
BATCH COSTING

When the batch is completed the unit cost of individual items in the batch is found by dividing the total batch cost by the
number of items in the.

On the other hand, if batches are very large it involves more of inventory and it has its own advantages. If so,
the cost per unit will also be low. The method of costing is used when jobs are performed for different
customers as per their orders. Each batch is a quantity of identical units. A incurred the following costs:
Factory overheads are absorbed on labour hours basis and rates are Rs 7per hour for Department A and Rs 4
per hour for Department B. This is so because, if the batches are many, the economies arising out of large
scale production is not taken advantage of. On completion the business knowing the total cost and number of
units in the batch can calculate the unit cost, selling price and profitability of each unit. Generally, it happens
that production time is lost while setting up for the production. The company may want to get lower cost of
production. Assignment Writing Help. Indirect costs are applied to the batch using an appropriate
predetermined overhead rate. Economic Batch Quantity : The concept of economic batch quantity is quite
similar to economic order quantity. In order to know the cost of production of a batch of articles, a batch cost
sheet is prepared. Production is usually done in batches and each batch can have any number of units of
Component in it. Production overhead is applied to batches using predetermined overhead rate calculated on
an appropriate basis such as direct labor hours or labor cost. On sale the costs are then transferred from the
finished goods inventory account to the cost of sales account in the usual manner. The production planning
determines the batch of articles to be produced depending upon the orders received or the potential demand for
such articles. Batch costing does not differ much from job costing in respect of accounting procedure. Direct
costs such as raw materials, labor and setup expenses are allocated directly to the batch. However, there are
some differences between batch costing and job costing. Procedure of Batch Costing : First, the size of the
batch is determined. Advantages of Batch Costing : Following are the main advantages of batch costing as
compared to job costing: 1 Accounting work is reduced under batch costing because costing is done in respect
of a batch of product of homogeneous jobs. The determination of most economical batch quantity requires
consideration of many related factors of costs and economies. It may extend to multiple accounting periods,
and so they are not associated with particular periods. In this system, a group of identical units, comprising of
a batch is used as a cost unit, to estimate cost. The transfer takes place by a credit entry to labor costs and a
debit entry to the batch cost sheet or to production overheads. Each job is treated as separate entity. Job
costing refers to costing of jobs that are executed against specific orders whereas in batch costing items are
manufactured for stock.


