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National Association of Cost Accountants

ACCUMULATING THE OVERHEAD1
The preparation of this article has impressed upon me more 

than ever before the close relationship between “Accumulating the 
Overhead” and “Distributing the Overhead.” In many cases I have 
found that the answer to “How the Overhead Should be Accumu
lated” must be determined by the use made of the overhead in its 
distribution. I decided, therefore, it was best to give both sub
jects their relative consideration and then eliminate all matter 
strictly related to “Distributing the Overhead.”

Definitions of Terms
The cost system of a manufacturing concern should serve a 

twofold purpose, namely, to show the cost of manufacturing by con
trollable groups, and then to show how that same cost affects the 
value of the product made for sale. To do this the record of the 
cost of overhead must be compiled, first, to show its controllability 
by the operating management, and second, its effect on the cost of 
product.

Therefore, in an article of this kind it would seem well to cover 
the subject in a manner applicable to a factory, the product of which 
is so varied that a single unit for the measurement of that output 
probably would not be adopted. It would seem desirable also to 
define any terms which we may find necessary to use, such as the 
following:

1. Direct material is the material which becomes a part of a 
given article in its deliverable form.

2. Direct labor is that labor which is directly used to turn out 
the product for which a department is created. (Hence, the re
pairs made by the Maintenance Service Department are direct 
labor of that department.)

3. Converting is changing raw material from the form in 
which it was purchased. In the rubber industry this would cover 
the operations through compounding; in foundry practice through 
the cupola, etc.

4. Forming is making into shapes as by pressing, stamping, 
molding, etc.

5. Processing is any refining of shape by hand or machine.
6. Fitting and assembling is the fitting of component parts for 

assembly and the actual assembling of such parts into a completed 
article.

1This article is based upon a paper read before a meeting of the New York 
Chapter.
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7. Power service should include generation, transmission, heat 
and light.

8. Maintenance service covers the general mechanical work 
necessary to keep the plant running, and includes all maintenance 
and repairs of plant and equipment.

9. Control service includes all clerical and general office work, 
such as general supervision, planning, dispatching, employment, ac
counting, etc.

10. Productive departments are those departments in which 
the labor is performed directly on the product to put it into sale
able condition (comprising 3, 4, 5 and 6 above).

11. Contributory departments are those departments which 
perform service for other departments (comprising 7, 8 and 9 
above).

12. Burdens are all expenses other than direct labor and direct 
material (including items 7, 8 and 9 above and as noted below).

Elements of Manufacturing
We can now state that manufacturing consists of a combina

tion of two or more of the following:
Direct Material
Productive Efforts

Converting
Forming
Processing
Fitting and Assembling

Contributory Efforts
Power Service 
Maintenance Service 
Control Service

Burden Classification
In arriving at the total cost of product we recognize, of course, 

that the cost of contributory efforts is a burden to be combined with 
the cost of productive efforts by some method of distribution. We 
also know that each department, whether housing productive 
efforts or contributory efforts, has overhead or burden expenses of 
its own. These departmental burden items may be divided into 
three groups:

Product Burden
Equipment Burden
General Burden

Such expenses might be further subdivided as follows: 
Product Burden

Inspecting
Repairing
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Storing
Teaching beginners, etc.

Equipment Burden
Current Repairs on:

Buildings 
Equipment 
Machinery 
Tools 
Furniture

Fixed Charges 
Depreciation 
Taxes 
Insurance

General Burden
Supervision 
Clerical 
Cleaning and Oiling 
Receiving and Storing Purchases 
Shipping

Accumulating for a Department

Accepting as basic the above definitions, etc., let us next 
examine the result of some particular cost compilation and find out 
how that result was obtained. Suppose we take up a departmental 
cost sheet, for instance (see Form 1 on page 6). This form shows 
the cost of operating Department No. 1, known as the Converting 
Department. On this form we note that in a given period $864 
was paid for direct labor. As this is a productive department, as 
previously defined, we know that this labor was spent on product 
made for sale. Reference to the service tickets (time tickets) 
covering this labor will reveal the amount of direct or productive 
labor spent on each class of product.

We also note on the form that the total burden or overhead of 
this department for the period under review was $1,112. A study 
of Form 1 reveals the fact that $817 occurred directly in the de
partment or at least was more or less subject to the control of the 
department head. Of this amount $97 were overhead due to the 
product turned out during the period. $105 were due to repairs 
of equipment of the department. $415 were fixed charges, and $200 
general expenses, as previously defined.

Sources of Burden Charges

Suppose we now put ourselves in the place of the foreman of 
this department and call on the Accounting Department for the de-
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tail comprising these charges. The Accounting Department would 
report such information as follows:

Charges from Service (Time) Tickets 
Labor inspecting product

Class B $1.00
“ C 30.00
“ I 9.00
“ N 2.00
“ S 30.00 $72.00

Repairing Class S 20.00 $92.00

Here the Accounting Department has been able to show the fore
man that the charges were made directly from payroll records ap
proved by his authority; that is, either by himself, his assistant or 
his clerk.

This leaves charges of $5 which were not labor. This will be 
found under Material Used Tickets.

Salary List (General)
Foreman and Assistant $100.00
Dispatch Clerk 35.00
Janitor 20.00 $155.00

The foreman, of course, is familiar with the salary list of his 
own department and accepts this analysis.

Material Used Tickets

Repairing Product S $5.00
“ Buildings 5.00

(Proportionate repair of roof)
Repairing Machinery 27.00
Cleaning “ 5.00

The Material Used Tickets are produced to show the foreman 
the actual materials issued on his own requisition for repairing the 
product and for cleaning and oiling the department and its equip
ment. The Accounting Department shows the foreman that the 
roof of the building which houses his department had to be re
paired, and that the cost of such repairs is divided between the 
departments in the building in proportion to the space occupied by 
each. The material charge for repairing machinery was for ma
terial issued on a requisition of the machine shop foreman for use 
on repair orders placed by the foreman of Department No. 1.
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Other charges furnished by the Accounting Department are 
shown to be for the following:
Labor from Maintenance and Service Department as Per 

Service Tickets (Time Tickets)
Carpenter Shop $10.00

(Proportionate repair of roof)
Machine Shop 63.00

Liability and Compensation Insurance $20.00
As the premium for liability insurance is set as a rate per 

dollar of payroll, the foreman finds that this charge, $20, is in pro
portion to the wages paid in his department.
Direct Charge from the Voucher Register

Outside parties making an emergency call—$20.00
A breakdown caused an emergency call on a physician not 

covered by the insurance policies. This charge, not being the pur
chase of material, which could be handled through the storeroom 
records, nor the employment of labor, which might appear on the 
payroll, demanded special consideration. The bill when received 
was not covered by a receiving report. Therefore, the charge was 
passed for payment on the direct approval of the works manager. 
In the bill register it was of course entered as a charge to the fac
tory ledger. In the factory ledger it was carried to a suspense 
account used for all special items called “Factory Adjustments.” 
It was cleared by journal entry from this account to the general 
overhead of the department incurring the expense. The foreman 
has now obtained a detailed explanation of his departmental charges 
as follows:
PRODUCT BURDEN

Labor 
Material

$92.00
5.00 $97.00

EQUIPMENT BURDEN—CURRENT
Labor—Carpenter Shop $10.00

Machine “ 63.00 73.00

Material—Carpenter Shop 5.00
Machine “ 27.00 32.00 105.00

GENERAL BURDEN
Salaries $155.00
Material 5.00
Liability Insurance 20.00
Special Charge 20.00 200.00

Now, suppose the foreman, desiring to earn a bonus by a low 
cost record, says to the chief accountant, “How does it come that 
my fixed charges are so high?” The chief accountant shows him 
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the record of investment for his department. It is explained to the 
foreman that for every piece of equipment in his department a card 
record is kept showing its original installed value; its expected 
life; a rate of depreciation based on that expectancy; the accumula
tion of depreciation to date based on that rate; its present sound 
value, and a record of repairs made to it since its installation. The 
foreman also finds that the portion of the building he occupies has 
been carefully valued and rates of depreciation established, based 
on the expected life of the various portions.

For taxes he discovers that the total value of the plant is taken 
and divided into the sum of the taxes paid to obtain a rate per dol
lar of investment. If the tax bill is divided between real and per
sonal property, the plant values are divided in like manner, and the 
rate for each class of taxes is obtained. These rates are then 
applied to the values which have already been shown to the fore
man as invested in his department, and thus the proportion of taxes 
chargeable to his department is obtained. Fire, and use and occu
pancy insurance costs are divided between the departments in like 
manner.

Income taxes, of course, are not treated as overhead, being re
garded as a distribution of profits to a preferred partner.

Up through this point the cost of contributory departments 
is handled in the same manner as the cost of the productive depart
ment which we have just been reviewing. For instance, the oper
ating cost sheet for the machine shop of the Maintenance Service 
Department would show as direct labor all labor performed doing 
maintenance arid repair work chargeable to other departments than 
itself. Repair to its own equipment will go direct to Equipment 
Burden of the Maintenance Department.

Interdepartmental Charges
In this manner we are able to give the works management a 

set of reports showing the cost of operating each department and 
of the factory as a whole (see Form 2 on page 10). However, as we 
are in business to secure profits from the sale of products, we must 
convert these costs of operating into costs of product for sale. 
Since the output of our contributory departments is sold only to 
ourselves for the purpose of operating the productive departments, 
we must find some basis for charging the costs of these departments 
to the productive departments.

Of course there are some interdepartmental charges between 
the contributory departments which must be disposed of before 
these departments are finally closed out.

Since the cost of contributory departments is eventually to be 
charged to productive departments, absolute accuracy of charges 
between contributory departments is not essential. Hence we will 
accept service from the Maintenance Department to the other con
tributory departments at labor plus material only. We will accept
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service from the Power Department and the Control Service De
partment at a fixed figure for each accounting period to each of the 
other contributory departments. In other words, power will be 
furnished to the Maintenance and Control Departments on a basis 
similar to a rental, and the control service will be furnished to the 
Power and the Maintenance Departments on a fixed rate basis per 
week or month, according to the length of the accounting period. 
Such charges form part of the amounts shown for the contributory 
departments in the General column on Form. 2.

Having credited each of the contributory departments for these 
definite charges against each other, we next proceed to close out to 
the productive departments the balance left in the accounts of each 
of the contributory departments.

Now we have reached that phase of the subject which falls 
strictly under the heading “Distributing the Overhead,” of which 
it is not the purpose of this article to treat.
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