Included here. Examples: Rent, rates,
Insurance, power etc. of factory.

2.0ffice and Administrative Overheads include expenses
pertaining to the management and administration of
business. Example: Rent of office, lighting, heating,
printing, stationery, etc.

3.Selling and Distribution Overheads: These are expenses
incurred for marketing of a commodity, for securing orders
for the articles, despatching goods sold, and for making

efforts to find and retain customers.
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Prime Cost

{Prime Cost = Direct Material + Direct Labour + Direct Expenses}

The aggregate of Direct Material, Direct Labour and
Direct Expenses. Generally it constitutes 50% to
80% of the total cost of the product, as such, as it is

primary to the cost of the product and called Prime
Cost.
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