


Allocate Multiple Support department 
costs to operating departments by using:

o
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A disadvantage of the direct method which represented in  its 

ignorance of reciprocal services provided among support 

departments.

Step-down Method recovering this disadvantage by partially

recognizing the reciprocal services provided among support 

departments.
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Some organizations use the step-down method—also called the sequential 

allocation method—which allocates support-department costs to

• Other support departments and 

• Operating departments

in a sequential manner that partially recognizes the mutual services 

provided among all support departments.
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Engendering and 

production

Department

Material

management

department  

Machining 

department

Assembly

department 

Under the step-down method, once a support department’s costs have 

been allocated, no subsequent support-department costs are allocated 

back to it. 
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Engineering De is 

budgeted to provide 

support to material Do of 

30%= $36,000 ÷

$120,000 

Engineering De is budgeted 

to provide support to 

Machining Do of 30%= 

$60,000 ÷ $120,000 

Engineering De is budgeted 

to provide support to 

Assembly De of 30%= 

$24,000 ÷ $120,000 
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Engendering
and production

Department

Material

management

department %30  

Machining 

department %50

Assembly

department %20 
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Engineering and 

production

Department

$300,000

Material

management

department %30  

Machining

department %50

Assembly

department %20 

50% × $300,000= $150,000

= 30% × $300,000= $90,000
20% × $300,000= $60,000



o Production Control Department provides 30% of  its services to the Materials

Management department . Therefore the cost allocated to Materials Management 

= 30% × $300,000= $90,000

o Production Control Department provides 50% to the Machining Department,     

Therefore the cost allocated to Materials Management = 50% × $300,000= $150,000

o Production Control Department provides 20% to the Assembly Department, 

Therefore the cost allocated to Materials Management = 20% × $300,000= $60,000
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Allocating $300,000 budgeted costs of   Engineering and 

Production Control department to :



21 March 2020Cost accounting          Third Grade                                                     prof. Nargis K.B. Makhaiel 



7 March 2020Cost accounting               prof. Nargis K.B. Makhaiel 13

$264,000 + $ 90,000 its share 

from the costs of  Engineering

and production department = 

$ 354,000
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Material

management

department

$ 354,000  

Machining 

department 

Assembly

department 
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Material De is budgeted 

to provide support to 

engineering Do of 10%= 

400hrs ÷ 4000 hrs

Material De is budgeted to 

provide support to 

Machining Do of 20%= 800 

hrs ÷ 4,000 hrs

Material De is budgeted to 

provide support to Assembly 

De of 70%= 2,800 hrs ÷

4000 hrs
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Material

management

department

$ 354,000  

Machining department 

Assembly department 

20%

70%

= 20/90 × $ 354,000  = $ 78666 

= 70/90 × $ 354,000  = $ 275333



The $354,000 is then only allocated between the two operating departments (the 

Machining Department and the Assembly Department) based on the proportion of  

the Materials Management Department services provided to them 

The Materials Management Department provides: 20% or 2/7 of  its services to the 

Machining Department and 

70% or 7/9 to the Assembly Department,

So that the costs allocated to Machining department = 2/9 × $ 354,000 = $ 78,666 

So that the costs allocated to Assembly department = 7/9 × $ 354,000  = $  275,333 
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Why this Method is 

Named 

Method 
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• this method requires managers to rank (sequence) the support departments in 
the order that the step-down allocation is to proceed. 

• Support department ranked based on the percentage of  service it provides to 
other support departments 

• A popular step-down sequence begins with the support department that 
provides the highest percentage of  its total services to other support
departments. 

• In our example, we start allocating budgeted costs of  the Engineering and 
Production Department first because it provides 30% of  its services to 
the Materials Management Department, 

• whereas the Materials Department provides only 10% of  its services to 
the Engineering and Production Control Department.
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• Under the step-down method, once a support department’s costs have been 

allocated, no subsequent support-department costs are allocated back to it. 

• Once the Engineering and Production Control Department costs are 

allocated, it receives no further allocation from other (lower-ranked) support 

departments. 

• The result is that the step-down method does not recognize the total services 

that support departments provide to each other.

• The reciprocal method fully recognizes all such services, as we will see next.
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Reciprocal Method is our focus next 

lecture (lecture 9) En Shaa ALLA 
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