Cost Accounting, 14e, Global Edition (Horngren/Datar/Rajan)

Chapter 4   Job Costing

Objective 4.1

1) Job costing information is used: 

A) to develop strategies 

B) to make pricing decisions 

C) for external financial reporting 

D) All of these answers are correct. 

Answer:  D

Diff: 1

Terms:  job

Objective:  1

AACSB:  Reflective thinking

2) Product costing information is used by managers: 

A) to make decisions and strategy 

B) for planning and control 

C) for cost management 

D) All of these answers are correct. 

Answer:  D

Diff: 1

Terms:  job-costing system

Objective:  1

AACSB:  Communication

3) A ________ is a grouping of individual indirect cost items.

A) cost allocation base

B) cost assignment

C) cost pool

D) job-costing system

Answer:  C

Diff: 1

Terms:  cost pool

Objective:  1

AACSB:  Reflective thinking

4) Each indirect-cost pool of a manufacturing firm: 

A) utilizes a separate cost-allocation rate 

B) is a subset of total indirect costs 

C) relates to one cost object 

D) All of these answers are correct. 

Answer:  D

Diff: 1

Terms:  cost pool

Objective:  1

AACSB:  Reflective thinking

5) Direct costs

A) are anything for which a measurement of costs is desired.

B) are costs related to a particular cost object that can be traced to that cost object in an economically feasible (cost-effective) way

C) focus specifically on the costing needs of the CFO 

D) provide all information for management decision needs 

Answer:  B

Diff: 2

Terms:  direct costs of a cost object

Objective:  1

AACSB:  Reflective thinking

6) In a costing system: 

A) cost tracing allocates indirect costs 

B) cost allocation assigns direct costs 

C) a cost-allocation base can be either financial or nonfinancial 

D) a cost object should be a product and not a department or a geographic territory 

Answer:  C

Diff: 2

Terms:  cost-allocation base

Objective:  1

AACSB:  Reflective thinking

7) Assigning direct costs to a cost object is called: 

A) cost allocation 

B) cost assignment 

C) cost pooling 

D) cost tracing 

Answer:  D

Diff: 1

Terms:  job-costing system

Objective:  1

AACSB:  Reflective thinking

8) ________ is the process of distributing indirect costs to products. 

A) Cost allocation 

B) Job cost recording 

C) Cost pooling 

D) Cost tracing 

Answer:  A

Diff: 1

Terms:  cost allocation base

Objective:  1

AACSB:  Reflective thinking

9) A ________ links an indirect cost to a cost object. 

A) cost-allocation base 

B) cost pool 

C) cost assignment 

D) cost tracing 

Answer:  A

Diff: 1

Terms:  cost allocation base

Objective:  1

AACSB:  Reflective thinking

10) Which of the following includes both traced direct costs and allocated indirect costs? 

A) cost tracing 

B) cost pools 

C) cost assignments 

D) cost allocations 

Answer:  C

Diff: 1

Terms:  job-costing system

Objective:  1

AACSB:  Reflective thinking

11) The cost allocation base

A) is a grouping of individual indirect cost items.

B) are costs related to a particular cost object that cannot be traced to that cost object in an economically feasible way.

C) is anything for which a measurement of costs is desired.

D) is a systematic way to link an indirect cost or group of indirect costs to cost objects.

Answer:  D

Diff: 1

Terms:  cost allocation base

Objective:  1

AACSB:  Reflective thinking

12) Direct costs are allocated to the cost object using a cost-allocation method. 

Answer:  FALSE

Explanation:  Indirect costs are allocated to the cost object using a cost-allocation method.

Diff: 1

Terms:  cost-allocation base

Objective:  1

AACSB:  Reflective thinking

13) A cost object is anything for which a measurement of costs is desired.

Answer:  TRUE

Diff: 1

Terms:  direct costs of a cost object, indirect costs of a cost object

Objective:  1

AACSB:  Reflective thinking

14) Direct costs of a cost object are costs related to a particular cost object that can be allocated to that cost object in an economically feasible (cost-effective) way.

Answer:  FALSE

Explanation:  Direct costs of a cost object -- costs related to a particular cost object that can be traced to that cost object in an economically feasible (cost-effective) way.

Diff: 1

Terms:  fixed cost, variable cost

Objective:  1

AACSB:  Reflective thinking

15) The cost-allocation base is a systematic way to link an indirect cost or group of indirect costs to cost objects.

Answer:  TRUE

Diff: 2

Terms:  job

Objective:  1

AACSB:  Reflective thinking

16) Cost objects may be jobs, products, or customers. 

Answer:  TRUE

Diff: 1

Terms:  job

Objective:  1

AACSB:  Reflective thinking

17) The cost driver of an indirect cost is often used as the cost-allocation base. 

Answer:  TRUE

Diff: 1

Terms:  cost-allocation base

Objective:  1

AACSB:  Reflective thinking

18) For each item below indicate the source documents that would most likely authorize the journal entry in a job-costing system.

Required:

a.
direct materials purchased

b.
direct materials used

c.
direct manufacturing labor

d.
indirect manufacturing labor

e.
finished goods control

f.
cost of goods sold 

Answer:  
a.
purchase invoice

b.
materials requisition record

c.
labor time card/record

d.
labor time card

e.
job-cost record

f.
sales invoice 

Diff: 2

Terms:  job costing system

Objective:  1

AACSB:  Analytical skills

19) Give three examples of costs that can be considered indirect for a product and direct for a department.

Answer:  (Answers may vary.) 

Supervision, engineering, and quality control

Diff: 2

Terms:  direct costs, indirect costs

Objective:  1

AACSB:  Reflective thinking

Objective 4.2

1) ________ costing is used by a business to price homogeneous products. 

A) Actual 

B) Job 

C) Process 

D) Traditional 

Answer:  C

Diff: 1

Terms:  process costing

Objective:  2

AACSB:  Reflective thinking

2) Process costing: 

A) allocates all product costs, including materials and labor 

B) results in different costs for different units produced

C) is commonly used by general contractors who construct custom-built homes 

D) is used exclusively in manufacturing 

Answer:  A

Diff: 2

Terms:  process costing

Objective:  2

AACSB:  Reflective thinking

3) ________ costing is used by a business to price unique products for different jobs. 

A) Actual 

B) Job 

C) Process 

D) Traditional 

Answer:  B

Diff: 1

Terms:  job-costing system

Objective:  2

AACSB:  Reflective thinking

4) Job costing: 

A) can only be used in manufacturing 

B) records the flow of costs for each customer 

C) allocates an equal amount of cost to each unit made during a time period 

D) is commonly used when each unit of output is identical 

Answer:  B

Diff: 2

Terms:  job-costing system

Objective:  2

AACSB:  Reflective thinking

5) Job-costing may only be used by:

A) service companies

B) merchandising companies

C) manufacturing companies

D) All of these may use job-costing.

Answer:  D

Diff: 2

Terms:  job costing system

Objective:  2

AACSB:  Reflective thinking

6) Many large companies which have multiple production methods and processes have hybrid costing systems that are:

A) job-costing

B) actual costing

C) process costing

D) a mix of job-costing and process costing

Answer:  D

Diff: 2

Terms:  job costing system, process-costing system

Objective:  2

AACSB:  Reflective thinking

7) Which of the following companies is most likely to use a process costing system.

A) a manufacturer of breakfast cereal

B) a manufacturer of large commercial aircraft

C) a custom jewelry manufacturer

D) a law firm

Answer:  A

Diff: 1

Terms:  process costing

Objective:  2

AACSB:  Reflective thinking

8) A company may use job costing to assign costs to different product lines and then use process costing to calculate unit costs within each product line. 

Answer:  TRUE

Diff: 2

Terms:  job-costing system, process-costing system

Objective:  2

AACSB:  Analytical skills

9) In each period, job costing divides the total cost of producing an identical or similar product by the total number of units produced to obtain a per-unit cost.

Answer:  FALSE

Explanation:  This describes process-costing.

Diff: 2

Terms:  job-costing system, process-costing system

Objective:  2

AACSB:  Reflective thinking

10) Job costing is commonly used to estimate costs in beverage production. 

Answer:  FALSE

Explanation:  Process costing is commonly used to estimate costs in beverage production.

Diff: 1

Terms:  job-costing system, process-costing system

Objective:  2

AACSB:  Reflective thinking

11) In a job-costing system the cost object is an individual unit, batch, or lot of a distinct product or service. 

Answer:  TRUE

Diff: 1

Terms:  job-costing system

Objective:  2

AACSB:  Reflective thinking

12) Normal costing is a method of job costing that allocates an indirect cost based on the actual indirect-cost rate times the actual quantity of the cost-allocation base. 

Answer:  FALSE

Explanation:  Actual costing is a method of job costing that allocates an indirect cost based on the actual indirect-cost rate times the actual quantity of the cost-allocation base. 

Diff: 1

Terms:  actual costing

Objective:  2

AACSB:  Reflective thinking

13) Process costing is used to assign manufacturing costs to unique batches of a product. 

Answer:  FALSE

Explanation:  Job costing is used to assign manufacturing costs to unique batches of a product.

Diff: 1

Terms:  process-costing system

Objective:  2

AACSB:  Reflective thinking

14) Job costing and process costing systems share the same objective of estimating product costs. 

Answer:  TRUE

Diff: 1

Terms:  job-costing system, process-costing system

Objective:  2

AACSB:  Reflective thinking

15) While costs are measured for individual jobs in a job cost system, they are measured for individual process stages in a process costing system. 

Answer:  TRUE

Diff: 1

Terms:  process-costing system

Objective:  2

AACSB:  Reflective thinking

16) Describe job-costing and process-costing systems. Explain when it would be appropriate to use each. 

Answer:  Job costing accumulates costs for different jobs required by specific customers. Process costing computes and allocates an equal amount of cost to each product. Job costing is the logical choice when the production process has many distinct products or many heterogeneous jobs, while process costing is typically used when it is not necessary to keep separate cost records for individual jobs and the products are relatively homogeneous. 

Diff: 2

Terms:  job costing system, process-costing system

Objective:  1, 2

AACSB:  Reflective thinking

Objective 4.3

1) Which of the following are reasons for using longer periods, such as a year, to calculate indirect cost rates.

A) Numerator reason

B) Denominator reason

C) Both A and B

D) Neither A nor B

Answer:  C

Diff: 1

Terms:  indirect-cost rate

Objective:  3

AACSB:  Reflective thinking

2) The actual indirect-cost rate is calculated by

A) dividing actual total indirect costs by the actual total quantity of the cost-allocation base.

B) multiplying actual total indirect costs by the actual total quantity of the cost-allocation base.

C) dividing the actual total quantity of the cost allocation base by actual total indirect costs.

D) multiplying the actual total quantity of the cost allocation base by actual total indirect costs.

Answer:  A

Diff: 1

Terms:  indirect-cost rate

Objective:  3

AACSB:  Analytical skills

3) Actual costing is a costing system that traces direct costs to a cost object by 

A) using the budgeted direct cost rates times the budgeted quantities of direct-cost inputs.

B) using the actual direct costs rates times the budgeted quantities of the direct-cost inputs.

C) using the actual direct cost rates times the actual quantities of the direct-cost inputs.

D) using the budgeted direct cost rates times the actual quantities of the direct cost inputs.

Answer:  C

Diff: 1

Terms:  actual costing

Objective:  3

AACSB:  Analytical skills

4) An example of a denominator reason for calculating annual indirect-cost rates includes: 

A) higher heating bills in the winter 

B) semi-annual insurance payments in March and September 

C) higher levels of output demanded during the fall months 

D) All of these answers are correct. 

Answer:  C

Diff: 3

Terms:  indirect-cost rate

Objective:  3

AACSB:  Reflective thinking

5) When calculating indirect cost rates, the longer the time period, the greater the

influence of seasonal patterns on the amount of costs.

Answer:  FALSE

Explanation:  The shorter the time period, the greater the influence of seasonal patterns on the amount of costs.

Diff: 1

Terms:  indirect-cost rate

Objective:  3

AACSB:  Reflective thinking

6) Actual costing systems are NOT commonly found in practice because actual costs CANNOT be computed in a timely manner.

Answer:  TRUE

Diff: 1

Terms:  actual costing

Objective:  3

AACSB:  Reflective thinking

7) The actual indirect-cost rate is calculated by dividing actual total indirect costs by

the actual total quantity of the cost-allocation base.

Answer:  TRUE

Diff: 1

Terms:  indirect-cost rate

Objective:  3

AACSB:  Reflective thinking

Objective 4.4

1) A job that shows low profitability may be the result of: 

A) wasting direct materials 

B) inefficient direct manufacturing labor 

C) underpricing the job 

D) All of these answers are correct. 

Answer:  D

Diff: 2

Terms:  job-costing system

Objective:  4

AACSB:  Ethical reasoning

2) For a given job the direct costs associated with the job are:

A) actual overhead

B) direct material

C) direct manufacturing labor

D) Both b and c are correct.

Answer:  D

Diff: 2

Terms:  direct costs of a cost object

Objective:  4

AACSB:  Reflective thinking

3) Place the following steps in the order suggested by the seven steps used to assign costs to individual jobs:


A.
Identify indirect costs


B.
Compute the total cost of the job


C.
Select cost-allocation bases


D.
Compute the indirect cost rate 

A) ACDB 

B) CADB 

C) BACD 

D) DCAB 

Answer:  B

Diff: 2

Terms:  job-costing system

Objective:  4

AACSB:  Analytical skills

4) The basic source document for direct manufacturing labor is the: 

A) job-cost record 

B) materials-requisition record 

C) labor-time record 

D) All of these answers are correct. 

Answer:  C

Diff: 1

Terms:  job-cost record

Objective:  4

AACSB:  Reflective thinking

5) Problems with accurate costing occur when: 

A) incorrect job numbers are recorded on source documents 

B) bar coding is used to record materials used on the job 

C) a computer screen requests an employee number before that employee is able to work on information related to a specific job 

D) All of these answers are correct. 

Answer:  A

Diff: 2

Terms:  job-costing system

Objective:  4

AACSB:  Communication

6) The budgeted indirect-cost rate for each cost pool is computed as

A) budgeted annual indirect costs divided by budgeted annual quantity of cost allocation base.

B) budgeted annual quantity of cost allocation base divided by budgeted annual indirect costs.

C) actual annual indirect costs divided by budgeted annual quantity of cost allocation base.

D) budgeted annual indirect costs divided by budgeted actual quantity of cost allocation base.

Answer:  A

Diff: 3

Terms:  indirect-cost rate

Objective:  4

AACSB:  Analytical skills

7) If indirect-cost rates are calculated monthly, distortions might occur because of: 

A) rental costs paid monthly 

B) property tax payments made in July and December 

C) routine monthly preventive-maintenance costs that benefit future months 

D) Both B and C are correct. 

Answer:  B

Diff: 2

Terms:  indirect-cost rate

Objective:  4

AACSB:  Analytical skills

8) Stewart Company's actual manufacturing overhead is $2,800,000.  Overhead is allocated on the basis of direct labor hours.  The direct labor hours were 50,000 for the period.  What is the manufacturing overhead rate?

A) $47.00

B) $56.00

C) $75.00

D) None of the above are correct.

Answer:  B

Explanation:  B) 2,800,000/50,000 = 56.00

Diff: 2

Terms:  actual manufacturing overhead rate

Objective:  4

AACSB:  Analytical skills

9) O'Reilly Enterprises manufactures digital video equipment. For each unit $2,950 of direct material is used and there is $2,000 of direct manufacturing labor at $20 per hour.  Manufacturing overhead is applied at $35 per direct manufacturing labor hour.  Calculate the cost of each unit.

A) $4,950

B) $9,950

C) $8,450

D) $11,950

Answer:  C

Explanation:  C) 2,950+2,000+((2,000/20)*35)

Diff: 2

Terms:  job costing system

Objective:  4

AACSB:  Analytical skills

10) An example of a numerator reason for calculating annual indirect-cost rates includes: 

A) fewer production workdays in a month 

B) payment of estimated taxes four times a year 

C) higher snow-removal costs during the winter 

D) Both B and C are correct. 

Answer:  D

Diff: 3

Terms:  indirect-cost rate

Objective:  4

AACSB:  Reflective thinking

11) In a job-costing system, a manufacturing firm typically uses an indirect-cost rate to estimate the ________ allocated to a job. 

A) direct materials 

B) direct labor 

C) manufacturing overhead costs 

D) total costs 

Answer:  C

Diff: 2

Terms:  indirect-cost rate

Objective:  4

AACSB:  Reflective thinking

12) A job-cost sheet details the: 

A) direct materials purchased and paid 

B) direct labor costs incurred 

C) indirect labor costs incurred 

D) actual indirect overhead costs incurred 

Answer:  B

Diff: 2

Terms:  job-cost sheet

Objective:  4

AACSB:  Reflective thinking

13) A job-cost record uses information from: 

A) a materials requisition record to record raw material purchases from suppliers 

B) a receiving report that indicates the type and quantity of each item received in an order from a supplier 

C) a labor-time card to record an employee's wage rate and hours spent on a particular job 

D) All of these answers are correct. 

Answer:  C

Diff: 2

Terms:  job-cost record

Objective:  4

AACSB:  Reflective thinking

14) Costs that are subject to short-run fluctuations for given jobs are: 

A) actual costs 

B) budgeted direct costs 

C) budgeted indirect costs 

D) normal costs 

Answer:  A

Diff: 1

Terms:  actual costing

Objective:  4

AACSB:  Reflective thinking

15) Annual cost rates are preferred over actual cost rates for all of the following reasons EXCEPT: 

A) budgeted costs allow managers to have cost information on a timely basis 

B) budgeted costs may be subject to short-run fluctuations 

C) budgeted indirect-cost rates are known prior to the inception of a new job 

D) budgeted-cost rates can be used to allocate direct or indirect costs 

Answer:  B

Diff: 2

Terms:  budgeted indirect-cost rate

Objective:  4

AACSB:  Reflective thinking

16) Fixed costs remain constant at $400,000 per month. During high-output months variable costs are $320,000, and during low-output months variable costs are $80,000. What are the respective high and low indirect-cost rates if budgeted professional labor-hours are 16,000 for high-output months and 4,000 for low-output months? 

A) $45.00 per hour; $120.00 per hour 

B) $45.00 per hour; $45.00 per hour 

C) $25.00 per hour; $20.00 per hour 

D) $56.20 per hour; $120.00 per hour 

Answer:  A

Explanation:  A) 
$400,000 / 16,000 = $25.00
$400,000 / 4,000 = $100.00


$320,000 / 16,000 = 20.00
$80,000 / 4,000 = 20.00

High Month = $45.00
Low Month = $120.00

Diff: 2

Terms:  indirect-cost rate

Objective:  4

AACSB:  Analytical skills

17) Managers and accountants collect most of the cost information that goes into their systems through: 

A) an information databank 

B) computer programs 

C) source documents 

D) time surveys 

Answer:  C

Diff: 1

Terms:  source document

Objective:  4

AACSB:  Reflective thinking

Answer the following questions using the information below:

For 2010, Jake's Dog Supply Manufacturing uses machine-hours as the only overhead cost-allocation base. The accounting records contain the following information:


Estimated
Actual


Manufacturing overhead costs
$200,000
$240,000


Machine-hours
40,000
50,000

18) Using job costing, the 2010 actual indirect-cost rate is: 

A) $4.00 per machine-hour 

B) $4.80 per machine-hour 

C) $5.00 per machine-hour 

D) $6.00 per machine-hour 

Answer:  B

Explanation:  B) $240,000 / 50,000 mh = $4.80

Diff: 2

Terms:  indirect-cost rate

Objective:  4

AACSB:  Analytical skills

19) Using actual costing, the amount of manufacturing overhead costs allocated to jobs during 2010 is: 

A) $300,000 

B) $250,000 

C) $240,000. 

D) $200,000 

Answer:  C

Explanation:  C) 50,000 mh × $240,000 / 50,000 mh allocation rate = $240,000

Diff: 2

Terms:  actual costing

Objective:  4

AACSB:  Analytical skills

Answer the following questions using the information below:

Philadelphia Company manufactures pipes and applies manufacturing overhead costs to production at a budgeted indirect-cost rate of $15 per direct labor-hour. The following data are obtained from the accounting records for June 2010:


Direct materials
$140,000


Direct labor (3,500 hours @ $11/hour)
$ 38,500


Indirect labor
$ 10,000


Plant facility rent
$ 30,000


Depreciation on plant machinery and equipment
$ 15,000


Sales commissions
$ 20,000


Administrative expenses
$ 25,000

20) The actual amount of manufacturing overhead costs incurred in June 2010 totals: 

A) $278,500

B) $100,000 

C) $55,000 

D) $40,000 

Answer:  C

Explanation:  C) $10,000 + $30,000 + $15,000 = $55,000

Diff: 2

Terms:  job-costing system

Objective:  4

AACSB:  Analytical skills

Answer the following questions using the information below:

Roiann and Dennett Law Office employs 12 full-time attorneys and 10 paraprofessionals. Direct and indirect costs are applied on a professional labor-hour basis that includes both attorney and paraprofessional hours. Following is information for 20X3:

Budget
Actual


Indirect costs
$270,000
$300,000


Annual salary of each attorney
$100,000
$110,000


Annual salary of each paraprofessional
$ 29,000
$ 30,000


Total professional labor-hours
50,000
dlh
60,000
dlh

21) What are the actual direct-cost rate and the actual indirect-cost rate, respectively, per professional labor-hour? 

A) $27.00; $4.17 

B) $29.80; $5.40 

C) $32.40; $5.00 

D) $27.00; $5.00 

Answer:  D

Explanation:  D) [($110,000 × 12) + ($30,000 × 10)] / 60,000 = $27.00 actual direct rate

$300,000 / 60,000 = $5.00 actual indirect rate

Diff: 2

Terms:  indirect-cost rate

Objective:  4

AACSB:  Analytical skills

22) How much should the client be billed in an actual costing system if 200 professional labor-hours are used? 

A) $5,000 

B) $6,960 

C) $7,480 

D) $6,400 

Answer:  D

Explanation:  
D) [($110,000 × 12) + ($30,000 × 10)] / 60,000 × 200
= $5,400


+ $300,000 / 60,000 × 200
= $1,000


= $6,400

Diff: 3

Terms:  actual costing

Objective:  4

AACSB:  Analytical skills

23) If indirect-cost rates were based on actual short-term usage, periods of lower demand would result in lower costs per unit. 

Answer:  FALSE

Explanation:  If indirect-cost rates were based on actual short-term usage, periods of lower demand would result in higher costs per unit. 

Diff: 3

Terms:  indirect-cost rate

Objective:  4

AACSB:  Analytical skills

24) In job costing, only direct costs are used to determine the cost of a job. 

Answer:  FALSE

Explanation:  Both direct and indirect costs are used to determine the cost of a job.

Diff: 1

Terms:  job-costing system

Objective:  4

AACSB:  Reflective thinking

25) Indirect manufacturing costs should be allocated equally to each job. 

Answer:  FALSE

Explanation:  Not equally to each job, but according to the use of indirect resources by individual jobs.

Diff: 2

Terms:  indirect-cost rate

Objective:  4

AACSB:  Ethical reasoning

26) Each cost pool may have multiple cost allocation bases. 

Answer:  FALSE

Explanation:  There is only one cost-allocation base for each cost pool.

Diff: 2

Terms:  cost pool

Objective:  4

AACSB:  Analytical skills

27) Normal costing is a costing system that traces direct costs to a cost object by using

the actual direct-cost rates times the actual quantities of the direct-cost inputs.

Answer:  TRUE

Diff: 1

Terms:  normal costing

Objective:  4

AACSB:  Reflective thinking

28) A job-cost record is a source document, but individual items of the job-cost record may also have source documents. 

Answer:  TRUE

Diff: 2

Terms:  source document

Objective:  4

AACSB:  Reflective thinking

29) A materials-requisition record is an example of a source document.

Answer:  TRUE

Diff: 2

Terms:  source document

Objective:  4

AACSB:  Reflective thinking

30) The reliability of the job-cost records depends on the reliability of the inputs. 

Answer:  TRUE

Diff: 1

Terms:  job-cost record

Objective:  4

AACSB:  Reflective thinking

31) To smooth fluctuating levels of output, separate indirect-cost rates should be calculated for each month. 

Answer:  FALSE

Explanation:  To smooth seasonal costs and fluctuating levels of output, indirect-cost rates should be calculated on an annual basis.

Diff: 2

Terms:  indirect-cost rate

Objective:  4

AACSB:  Reflective thinking

32) Grounds-maintenance costs incurred during the summer months will distort indirect-cost rates that are computed monthly. 

Answer:  TRUE

Diff: 2

Terms:  indirect-cost rate

Objective:  4

AACSB:  Reflective thinking

33) One reason for using longer time periods to calculate indirect-cost rates is seasonal cost fluctuations. 

Answer:  TRUE

Diff: 2

Terms:  indirect-cost rate

Objective:  4

AACSB:  Reflective thinking

34) Explain how a budgeted indirect-cost rate is determined. 

Answer:  Manufacturing overhead cost allocation rates are determined by dividing the cost of the resources committed to the manufacturing overhead activity by the capacity made available by the resources committed to the activity. 

Diff: 2

Terms:  budgeted indirect-cost rate

Objective:  4

AACSB:  Reflective thinking

35) What is the difference between an actual cost system and a normal cost system? 

Answer:  An actual cost system is one that traces direct costs to a cost object by using the actual direct-cost rates times the actual quantities of direct-cost inputs, and allocates indirect costs based on the actual indirect cost rates times the actual quantities of the cost-allocation bases. A normal cost system is one that traces direct costs to a cost object by using the actual direct-cost rates times the actual quantities of direct-cost inputs, and allocates indirect costs based on the budgeted indirect cost rates times the actual quantities of the cost-allocation bases. Both systems trace direct costs to jobs the same way. An actual cost system traces indirect costs to jobs using actual indirect cost rates, but a normal cost system uses budgeted indirect cost rates to trace indirect costs to jobs. 

Diff: 2

Terms:  actual costing, normal costing

Objective:  4

AACSB:  Analytical skills

Objective 4.5

1) The budgeted indirect-cost rate is calculated:

A) at the beginning of the year

B) during the year

C) at the end of each quarter

D) at the end of the year

Answer:  A

Diff: 1

Terms:  budgeted indirect-cost rate

Objective:  5

AACSB:  Reflective thinking

2) The difference between actual costing and normal costing is:

A) normal costing uses actual quantities of direct-costs

B) actual costing uses actual quantities of direct-costs

C) normal costing uses budgeted indirect-costs

D) actual costing uses actual quantities of cost-allocation bases

Answer:  C

Diff: 1

Terms:  actual costing, normal costing

Objective:  5

AACSB:  Reflective thinking

3) Which of the following statements about normal costing is true? 

A) Direct costs and indirect costs are traced using an actual rate. 

B) Direct costs and indirect costs are traced using budgeted rates. 

C) Direct costs are traced using a budgeted rate, and indirect costs are allocated using an actual rate. 

D) Direct costs are traced using an actual rate, and indirect costs are allocated using a budgeted rate. 

Answer:  D

Diff: 2

Terms:  normal costing

Objective:  5

AACSB:  Reflective thinking

4) When using a normal costing system, manufacturing overhead is allocated using the ________ manufacturing overhead rate and the ________ quantity of the allocation base. 

A) budgeted; actual 

B) budgeted; budgeted 

C) actual; budgeted 

D) actual; actual 

Answer:  A

Diff: 1

Terms:  normal costing

Objective:  5

AACSB:  Reflective thinking

5) Which of the following statements about actual costing and normal costing is true?

A) Manufacturing costs of a job are available earlier under actual costing.

B) Corrective actions can be implemented sooner under normal costing.

C) Manufacturing costs are available earlier under normal costing.

D) Both B and C are correct.

Answer:  D

Diff: 1

Terms:  actual costing, normal costing

Objective:  5

AACSB:  Reflective thinking

Answer the following questions using the information below:

For 2010, Jake's Dog Supply Manufacturing uses machine-hours as the only overhead cost-allocation base. The accounting records contain the following information:


Estimated
Actual


Manufacturing overhead costs
$200,000
$240,000


Machine-hours
40,000
50,000

6) Using job costing, the 2010 budgeted manufacturing overhead rate is: 

A) $4.00 per machine-hour 

B) $4.80 per machine-hour 

C) $5.00 per machine-hour 

D) $6.00 per machine-hour 

Answer:  C

Explanation:  C) $200,000 / 40,000 mh = $5

Diff: 2

Terms:  budgeted indirect-cost rate

Objective:  5

AACSB:  Analytical skills

7) Using normal costing, the amount of manufacturing overhead costs allocated to jobs during 2010 is: 

A) $300,000 

B) $250,000 

C) $240,000 

D) $200,000 

Answer:  B

Explanation:  B) 50,000 mh × $200,000 / 40,000 mh allocation rate = $250,000

Diff: 2

Terms:  normal costing

Objective:  5

AACSB:  Analytical skills

Answer the following questions using the information below:

Rhett Company has two departments, Machining and Assembly. The following estimates are for the coming year:


Machining
Assembly


Direct manufacturing labor-hours
10,000
50,000


Machine-hours
40,000
20,000


Manufacturing overhead
$200,000
$400,000

8) A single indirect-cost rate based on direct manufacturing labor-hours for the entire plant is: 

A) $ 8 per direct labor-hour 

B) $10 per direct labor-hour 

C) $20 per direct labor-hour 

D) None of these answers is correct. 

Answer:  B

Explanation:  B) $600,000 / 60,000 dlh = $10

Diff: 2

Terms:  indirect-cost rate

Objective:  5

AACSB:  Analytical skills

9) The budgeted indirect-cost driver rate for the Machining Department based on the number of machine-hours in that department is: 

A) $5 per machine-hour 

B) $10 per machine-hour 

C) $20 per machine-hour 

D) None of these answers is correct. 

Answer:  A

Explanation:  A) $200,000 / 40,000 mh = $5

Diff: 1

Terms:  budgeted indirect-cost rate

Objective:  5

AACSB:  Analytical skills

Answer the following questions using the information below:

Joni's Kitty Supplies applies manufacturing overhead costs to products at a budgeted indirect-cost rate of $60 per direct manufacturing labor-hour. A retail outlet has requested a bid on a special order of the Toy Mouse product. Estimates for this order include: Direct materials $40,000; 500 direct manufacturing labor-hours at $20 per hour; and a 20% markup rate on total manufacturing costs.

10) Manufacturing overhead cost estimates for this special order total: 

A) $10,000 

B) $30,000 

C) $36,000 

D) None of these answers is correct. 

Answer:  B

Explanation:  B) $60 × 500 dlh = $30,000

Diff: 1

Terms:  normal costing

Objective:  5

AACSB:  Analytical skills

Answer the following questions using the information below:

Gibson Manufacturing is a small textile manufacturer using machine-hours as the single indirect-cost rate to allocate manufacturing overhead costs to the various jobs contracted during the year. The following estimates are provided for the coming year for the company and for the Winfield High School band jacket job.


Company
Winfield High School Job


Direct materials
$40,000
$1,000


Direct labor
$10,000
$200


Manufacturing overhead costs
$30,000


Machine-hours
100,000
mh
900
mh

11) For Gibson Manufacturing, what is the annual manufacturing overhead cost-allocation rate? 

A) $0.50 

B) $0.80 

C) $0.30 

D) $33.33 

Answer:  C

Explanation:  C) $30,000/100,000 mh = $0.30 per mh

Diff: 2

Terms:  indirect-cost rate

Objective:  5

AACSB:  Analytical skills

12) What amount of manufacturing overhead costs will be allocated to this job? 

A) $270 

B) $720 

C) $450 

D) $30,000 

Answer:  A

Explanation:  A) 900 mh × $30,000 / 100,000 mh = $270

Diff: 2

Terms:  indirect-cost rate

Objective:  5

AACSB:  Analytical skills

13) What are the total manufacturing costs of this job? 

A) $1,200 

B) $1,470 

C) $1,650 

D) $1,920 

Answer:  B

Explanation:  B) DM $1,000 + DML $200 + MOH $270 = $1,470

Diff: 3

Terms:  indirect-cost rate

Objective:  5

AACSB:  Analytical skills

14) What is the bid price for the Winfield High School job if the company uses a 40% markup of total manufacturing costs? 

A) $2,310 

B) $588 

C) $1,680 

D) $2,058 

Answer:  D

Explanation:  D) (DM $1,000 + DML $200 + MOH $270) × 1.40 = $2,058

Diff: 3

Terms:  job-costing system

Objective:  5

AACSB:  Analytical skills

Answer the following questions using the information below:

Apple Valley Corporation uses a job cost system and has two production departments, A and B. Budgeted manufacturing costs for the year are:


Department A
Department B


Direct materials
$700,000
$100,000


Direct manufacturing labor
$200,000
$800,000


Manufacturing overhead
$600,000
$400,000

The actual material and labor costs charged to Job #432 were as follows:


Total


Direct materials:
$25,000


Direct labor:


Department A
$ 8,000


Department B
$12,000


$20,000

Apple Valley applies manufacturing overhead costs to jobs on the basis of direct manufacturing labor cost using departmental rates determined at the beginning of the year.

15) For Department A, the manufacturing overhead allocation rate is: 

A) 33% 

B) 66% 

C) 300% 

D) 100% 

Answer:  C

Explanation:  C) $600,000 / $200,000 = 300%

Diff: 2

Terms:  indirect-cost rate

Objective:  5

AACSB:  Analytical skills

16) For Department B, the manufacturing overhead allocation rate is: 

A) 50% 

B) 100% 

C) 200% 

D) 300% 

Answer:  A

Explanation:  A) $400,000 / $800,000 = 50%

Diff: 2

Terms:  indirect-cost rate

Objective:  5

AACSB:  Analytical skills

17) Manufacturing overhead costs allocated to Job #432 total: 

A) $30,000 

B) $12,000 

C) $24,000 

D) $36,000 

Answer:  A

Explanation:  A) [($8,000 × $600,000 / $200,000)] + [$12,000 × $400,000/$800,000] = $30,000

Diff: 3

Terms:  manufacturing overhead allocated

Objective:  5

AACSB:  Analytical skills

Answer the following questions using the information below:

Roiann and Dennett Law Office employs 12 full-time attorneys and 10 paraprofessionals. Direct and indirect costs are applied on a professional labor-hour basis that includes both attorney and paraprofessional hours. Following is information for 20X3:


Budget
Actual


Indirect costs
$270,000
$300,000


Annual salary of each attorney
$100,000
$110,000


Annual salary of each paraprofessional
$ 29,000
$ 30,000


Total professional labor-hours
50,000
dlh
60,000
dlh

18) What are the budgeted direct-cost rate and the budgeted indirect-cost rate, respectively, per professional labor-hour? 

A) $27.00; $4.17 

B) $29.80; $5.40 

C) $32.40; $5.00 

D) $27.00; $5.00 

Answer:  B

Explanation:  
B) [($100,000 × 12) + ($29,000 × 10)] / 50,000 = $29.80 budgeted direct rate

$270,000 / 50,000 = $5.40 budgeted indirect rate

Diff: 2

Terms:  indirect-cost rate

Objective:  5

AACSB:  Analytical skills

19) How much should a client be billed in a normal costing system when 1,000 professional labor-hours are used? 

A) $32,000 

B) $29,800 

C) $35,200 

D) $27,000 

Answer:  C

Explanation:  
C) [($100,000 × 12) + ($29,000 × 10)] / 50,000 × 1,000
= $29,800

+ $270,000 / 50,000 × 1000 × 1,000
=   $5,400

    $29,800 + $5,400
= $35,200

Diff: 3

Terms:  normal costing

Objective:  5

AACSB:  Analytical skills

20) When a normal costing system is used, clients using proportionately more attorney time than paraprofessional time will: 

A) be overbilled for actual resources used 

B) be underbilled for actual resources used 

C) be billed accurately for actual resources used 

D) result in an underallocation of direct costs 

Answer:  B

Diff: 3

Terms:  normal costing

Objective:  5

AACSB:  Reflective thinking

21) Companies typically wait for accurate information regarding actual manufacturing overhead costs before pricing a job. 

Answer:  FALSE

Explanation:  Companies typically use allocated manufacturing overhead costs to estimate the costs for pricing a job.

Diff: 2

Terms:  normal costing

Objective:  5

AACSB:  Ethical reasoning

22) The budgeted indirect cost rate is the budgeted indirect costs divided by budgeted quantity of the cost allocation base.

Answer:  TRUE

Diff: 2

Terms:  budgeted indirect-cost rate

Objective:  5

AACSB:  Reflective thinking

23) Direct costs are traced the same way for actual costing and normal costing. 

Answer:  TRUE

Diff: 2

Terms:  actual costing, normal costing

Objective:  5

AACSB:  Reflective thinking

24) Normal costing assigns indirect costs based on an actual indirect-cost rate. 

Answer:  FALSE

Explanation:  Normal costing assigns indirect costs based on a budgeted rate.

Diff: 1

Terms:  normal costing

Objective:  5

AACSB:  Reflective thinking

25) A budgeted indirect-cost rate is computed for each cost pool using budgeted indirect costs and the budgeted quantity of the cost-allocation base. 

Answer:  TRUE

Diff: 1

Terms:  budgeted indirect-cost rate

Objective:  5

AACSB:  Reflective thinking

26) For normal costing, even though the budgeted indirect-cost rate is based on estimates, indirect costs are allocated to products based on actual levels of the cost-allocation base. 

Answer:  TRUE

Diff: 1

Terms:  normal costing, budgeted indirect-cost rate, cost-allocation base

Objective:  5

AACSB:  Reflective thinking

27) Maddow Manufacturing is a small textile manufacturer using machine-hours as the single indirect-cost rate to allocate manufacturing overhead costs to the various jobs contracted during the year. The following estimates are provided for the coming year for the company and for the Patterson High School Science Olympiad Jacket job.


Company
Patterson High School Job

Direct materials
$25,000
$500

Direct manufacturing labor
$5,000
$100

Manufacturing overhead costs
$20,000

Machine-hours
50,000
mh
800
mh

Required:

a.
For Maddow Manufacturing, determine the annual manufacturing overhead cost-allocation rate.

b.
Determine the amount of manufacturing overhead costs allocated to the Patterson High School job.

c.
Determine the estimated total manufacturing costs for the Patterson High School job. 

Answer:  
a.
Manufacturing overhead cost-allocation rate = $0.40 per mh 


= $20,000/50,000 mh

b.
$320 estimated manufacturing overhead costs = 800 mh × $0.40 per mh

c.
Direct materials
$500


Direct manufacturing labor
$100


Manufacturing overhead costs
$320


Estimated total manufacturing costs
$920

Diff: 2

Terms:  job costing system, manufacturing overhead allocated

Objective:  4, 5

AACSB:  Analytical skills

28) Hill Manufacturing uses departmental cost driver rates to apply manufacturing overhead costs to products. Manufacturing overhead costs are applied on the basis of machine-hours in the Machining Department and on the basis of direct labor-hours in the Assembly Department. At the beginning of 20X5, the following estimates were provided for the coming year:


Machining
Assembly


Direct labor-hours
10,000
dlh
90,000
dlh


Machine-hours
100,000
mh
5,000
mh


Direct labor cost
$ 80,000
$720,000


Manufacturing overhead costs
$250,000
$360,000

The accounting records of the company show the following data for Job #846:


Machining
Assembly


Direct labor-hours
50
dlh
120
dlh


Machine-hours
170
mh
10
mh


Direct material cost
$2,700
$1,600


Direct labor cost
$ 400
$ 900

Required:

a.
Compute the manufacturing overhead allocation rate for each department.

b.
Compute the total cost of Job #846.

c.
Provide possible reasons why Hill Manufacturing uses two different cost allocation rates. 

Answer:  
a.
Machining Department cost-allocation rate: $2.50 / mh = $250,000/100,000 mh


Assembly Department cost-allocation rate: $4.00 / dlh = $360,000/90,000 dlh

b.
Total cost of Job #846 is $6,505 = Direct materials $4,300 + Direct labor $1,300 + Manufacturing overhead costs $905 (Machining $425 + Assembly $480).

c.
Ideally, the cost-allocation base should reflect the factors that cause manufacturing overhead costs to increase. Apparently, Hill regards the use of machines as the principal cause of manufacturing overhead costs (such as depreciation and repairs) in the Machining Department. In contrast, Hill regards direct labor-hours as the principal cause of manufacturing overhead costs (such as indirect labor) in the Assembly Department. 

Diff: 2

Terms:  job costing system, manufacturing overhead allocated

Objective:  4, 5

AACSB:  Analytical skills

Objective 4.6

1) In a normal costing system, the Manufacturing Overhead Control account: 

A) is increased by allocated manufacturing overhead 

B) is credited with amounts transferred to Work-in-Process 

C) is decreased by allocated manufacturing overhead 

D) is debited with actual overhead costs 

Answer:  D

Diff: 2

Terms:  normal costing

Objective:  6

AACSB:  Reflective thinking

2) The Materials Control account is increased when: 

A) direct materials are purchased 

B) indirect materials are purchased 

C) materials are requisitioned for production 

D) Both A and B are correct. 

Answer:  D

Diff: 1

Terms:  job-costing system

Objective:  6

AACSB:  Reflective thinking

3) All of the following are true of the Work-in-Process Control account EXCEPT that: 

A) it tracks all direct material purchases 

B) the balance equals the sum of amounts from all in-process individual job-cost records 

C) it is an asset account 

D) it tracks job costs from beginning through completion 

Answer:  A

Diff: 2

Terms:  job-costing system

Objective:  6

AACSB:  Use of Information Technology

4) All of the following are general ledger accounts EXCEPT: 

A) the Salaries Payable Control account 

B) the Prepaid Insurance Control account 

C) the Accounts Receivable subsidiary account for Ruben Electric 

D) the Advertising Costs account 

Answer:  C

Diff: 1

Terms:  job-costing system

Objective:  6

AACSB:  Reflective thinking

5) All of the following increase (are debited to) the Work-in-Process Control account EXCEPT: 

A) actual plant insurance costs 

B) direct materials 

C) allocated manufacturing overhead costs 

D) direct manufacturing labor 

Answer:  A

Diff: 2

Terms:  job-costing system

Objective:  6

AACSB:  Use of Information Technology

6) When direct materials are requisitioned the ________ account is increased. 

A) Manufacturing Overhead Control 

B) Work-in-Process Control 

C) Materials Control 

D) Accounts Payable Control 

Answer:  B

Diff: 1

Terms:  job-costing system

Objective:  6

AACSB:  Reflective thinking

7) Payment of the factory rent increases the: 

A) Work-in-Process Control account 

B) Manufacturing Overhead Control account 

C) Both A and B are correct.

D) None of these answers are correct. 

Answer:  B

Diff: 1

Terms:  job-costing system

Objective:  6

AACSB:  Reflective thinking

8) All of the following are true of plant utility costs EXCEPT: 

A) the source document is the utility bill 

B) the cost increases the Manufacturing Overhead Control account 

C) the cost increases the Work-in-Process Control account 

D) it is an indirect cost 

Answer:  C

Diff: 1

Terms:  job-costing system

Objective:  6

AACSB:  Reflective thinking

9) Actual (rather than allocated) manufacturing overhead costs are included in the: 

A) Work-in-Process Control account 

B) Finished Goods Control account 

C) Manufacturing Overhead Control account 

D) Both A and B are correct. 

Answer:  C

Diff: 2

Terms:  job-costing system

Objective:  6

AACSB:  Reflective thinking

10) The ending balance in the Work-in-Process Control account represents the costs of all jobs that: 

A) have not been completed 

B) have been completed but not sold 

C) have been completed and sold to customers 

D) are reported on the income statement 

Answer:  A

Diff: 1

Terms:  job-costing system

Objective:  6

AACSB:  Use of Information Technology

11) For externally reported inventory costs, the Work-in-Process Control account is increased (debited) by: 

A) marketing costs 

B) allocated plant utility costs 

C) the purchase costs of direct and indirect materials 

D) customer-service costs 

Answer:  B

Diff: 2

Terms:  job-costing system

Objective:  6

AACSB:  Use of Information Technology

12) What is the appropriate journal entry if $100,000 of materials were purchased on account for the month of August? 

A) Materials Control
100,000


Accounts Payable Control
100,000 

B) Work-in-Process Control
100,000


Accounts Payable Control
100,000 

C) Manufacturing Overhead Control
100,000


Accounts Receivable Control
100,000 

D) Manufacturing Allocated
100,000


Accounts Receivable Control
100,000 

Answer:  A

Diff: 2

Terms:  job-costing system

Objective:  6

AACSB:  Analytical skills

13) What is the appropriate journal entry if direct materials of $20,000 and indirect materials of $3,000 are sent to the manufacturing plant floor? 

A) Work-in-Process Control
20,000


Materials Control
20,000

B) Work-in-Process Control
23,000


Materials Control
23,000

C) Manufacturing Overhead Control
3,000

Materials Control
20,000


Work-in-Process Control
23,000

D) Work-in-Process Control
20,000

Manufacturing Overhead Control
3,000


Materials Control
23,000

Answer:  D

Diff: 2

Terms:  job-costing system

Objective:  6

AACSB:  Analytical skills

14) All of the following items are debited to Work-in-Process EXCEPT: 

A) allocated manufacturing overhead 

B) completed goods being transferred out of the plant 

C) direct labor consumed 

D) direct materials consumed 

Answer:  B

Diff: 2

Terms:  job-costing system

Objective:  6

AACSB:  Reflective thinking

15) What would be the appropriate journal entry if the following labor wages were incurred in a furniture manufacturing company?


Assembly workers
$20,000


Janitors
$10,000

A) Work-in-Process Control
30,000


Wages Payable Control
30,000

B) Work-in-Process Control
20,000


Manufacturing Overhead Control
10,000


Wages Payable Control
30,000

C) Manufacturing Overhead Control
30,000


Wages Payable Control
30,000

D) Wages Payable Control
30,000


Work-in-Process Control
30,000

Answer:  B

Diff: 2

Terms:  job-costing system

Objective:  6

AACSB:  Analytical skills

16) Manufacturing overhead costs incurred for the month are:


Utilities
$30,000


Depreciation on equipment
$25,000


Repairs
$20,000

Which is the correct journal entry assuming utilities and repairs were on account? 

A) Manufacturing Overhead Control
75,000


Accounts Payable Control
50,000


Accumulated Depreciation Control
25,000

B) Manufacturing Overhead Control
75,000


Accounts Payable Control
75,000

C) Manufacturing Overhead Control
75,000


Accumulated Depreciation Control
75,000

D) Accumulated Depreciation Control
25,000


Accounts Payable Control
50,000


Manufacturing Overhead Control
75,000

Answer:  A

Diff: 2

Terms:  job-costing system

Objective:  6

AACSB:  Analytical skills

17) Which of the following statements regarding manufacturing overhead allocation is FALSE? 

A) It includes all manufacturing costs that cannot be directly traced to a product or service. 

B) The costs can be grouped in either a single indirect-cost pool or in multiple indirect-cost pools. 

C) Total costs are unknown at the end of the accounting period. 

D) Allocated amounts are debited to Work-in-Process. 

Answer:  C

Diff: 2

Terms:  manufacturing overhead allocated

Objective:  6

AACSB:  Reflective thinking

18) When a job is complete: 

A) Work-in-Process Control is debited 

B) Finished Goods Control is credited 

C) the cost of the job is transferred to Manufacturing Overhead Control 

D) actual direct materials, actual direct manufacturing labor, and allocated manufacturing overhead will comprise the total cost of the job 

Answer:  D

Diff: 2

Terms:  job-costing system

Objective:  6

AACSB:  Reflective thinking

19) During an accounting period, job costs are computed on an ongoing basis by the use of: 

A) actual allocation rates 

B) budgeted indirect-cost rates 

C) overallocated indirect-cost rates 

D) underallocated indirect-cost rates 

Answer:  B

Diff: 1

Terms:  budgeted indirect-cost rate

Objective:  6

AACSB:  Use of Information Technology

20) The advantage of using normal costing instead of actual costing is:

A) indirect costs are assigned at the end of the year when they are known

B) the job cost is more accurate under normal costing

C) indirect costs are assigned to a job on a timely basis

D) normal costing provides a higher gross profit margin

Answer:  C

Diff: 1

Terms:  actual costing, normal costing

Objective:  6

AACSB:  Reflective thinking

Answer the following questions using the information below:

Joni's Kitty Supplies applies manufacturing overhead costs to products at a budgeted indirect-cost rate of $60 per direct manufacturing labor-hour. A retail outlet has requested a bid on a special order of the Toy Mouse product. Estimates for this order include: Direct materials $40,000; 500 direct manufacturing labor-hours at $20 per hour; and a 20% markup rate on total manufacturing costs.

21) Estimated total product costs for this special order equal: 

A) $96,000 

B) $50,000 

C) $80,000 

D) None of these answers is correct. 

Answer:  C

Explanation:  C) DM $40,000 + DML (500 × $20) + MOH $30,000 = $80,000

Diff: 2

Terms:  normal costing

Objective:  6

AACSB:  Analytical skills

22) The bid price for this special order is: 

A) $50,000 

B) $60,000 

C) $80,000 

D) $96,000 

Answer:  D

Explanation:  D) (DU $40,000 + DML (500 × $20) + MOH 30,000) × 120% = $96,000

Diff: 2

Terms:  normal costing

Objective:  6

AACSB:  Analytical skills

Answer the following questions using the information below:

Philadelphia Company manufactures pipes and applies manufacturing overhead costs to production at a budgeted indirect-cost rate of $15 per direct labor-hour. The following data are obtained from the accounting records for June 2010:


Direct materials
$140,000


Direct labor (3,500 hours @ $11/hour)
$ 38,500


Indirect labor
$ 10,000


Plant facility rent
$ 30,000


Depreciation on plant machinery and equipment
$ 15,000


Sales commissions
$ 20,000


Administrative expenses
$ 25,000

23) The amount of manufacturing overhead allocated to all jobs during June 2010 totals: 

A) $38,500 

B) $52,500 

C) $55,000 

D) $100,000 

Answer:  B

Explanation:  B) 3,500 × $15 per dlh = $52,500

Diff: 2

Terms:  manufacturing overhead allocated

Objective:  6

AACSB:  Analytical skills

24) For June 2010, manufacturing overhead was: 

A) overallocated 

B) underallocated 

C) neither overallocated nor underallocated 

D) indeterminable 

Answer:  B

Explanation:  B) Underallocated: Allocated only $52,500 (3,500 × $15 per dlh) of the $55,000 actual overhead

Diff: 2

Terms:  underallocated indirect costs

Objective:  6

AACSB:  Analytical skills

Answer the following questions using the information below:

Bauer Manufacturing uses departmental cost driver rates to allocate manufacturing overhead costs to products. Manufacturing overhead costs are allocated on the basis of machine-hours in the Machining Department and on the basis of direct labor-hours in the Assembly Department. At the beginning of 20X3, the following estimates were provided for the coming year:


Machining
Assembly


Direct labor-hours
30,000
60,000


Machine-hours
80,000
20,000


Direct labor cost
$500,000
$900,000


Manufacturing overhead costs
$420,000
$240,000

The accounting records of the company show the following data for Job #316:


Machining
Assembly


Direct labor-hours
120
70


Machine-hours
60
5


Direct material cost
$300
$200


Direct labor cost
$100
$400

25) For Bauer Manufacturing, what is the annual manufacturing overhead cost-allocation rate for the Machining Department? 

A) $4.00 

B) $4.20 

C) $4.67 

D) $5.25 

Answer:  D

Explanation:  D) $420,000/80,000 mh = $5.25 per mh

Diff: 2

Terms:  indirect-cost rate

Objective:  6

AACSB:  Analytical skills

26) What amount of manufacturing overhead costs will be allocated to Job #316? 

A) $439 

B) $502 

C) $595 

D) $532 

Answer:  C

Explanation:  C) ($420,000 / 80,000 mh × 60 mh) + [($240,000/60,000) × 70 dlh] = $595

Diff: 3

Terms:  manufacturing overhead allocated

Objective:  6

AACSB:  Analytical skills

27) What are the total manufacturing costs of Job #316? 

A) $715 

B) $880 

C) $1,595 

D) $1,000 

Answer:  C

Explanation:  C) DM $500 + DML $500 + MOH $595 = $1,595

Diff: 3

Terms:  manufacturing overhead allocated

Objective:  6

AACSB:  Analytical skills

Answer the following questions using the information below:

Wayland Manufacturing uses a normal cost system and had the following data available for 2010:


Direct materials purchased on account
$ 148,000


Direct materials requisitioned
82,000


Direct labor cost incurred
130,000


Factory overhead incurred
146,000


Cost of goods completed
292,000


Cost of goods sold
256,000


Beginning direct materials inventory
26,000



Beginning WIP inventory
64,000


Beginning finished goods inventory
58,000


Overhead application rate, as a percent of direct-labor costs
125
percent

28) The journal entry to record the materials placed into production would include a: 

A) credit to Direct Materials Inventory for $82,000 

B) debit to Direct Materials Inventory for $148,000 

C) credit to WIP Inventory for $82,000 

D) debit to WIP Inventory for $148,000 

Answer:  A

Diff: 2

Terms:  job-costing system

Objective:  6

AACSB:  Analytical skills

29) The ending balance of direct materials inventory is: 

A) $92,000 

B) $174,000 

C) $82,000 

D) $108,000 

Answer:  A

Explanation:  A) $26,000 + $148,000 - $82,000 = $92,000

Diff: 2

Terms:  job-costing system

Objective:  6

AACSB:  Analytical skills

30) The ending balance of work-in-process inventory is: 

A) $438,500

B) $146,500

C) $130,000 

D) $422,000 

Answer:  B

Explanation:  B) $64,000 + $82,000 + $130,000 + 1.25 ($130,000) - 292,000 = $146,500

Diff: 3

Terms:  job-costing system

Objective:  6

AACSB:  Analytical skills

31) The ending balance of finished goods inventory is: 

A) $58,000 

B) $36,000 

C) $94,000 

D) $292,000 

Answer:  C

Explanation:  C) $58,000 + $292,000 - $256,000 = $94,000

Diff: 3

Terms:  job-costing system

Objective:  6

AACSB:  Analytical skills

Answer the following questions using the information below:

Apple Valley Corporation uses a job cost system and has two production departments, A and B. Budgeted manufacturing costs for the year are:


Department A
Department B


Direct materials
$700,000
$100,000


Direct manufacturing labor
$200,000
$800,000


Manufacturing overhead
$600,000
$400,000

The actual material and labor costs charged to Job #432 were as follows:


Total


Direct materials:
$25,000


Direct labor:


Department A
$ 8,000


Department B
$12,000


$20,000

Apple Valley applies manufacturing overhead costs to jobs on the basis of direct manufacturing labor cost using departmental rates determined at the beginning of the year.

32) Manufacturing costs estimated for Job #432 total: 

A) $55,000 

B) $65,000 

C) $70,000 

D) $75,000 

Answer:  D

Explanation:  D) DM $25,000 + DML $20,000 + MOH $30,000 [($8,000 × $600,000 / $200,000)] + [$12,000 × $400,000/$800,000] = $75,000

Diff: 3

Terms:  manufacturing overhead allocated

Objective:  6

AACSB:  Analytical skills

33) Work-in-Process Control will be decreased (credited) for the amount of direct-labor costs incurred. 

Answer:  FALSE

Explanation:  Work-in-Process Control will be increased (debited) for the amount of direct-labor costs incurred.

Diff: 1

Terms:  job-costing system

Objective:  6

AACSB:  Reflective thinking

34) The Work-in-Process Control account tracks job costs from the time jobs are started until they are completed. 

Answer:  TRUE

Diff: 2

Terms:  job-costing system

Objective:  6

AACSB:  Reflective thinking

35) Purchases of materials are credited to materials control.

Answer:  FALSE

Explanation:  Purchases of materials are debited to materials control.

Diff: 1

Terms:  job-costing system

Objective:  6

AACSB:  Reflective thinking

36) The Salaries Payable Control account has underlying subsidiary ledgers. 

Answer:  TRUE

Diff: 1

Terms:  job-costing system

Objective:  6

AACSB:  Reflective thinking

37) Indirect materials that are requisitioned increase the Materials Control account. 

Answer:  FALSE

Explanation:  Indirect materials that are requisitioned increase the Manufacturing Overhead Control account.

Diff: 1

Terms:  job-costing system

Objective:  6

AACSB:  Reflective thinking

38) In a job-cost system, each indirect-cost pool has its own account in the general ledger. 

Answer:  TRUE

Diff: 2

Terms:  job-costing system, cost pool

Objective:  6

AACSB:  Reflective thinking

39) Indirect manufacturing costs are debited to Manufacturing Overhead Control.

Answer:  TRUE

Diff: 1

Terms:  indirect manufacturing costs

Objective:  6

AACSB:  Reflective thinking

40) The Finished Goods Control account consists of actual manufacturing overhead costs rather than allocated manufacturing overhead costs. 

Answer:  FALSE

Explanation:  The Finished Goods Control account consists of allocated manufacturing overhead costs rather than actual manufacturing overhead costs.

Diff: 2

Terms:  job-costing system

Objective:  6

AACSB:  Reflective thinking

41) The ending balance in Work-in-Process Control represents the total costs of all jobs that have NOT yet been completed. 

Answer:  TRUE

Diff: 1

Terms:  job-costing system

Objective:  6

AACSB:  Reflective thinking

42) The product cost reported as inventoriable costs to shareholders may differ from product costs reported for government contracting.

Answer:  TRUE

Diff: 1

Terms:  product costs, inventoriable costs

Objective:  6

AACSB:  Ethical reasoning

43) For external reporting purposes, it is acceptable to allocate marketing costs to individual jobs. 

Answer:  FALSE

Explanation:  Management may choose to allocate marketing costs to individual jobs for internal pricing, product-mix, and cost-management decisions.

Diff: 2

Terms:  job-costing system

Objective:  6

AACSB:  Ethical reasoning

44) Jordan Company has two departments, X and Y. Overhead is applied based on direct labor cost in Department X and machine-hours in Department Y. The following additional information is available:


Budgeted Amounts
Department X
Department Y


Direct labor cost
$180,000
$165,000


Factory overhead
$225,000
$180,000


Machine-hours
51,000
mh
40,000
mh


Actual data for Job #10
Department X
Department Y


Direct materials requisitioned
$10,000
$16,000


Direct labor cost
$11,000
$14,000


Machine-hours
5,000
mh
3,000
mh

Required:
a.
Compute the budgeted factory overhead rate for Department X.

b.
Compute the budgeted factory overhead rate for Department Y.

c.
What is the total overhead cost of Job 10?

d.
If Job 10 consists of 50 units of product, what is the unit cost of this job? 

Answer:  
a.
$225,000/$180,000 = 125%

b.
$180,000/40,000 hrs. = $4.50 per hour

c.
($11,000 × 125 percent) + ($4.50 × 3,000 hrs.) = $27,250

d.
$10,000 + $16,000 + $11,000 + $14,000 + $27,250 = $78,250/50 units = $1,565 per unit 

Diff: 2

Terms:  job costing system

Objective:  4, 6

AACSB:  Analytical skills

45) Job-cost records for Boucher Company contained the following data:


Total Cost


Date
Date
Date
of Job


Job No.
Started
Finished
Sold
at June 30


220
May 18
June 12
June 20
$6,000


221
May 20
June 19
June 21
4,000


222
June 7
July 5
July 12
7,000


223
June 10
June 28
July 1
6,500


224
June 19
July 16
July 25
8,000

Required:
a.
Compute WIP inventory at June 30.

b.
Compute finished goods inventory at June 30.

c.
Compute cost of goods sold for June. 

Answer:  
a.
$7,000 + $8,000 = $15,000

b.
$6,500

c.
$6,000 + $4,000 = $10,000 

Diff: 2

Terms:  job costing system

Objective:  4, 6

AACSB:  Analytical skills

46) Constanza Company has the following balances as of the year ended December 31, 2010


Direct Materials Inventory
$30,000
Dr.


WIP Inventory
69,000
Dr.


Finished Goods Inventory
99,000
Dr.


Underapplied Factory Department Overhead
8,000
Dr.


Cost of Goods Sold
149,000
Dr.

Additional information is as follows:


Cost of direct materials purchased during 2010
$82,000


Cost of direct materials requisitioned in 2010
74,000


Cost of goods completed during 2010
204,000


Factory overhead applied (120% of direct labor)
96,000

Required:

a.
Compute beginning direct materials inventory.

b.
Compute beginning WIP inventory.

c.
Compute beginning finished goods inventory.

d.
Compute actual factory overhead incurred. 

Answer:  
a.
Beg Inv + $82,000 - $74,000 = $30,000.  Beg Inv =  $22,000

b.
$96,000/120% = $80,000 direct labor costs incurred


$204,000 - $74,000 - $80,000 - $96,000 + $69,000 = 23,000

c.
$149,000 - $204,000 + $99,000 = $44,000

d.
$96,000 + $8,000 = $104,000 

Diff: 3

Terms:  job costing system

Objective:  4, 6

AACSB:  Analytical skills

47) Cowley County Hospital uses a job-costing system for all patients who have surgery. In March, the pre-operating room (PRE-OP) and operating room (OR) had budgeted allocation bases of 4,000 nursing hours and 2,000 nursing hours, respectively. The budgeted nursing overhead charges for each department for the month were $168,000 and $132,000, respectively. The hospital floor for surgery patients had budgeted overhead costs of $1,200,000 and 15,000 nursing hours for the month. For patient Fred Adams, actual hours incurred were eight and four hours, respectively, in the PRE-OP and OR rooms. He was in the hospital for 4 days (96 hours). Other costs related to Adams were:


PRE-OP
OR
In-room


Costs
Costs
Costs


Patient medicine
$ 200
$ 500
$2,400


Direct nursing time
$1,000
$2,000
$3,000

The hospital uses a budgeted overhead rate for applying overhead to patient stays.

Required:

What is the total cost of the stay of patient Fred Adams? 

Answer:  
Nursing overhead rate PRE-OP
= $168,000/4,000 hrs.


= $42 per hr.

Nursing overhead rate OR
= $132,000/2,000 hrs.


= $66 per hr.

Overhead rate for surgery floor
= $1,200,000/15,000 hrs.


= $80 per hr.

Patient Fred Adams:


PRE-OP
OR
In-room
Totals


Patient medicine
$ 200
$ 500
$2,400
$3,100


Direct nursing time
1,000
2,000
3,000
6,000


Nursing overhead:


PRE-OP ($42 × 8)
336
336


OR ($66 × 4)
264
264


In-room ($80 × 96)
0
0
7,680
7,680


Total
$1,536
$2,764
$13,080
$17,380

Diff: 3

Terms:  budgeted indirect-cost rate

Objective:  4, 6

AACSB:  Analytical skills

48) The Dougherty Furniture Company manufactures tables. In March, the two production departments had budgeted allocation bases of 4,000 machine-hours in Department 100 and 8,000 direct manufacturing labor-hours in Department 200. The budgeted manufacturing overheads for the month were $57,500 and $62,500, respectively. For Job A, the actual costs incurred in the two departments were as follows:


Department 100
Department 200


Direct materials purchased on account
$110,000
$177,500


Direct materials used
32,500
13,500


Direct manufacturing labor
52,500
53,500


Indirect manufacturing labor
11,000
9,000


Indirect materials used
7,500
4,750


Lease on equipment
16,250
3,750


Utilities
1,000
1,250

Job A incurred 800 machine-hours in Department 100 and 300 manufacturing labor-hours in Department 200. The company uses a budgeted overhead rate for applying overhead to production.

Required:

a.
Determine the budgeted manufacturing overhead rate for each department.

b.
Prepare the necessary journal entries to summarize the March transactions for Department 100.

c.
What is the total cost of Job A? 

Answer:  
a.
Manufacturing overhead rate Department 100
= $57,500/4,000 hours


= $14.375 per machine-hour


Manufacturing overhead rate Department 200
= $62,500/8,000 hours


= $7.8125 per labor-hour

b.
Materials Control Department 100
110,000


Accounts Payable Control
110,000


Work-in-Process Control Department 100
32,500


Manufacturing Overhead Control Department 100
7,500


Materials Control Department 100
40,000


Work-in-Process Control Department 100
52,500


Manufacturing Overhead Control Department 100
11,000


Wages Payable Control
63,500


Manufacturing Overhead Control Department 100
17,250


Leaseholds Payable Control
16,250


Utilities Payable Control
1,000


Work-in-Process Control Dept. 100 ($14.375 × 800 hrs)
11,500


Manufacturing Overhead Allocated
11,500

c.
Job A:


Direct materials Dept. 100
$ 32,500


Direct materials Dept. 200
13,500


Direct manufacturing labor Dept. 100
52,500


Direct manufacturing labor Dept. 200
53,500


Manufacturing overhead Dept. 100 ($14.375 x 800)
11,500


Manufacturing overhead Dept. 200 ($7.8125 x 300)
2,344


Total
$165,844

Diff: 3

Terms:  budgeted indirect-cost rate

Objective:  6

AACSB:  Analytical skills

49) In a job-costing system, explain why it is necessary to apply indirect costs to production through the use of a manufacturing overhead cost allocation rate. 

Answer:  First, actual manufacturing overhead costs are not known until the end of year. To price and invoice jobs in a timely manner, annual manufacturing overhead costs need to be estimated and allocated to specific jobs during the accounting period. Secondly, manufacturing overhead costs are usually not incurred evenly throughout the year. The use of a manufacturing overhead cost allocation rate evenly distributes manufacturing overhead costs over the entire year. 

Diff: 2

Terms:  budgeted indirect-cost rate

Objective:  3, 4, 5, 6

AACSB:  Reflective thinking

50) Why does the manufacturing overhead control account (debit) need to equal the manufacturing overhead allocated account (credit)?

Answer:  If these accounts do not equal, then overhead has either been overallocated or underallocated. Either situation means that the cost of the cost object has not been correctly estimated during the period.  Evaluation of profitability will be incorrect depending on the materiality of the difference between the two accounts.

Diff: 2

Terms:  manufacturing overhead costs

Objective:  6

AACSB:  Analytical skills

51) What are three possible ways to dispose of underallocated or overallocated overhead costs at the end of a fiscal year? Briefly comment on the theoretical correctness or incorrectness of each method. 

Answer:  One way to dispose of underallocated or overallocated overhead costs at the end of a fiscal year would be to prorate the underallocated or overallocated overhead costs to the work-in-process control account, the finished goods control account, and to the cost of goods sold account based on the relative amounts in each account. This is a theoretically correct method since it is reasonable to believe that the underallocated or overallocated overhead costs should attach themselves to the goods as they are produced. A second way to dispose of the underallocated or overallocated overhead costs at the end of a fiscal year would be to adjust the allocation rate based on the actual amounts and reallocate the overhead to completed jobs. This is also a theoretically correct method. A third way is to clear all underallocated or overallocated overhead to the cost of goods sold account. This is not theoretically valid but it is practical if the amount of underallocated or overallocated overhead is not material. 

Diff: 2

Terms:  proration, manufacturing overhead applied

Objective:  6

AACSB:  Reflective thinking

Objective 4.7

1) The spreading of underallocated or overallocated overhead among ending work-in-process, finished goods, and cost of goods sold is called: 

A) the adjusted allocation rate approach 

B) the proration approach 

C) the write-off of cost of goods sold approach 

D) None of these answers are correct. 

Answer:  B

Diff: 1

Terms:  proration

Objective:  7

AACSB:  Reflective thinking

2) The method that restates all overhead entries in the general ledger and subsidiary ledgers using actual cost rates rather than budgeted cost rates is called

A) the adjusted allocation rate approach 

B) the proration approach 

C) the write-off of cost of goods sold approach 

D) None of these answers are correct. 

Answer:  A

Diff: 1

Terms:  proration

Objective:  7

AACSB:  Reflective thinking

3) When the allocated amount of indirect costs are less than the actual amount, indirect costs have been: 

A) overabsorbed 

B) underapplied 

C) underallocated 

D) Both underapplied and underallocated are correct. 

Answer:  D

Diff: 2

Terms:  underallocated indirect costs, underapplied indirect costs

Objective:  7

AACSB:  Reflective thinking

4) One reason indirect costs may be overapplied is because: 

A) the actual allocation base quantity exceeds the budgeted quantity 

B) budgeted indirect costs exceed actual indirect costs 

C) requisitioned direct materials exceed budgeted material costs 

D) Both A and B are correct. 

Answer:  B

Diff: 3

Terms:  overapplied indirect costs

Objective:  7

AACSB:  Analytical skills

5) The ________ approach adjusts individual job-cost records to account for underallocated or overallocated overhead. 

A) adjusted allocation-rate 

B) proration 

C) write-off to cost of goods sold 

D) Both A and B are correct. 

Answer:  A

Diff: 1

Terms:  adjusted allocation-rate approach

Objective:  7

AACSB:  Reflective thinking

6) The adjusted allocation approach yields the benefits of:

A) timeliness and convenience of normal costing

B) allocation of of actual manufacturing overhead costs at the end of the year

C) Both a and b are correct.

D) Neither a nor b are correct.

Answer:  C

Diff: 1

Terms:  actual costing, normal costing

Objective:  7

AACSB:  Reflective thinking

7) The approach often used when dealing with small amounts of underallocated or overallocated overhead is the ________ approach. 

A) adjusted allocation-rate 

B) proration 

C) write-off to cost of goods sold 

D) Both A and B are correct. 

Answer:  C

Diff: 1

Terms:  overallocated indirect costs, underallocated indirect costs

Objective:  7

AACSB:  Reflective thinking

8) The ________ approach carries the underallocated or overallocated amounts to overhead accounts in the following year. 

A) adjusted allocation-rate 

B) proration 

C) write-off to cost of goods sold 

D) None of these answers are correct. 

Answer:  D

Diff: 2

Terms:  overallocated indirect costs, underallocated indirect costs

Objective:  7

AACSB:  Reflective thinking

9) A company would use multiple cost-allocation bases:

A) if managers believed the benefits exceeded the additional costs of that costing system

B) because there is more than one way to allocate overhead

C) because this is a simpler approach than using one cost allocation base

D) if managers believe that using multiple cost-allocation bases is the only acceptable method

Answer:  A

Diff: 2

Terms:  multiple overhead cost pools

Objective:  7

AACSB:  Ethical reasoning

Answer the following questions using the information below:

Because the Abernathy Company used a budgeted indirect-cost rate for its manufacturing operations, the amount allocated ($200,000) was different from the actual amount incurred ($225,000).


Ending balances in the relevant accounts are:


Work-in-Process
$ 10,000


Finished Goods
20,000


Cost of Goods Sold
170,000

10) What is the journal entry used to write off the difference between allocated and actual overhead directly to cost of goods sold? 

A) Manufacturing Overhead Allocated
200,000

    Cost of Goods Sold
25,000


Manufacturing Overhead Control
225,000

B) Manufacturing Overhead Control
200,000

    Cost of Goods Sold
25,000


Manufacturing Overhead Allocated
225,000

C) Manufacturing Overhead Allocated
200,000


Work-in-Process Control
30,000


Cost of Goods Sold
170,000

D) Manufacturing Overhead Control
225,000


Work-in-Process Control
55,000


Cost of Goods Sold
170,000

Answer:  A

Diff: 2

Terms:  overapplied indirect costs, underapplied indirect costs

Objective:  7

AACSB:  Analytical skills

11) What is the journal entry used to write off the difference between allocated and actual overhead using the proration approach? 

A) Manufacturing Overhead Allocated
200,000

    Work-in-Process Control
10,000

    Finished Goods Control
20,000


Manufacturing Overhead Control
230,000

B) Manufacturing Overhead Allocated
225,000


Work-in-Process Control
1,250


Finished Goods Control
2,500


Cost of Goods Sold
21,250


Manufacturing Overhead Control
200,000

C) Manufacturing Overhead Control
225,000


Work-in-Process Control
1,250


Finished Goods Control
2,500


Cost of Goods Sold
21,250


Manufacturing Overhead Allocated
200,000

D) Manufacturing Overhead Allocated
200,000

Work-in-Process Control
1,250

Finished Goods Control
2,500

Cost of Goods Sold
21,250


Manufacturing Overhead Control
225,000

Answer:  D

Explanation:  
D) 
Work-in-process
$  10,000
5%
x
$25,000 =
$1,250

Finished goods
20,000
10%
x
 25,000 =
2,500

Cost of goods sold
170,000
85%
x
 25,000 =
21,250

$200,000
100%


$25,000

Diff: 2

Terms:  proration

Objective:  7

AACSB:  Analytical skills

Answer the following questions using the information below:

Roiann and Dennett Law Office employs 12 full-time attorneys and 10 paraprofessionals. Direct and indirect costs are applied on a professional labor-hour basis that includes both attorney and paraprofessional hours. Following is information for 20X3:


Budget
Actual


Indirect costs
$270,000
$300,000


Annual salary of each attorney
$100,000
$110,000


Annual salary of each paraprofessional
$ 29,000
$ 30,000


Total professional labor-hours
50,000
dlh
60,000
dlh

12) When using a normal costing system, year-end accounting records will show that indirect costs are: 

A) applied improperly 

B) underallocated 

C) overbudgeted 

D) overallocated 

Answer:  D

Explanation:  D) Overallocated: Allocated $324,000 ($270,000 / 50,000 × 60,000 dlh) when actual is only $300,000

Diff: 3

Terms:  normal costing

Objective:  7

AACSB:  Reflective thinking

13) Overhead costs allocated each month are expected to equal actual overhead costs incurred each month. 

Answer:  FALSE

Explanation:  Seasonal fluctuations and lump-sum payments for items such as property taxes are not expected to be incurred evenly throughout the year.

Diff: 2

Terms:  manufacturing overhead allocated

Objective:  7

AACSB:  Reflective thinking

14) When actual indirect costs exceed allocated indirect costs, indirect costs have been underapplied. 

Answer:  TRUE

Diff: 1

Terms:  overapplied indirect costs

Objective:  7

AACSB:  Analytical skills

15) One reason indirect costs may be underapplied is if actual indirect costs are less than budgeted indirect costs. 

Answer:  FALSE

Diff: 3

Terms:  overapplied indirect costs, underapplied indirect costs

Objective:  7

AACSB:  Analytical skills

16) The proration approach to allocating overapplied or underapplied overhead adjusts individual job-cost records. 

Answer:  FALSE

Explanation:  The proration approach to allocating overapplied or underapplied overhead adjusts only general ledger accounts and not subsidiary ledgers or individual job-cost records.

Diff: 2

Terms:  proration, overapplied indirect costs, underapplied indirect costs

Objective:  7

AACSB:  Analytical skills

17) The overhead accounts are closed or become zero at the end of each year. 

Answer:  TRUE

Diff: 1

Terms:  job-costing system

Objective:  7

AACSB:  Reflective thinking

18) Overallocated indirect costs occur when the allocated amount of indirect costs is greater than the amount incurred for that period. 

Answer:  TRUE

Diff: 2

Terms:  underallocated indirect costs

Objective:  7

AACSB:  Reflective thinking

19) The actual costs of all individual overhead categories are recorded in the Manufacturing Overhead Control account. 

Answer:  TRUE

Diff: 1

Terms:  job-costing system

Objective:  7

AACSB:  Analytical skills

20) Proration is the spreading of underallocated or overallocated overhead among ending work in process, finished goods, and costs of goods sold. 

Answer:  TRUE

Diff: 1

Terms:  proration

Objective:  7

AACSB:  Reflective thinking

21) It is inappropriate for service organizations such as public accounting firms to use job costing. 

Answer:  FALSE

Explanation:  Accounting firms, law firms, and other firms in the service industry can use Job costing.

Diff: 1

Terms:  job-costing system

Objective:  7

AACSB:  Ethical reasoning

22) Pumpkin Plastic Products Company manufactures pipes and applies manufacturing costs to production at a budgeted indirect-cost rate of $9 per direct labor-hour. The following data are obtained from the accounting records for June 2010:


Direct materials
$300,000


Direct labor (16,000 hours @ $11/hour)
$ 44,000


Indirect labor
$ 20,000


Plant facility rent
$ 100,000


Depreciation on plant machinery and equipment
$ 40,000


Sales commissions
$ 30,000


Administrative expenses
$ 40,000

Required:

a.
What actual amount of manufacturing overhead costs was incurred during June 2010?

b.
What amount of manufacturing overhead was allocated to all jobs during June 2010?

c.
For June 2010, was manufacturing overhead underallocated or overallocated? Explain. 

Answer:  
a.
$20,000 + $100,000 + $40,000 = $160,000

b.
16,000 × $9 per dlh = $144,000

c.
Underallocated by $16,000: Only allocated $144,000 of the $160,000 of actual overhead 

Diff: 2

Terms:  manufacturing overhead allocated

Objective:  7

AACSB:  Analytical skills

23) Moira Company has just finished its first year of operations and must decide which method to use for adjusting cost of goods sold. Because the company used a budgeted indirect-cost rate for its manufacturing operations, the amount that was allocated ($435,000) to cost of goods sold was different from the actual amount incurred ($425,000).

Ending balances in the relevant accounts were:


Work-in-Process
$ 40,000


Finished Goods
80,000


Cost of Goods Sold
680,000

Required:

a.
Prepare a journal entry to write off the difference between allocated and actual overhead directly to Cost of Goods Sold. Be sure your journal entry closes the related overhead accounts.

b.
Prepare a journal entry that prorates the write-off of the difference between allocated and actual overhead using ending account balances. Be sure your journal entry closes the related overhead accounts. 

Answer:  
a.
Manufacturing Overhead Allocated
435,000


Cost of Goods Sold
10,000


Manufacturing Overhead Control
425,000

b.
Work-in-process
  $ 40,000
5
%
× $10,000
= $ 500


Finished goods
  80,000
10
× $10,000
= 1,000


Cost of goods sold  
680,000
85
× $10,000
= 8,500


Total
  $800,000
100
%


Manufacturing Overhead Allocated
435,000


Work-in-Process
500


Finished Goods
1,000


Cost of Goods Sold
8,500


Manufacturing Overhead Control
425,000

Diff: 3

Terms:  manufacturing overhead allocated

Objective:  7

AACSB:  Analytical skills

24) Jacobs Company manufactures refrigerators. The company uses a budgeted indirect-cost rate for its manufacturing operations and during 20X5 allocated $1,000,000 to work-in-process inventory. Actual overhead incurred was $1,100,000.

Ending balances in the following accounts are:


Work-in-Process
$ 100,000


Finished Goods
750,000


Cost of Goods Sold
4,150,000

Required:

a.
Prepare a journal entry to write off the difference between allocated and actual overhead directly to Cost of Goods Sold. Be sure your journal entry closes the related overhead accounts.

b.
Prepare a journal entry that prorates the write-off of the difference between allocated and actual overhead using ending account balances. Be sure your journal entry closes the related overhead accounts. 

Answer:  
a.
Manufacturing Overhead Allocated
1,000,000


Cost of Goods Sold
100,000


Manufacturing Overhead Control
1,100,000

b.
Work-in-process
$100,000
2.0%
× $100,000
= $2,000


Finished goods
750,000
15.0
× $100,000
= $15,000


Cost of goods sold
4,150,000
83.0
× $100,000
= $83,000


Total
$5,000,000
100.0%


Manufacturing Overhead Allocated
1,000,000


Work-in-Process
2,000


Finished Goods
15,000


Cost of Goods Sold
83,000


Manufacturing Overhead Control
1,100,000

Diff: 3

Terms:  proration

Objective:  7

AACSB:  Analytical skills

25) The following information was gathered for Jasmine Company for the year ended December 31, 2010



Budgeted
Actual


Direct labor-hours
75,000
dlh
80,000
dlh


Factory overhead
$600,000
$625,000

Assume that direct labor-hours are the cost-allocation base.

Required:
a.
Compute the budgeted factory overhead rate.

b.
Compute the factory overhead applied.

c.
Compute the amount of over/underapplied overhead. 

Answer:  
a.
$600,000/75,000 hrs. = $8.00 per hour

b.
$8.00 × 80,000 hrs. = $640,000

c.
$640,000 - $625,000 = $15,000 overapplied 

Diff: 2

Terms:  overapplied indirect costs, underapplied indirect costs

Objective:  7

AACSB:  Analytical skills

26) Isabelle, Inc., uses a budgeted factory overhead rate to apply overhead to production. The following data are available for the year ended December 31, 20X5.


Budgeted
Actual


Factory overhead
$675,000
$716,000


Direct labor costs
$450,000
$432,000


Direct labor-hours
12,500
dlh
13,325
dlh

Required:

a.
Determine the budgeted factory overhead rate based on direct labor-hours.

b.
What is the applied overhead based on direct labor-hours?

c.
Is overhead overapplied or underapplied? Explain. 

Answer:  
a.
$675,000/12,500 hrs. = $54.00 per hour

b.
$54.00 × 13,325 hrs. = $719,550

c.
$716,000 - $719,550 = $3,550 overapplied 

Diff: 2

Terms:  overapplied indirect costs, underapplied indirect costs

Objective:  7

AACSB:  Analytical skills

27) Schulz Corporation applies overhead based upon machine-hours. Budgeted factory overhead was $266,400 and budgeted machine-hours were 18,500. Actual factory overhead was $287,920 and actual machine-hours were 19,050. Before disposition of under/overapplied overhead, the cost of goods sold was $560,000 and ending inventories were as follows:


Direct materials
$ 60,000


WIP
190,000


Finished goods
250,000


Total
$500,000

Required:
a.
Determine the budgeted factory overhead rate per machine-hour.

b.
Compute the over/underapplied overhead.

c.
Prepare the journal entry to dispose of the variance using the write-off to cost of goods sold approach.

d.
Prepare the journal entry to dispose of the variance using the proration approach. 

Answer:  
a.
$266,400/18,500 hrs. = $14.40 per hour

b.
$14.40 × 19,050 hours = $274,320 - $287,920 = $13,600 underapplied overhead

c.
Cost of Goods Sold
13,600


Factory Department Overhead Control
13,600

d.
$560,000 + $190,000 + $250,000 = $1,000,000


Cost of Goods Sold:


$560,000/$1,000,000 = 56% × $13,600 = $7,616


WIP:


$190,000/$1,000,000 = 19% × $13,600 = $2,584


Finished Goods:


$250,000/$1,000,000 = 25% × $13,600 = $3,400


Cost of Goods Sold
7,616


WIP Inventory
2,584


Finished Goods Inventory
3,400


Factory Department Overhead Control
13,600 

Diff: 3

Terms:  overapplied indirect costs, underapplied indirect costs

Objective:  7

AACSB:  Analytical skills

28) Sedgwick County Hospital uses an indirect job-costing system for all patients. In June, the budgeted nursing care charges for each department and budgeted allocation bases of nursing days are as follows:

                 June                 
Critical Care
Special Care
General Care

Budgeted nursing costs
$2,480,000
$1,644,000
$1,280,400

Budgeted nursing days
5,000
4,000
8,000

Patient Ms. Graves spent six days in critical care and eight days in special care during June. The remainder of the 30-day month was spent in the general care area.

Required:

a.
Determine the budgeted overhead rate for each department.

b.
What are the total charges to Ms. Graves if she was in the facility the entire month? 

Answer:  
a.
Overhead rate critical care
= $2,480,000/5,000 nursing days
= $496.00 per day.


Overhead rate special care
= $1,644,000/4,000 nursing days
= $411.00 per day


Overhead rate general
= $1,280,400/8,000 nursing days
= $160.05 per day

b.
Ms. Graves:


Critical care
$496.00 × 6 days =
$2,976.00


Special care
$411.00 × 8 days =
3,288.00


General care
$160.05 × 16 days =
2,560.80


Total overhead charges
$8,824.80

Diff: 2

Terms:  indirect-cost rate

Objective:  7

AACSB:  Analytical skills

29) Hammond and Jarrett provide tax consulting for estates and trusts. Their job-costing system has a single direct-cost category (professional labor) and a single indirect-cost pool (research support). The indirect-cost pool contains all the costs except direct personnel costs. All budgeted indirect costs are allocated to individual jobs using actual professional labor-hours.

Required:

a.
Discuss the reasons a consulting firm might use a normal costing system rather than an actual costing system.

b.
What might be some reasons for the firm to change from a one-pool to a multiple-pool allocation concept? 

Answer:  
a.
Budget rates are normally used because actual costs may not be available until some time after a job is completed. Decisions about billing a client for services rendered generally must be made immediately after the job is completed. Also, actual costs may reflect short-run changes in the environment that may distort the billing process. Budgeted costs are affected by weekly or monthly fluctuations and, therefore, offer a stable comparison and assignment of costs throughout the accounting cycle.

b.
Having separate professional labor-hour rates assists in assigning the personnel costs to jobs closest to their real values. This helps to maintain different costs for jobs that have the same number of hours but a different mix of professionals doing the job. Seldom is there only one cause-and-effect relationship between a job and the tasks performed on the job; therefore, it may also be a good idea to develop multiple indirect-cost assignments (i.e., one for staff support and others for such items as computer support or general administrative support). 

Diff: 2

Terms:  budgeted indirect-cost rate

Objective:  7

AACSB:  Reflective thinking

Objective 4.8

1) In the service sector: 

A) direct labor costs are always easy to trace to jobs 

B) a budgeted direct-labor cost rate may be used to apply direct labor to jobs 

C) normal costing may not be used 

D) overhead is generally applied using an actual cost-allocation rate 

Answer:  B

Diff: 2

Terms:  budgeted indirect-cost rate

Objective:  8

AACSB:  Reflective thinking

2) In the service sector, to achieve timely reporting on the profitability of an engagement, a company will use:

A) budgeted rates for all direct costs

B) budgeted rates for indirect costs

C) actual costing

D) budgeted rates for some direct costs and indirect costs

Answer:  D

Diff: 2

Terms:  normal costing, budgeted direct cost rate, budgeted indirect cost rate

Objective:  8

AACSB:  Reflective thinking

3) Luke employs 25 professional cleaners. Budgeted costs total $1,800,000 of which $1,050,000 is direct costs. Budgeted indirect costs are $750,000 and actual indirect costs were $793,800. Budgeted professional labor-hours are 1,000,000 and actual hours were 1,008,000. What is the budgeted direct cost-allocation rate? 

A) $1.80 per hour 

B) $1.7857 per hour 

C) $0.75 per hour 

D) $1.05 per hour 

Answer:  D

Explanation:  D) $1,050,000 / 1,000,000 = $1.05 

Diff: 2

Terms:  budgeted direct cost rate

Objective:  8

AACSB:  Analytical skills

4) The budgeted direct-labor cost rate includes ________ in the calculation.

A) budgeted total costs in indirect cost pool

B) budgeted total direct-labor costs in the denominator

C) budgeted total direct-labor costs in the numerator

D) budgeted total direct-labor hours in the numerator

Answer:  C

Diff: 2

Terms:  budgeted direct cost rate

Objective:  8

AACSB:  Reflective thinking

5) The law firm of Smith & Jones has a staff of 30 lawyers and administrative staff. Budgeted total costs of the firm total $4,000,000 of which $2,500,000 is direct-labor costs.  Assuming that the remaining costs are indirect and direct-labor cost is the allocation base, calculate the budgeted indirect cost rate.

A) 38 of direct-labor cost

B) 60% of direct-labor cost

C) 63% of direct-labor cost

D) 160% of direct-labor cost

Answer:  B

Explanation:  B) 1,500,000/2,500,000

Diff: 2

Terms:  budgeted indirect-cost rate

Objective:  8

AACSB:  Analytical skills

Answer the following questions using the information below:

A local accounting firm employs 20 full-time professionals. The budgeted annual compensation per employee is $40,500. The average chargeable time is 500 hours per client annually. All professional labor costs are included in a single direct-cost category and are allocated to jobs on a per-hour basis.

Other costs are included in a single indirect-cost pool, allocated according to professional labor-hours. Budgeted indirect costs for the year are $787,500, and the firm expects to have 90 clients during the coming year.

6) What is the budgeted direct labor cost rate per hour? 

A) $18.00 per hour 

B) $17.50 per hour 

C) $4.05 per hour 

D) $2,000 per hour 

Answer:  A

Explanation:  A) Total direct labor cost = $40,500 × 20 = $810,000

Total hours = 500 × 90 = 45,000 hours

Direct labor cost rate per hour = $810,000 / 45,000 = $18.00 per hour

Diff: 2

Terms:  budgeted indirect-cost rate

Objective:  8

AACSB:  Analytical skills

7) What is the budgeted indirect-cost rate per hour? 

A) $1,575.00 per hour 

B) $78.75 per hour 

C) $18.00 per hour 

D) $17.50 per hour 

Answer:  D

Explanation:  D) Indirect-cost rate per hour = $787,500 / 500 × 90 = $17.50 per hour

Diff: 2

Terms:  budgeted indirect-cost rate

Objective:  8

AACSB:  Analytical skills

8) If ten clients are lost and the workforce stays at 20 employees, then the direct labor cost rate per hour: 

A) will remain the same as before 

B) will increase 

C) will decrease 

D) is indeterminable

Answer:  B

Explanation:  
B) Total direct cost = $40,500 × 30 = $810,000

Total hours = 200 × 80 = 40,000 hours

Direct cost rate per hour = $810,000 / 40,000 = $20.25 per hour

The direct labor cost rate per hour increased from $18.00 per hour to $20.25 per hour

Diff: 2

Terms:  budgeted indirect-cost rate

Objective:  8

AACSB:  Analytical skills

9) A company may choose to use budgeted rates to allocate direct labor accounts if direct labor costs are difficult to trace to jobs as they are completed. 

Answer:  TRUE

Diff: 1

Terms:  budgeted indirect-cost rate

Objective:  8

AACSB:  Reflective thinking

10) In some variations of normal costing, organizations use budgeted rates to assign direct costs as well as indirect costs to jobs. 

Answer:  TRUE

Diff: 2

Terms:  normal costing

Objective:  8

AACSB:  Reflective thinking

11) At the end of the year, the direct costs traced to jobs using the budgeted rates will equal actual direct costs.

Answer:  FALSE

Explanation:  The actual rate and budgeted rate are different because they are developed at different times.

Diff: 2

Terms:  normal costing

Objective:  8

AACSB:  Reflective thinking

12) Modern Electronics manufactures surround sound systems and applies manufacturing costs to production at a budgeted indirect-cost rate of $22 per direct-labor hour. The following data are obtained from the accounting records for August 20X9:


Direct materials
$350,000


Direct labor  (7,000 hours @ $15/hour)
$105,000


Indirect labor
$ 15,000


Plant lease
$ 75,000


Depreciation on plant and equipment
$  40,000


Marketing expense
$  20,000


Plant utilities
$  15,000

Required:

a.
What actual amount of manufacturing overhead cost was incurred during August 20X9?

b.
What amount of manufacturing overhead was allocated to all jobs during August 20X9?

c.
For August 20X9, was manufacturing overhead underallocated or overallocated?  Explain.

Answer:  
a.
$15,000 + $75,000 + $40,000 + $15,000 = $145,000

b.
7,000 × $22 per dlh = $154,000

c.
Overallocated:  Allocated $154,000 which is $9,000 more than actual of $145,000

Diff: 2

Terms:  manufacturing overhead allocated

Objective:  7, 8

AACSB:  Analytical skills

13) A local engineering firm is bidding on a design project for a new client.  The total budgeted direct-labor costs for the firm are $400,000.  The total budgeted indirect costs are $600,000.  It is estimated that there are 8,000 billable hours in total.

Required:
a.
What is the budgeted direct-labor cost rate?

b.
What is the budgeted indirect-cost rate assuming direct-labor cost is the allocation base?

c.
What should be the engineering firm bid on the project if the direct labor hours are estimated 


at 300 hours?

Answer:  
a.
$400,000/8,000 = $50/hour

b.
$600,000/$400,000 = 150% of direct labor cost

c.
(300 × 50) + (15,000 × 1.5) = $37,500

Diff: 3

Terms:  normal costing

Objective:  8

AACSB:  Analytical skills

14) A local CPA employs ten full-time professionals. The budgeted compensation per employee is $50,000. The maximum billable hours for each client are 400. Clients always receive their full amount of time. All professional labor costs are included in a single direct-cost category and are traced to jobs on a per-hour basis. Any other costs are included in a single indirect-cost pool, allocated according to professional labor-hours. Budgeted indirect costs for the year are $200,000 and the firm had 20 clients.

Required:

a.
What is the direct-labor-cost rate per hour?

b.
What is the indirect-cost rate per hour? 

Answer:  
a.
Total direct cost
= $50,000 × 10 = $500,000


Total hours
= 400 × 20 = 8,000


Direct-cost rate per unit
= $500,000/8,000 = $62.50 per hour

b.
Indirect-cost rate per unit = $200,000/8,000 = $25.00 per hour 

Diff: 2

Terms:  indirect-cost rate

Objective:  8

AACSB:  Analytical skills
1
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