Job Cost Exercise

Dillon Products manufactures various machined parts to customer specifications.  The company uses a job-order costing system and applies overhead cost to jobs on the basis of machine-hours.  At the beginning of the year, it was estimated that the company would work 240,000 machine-hours and incur $4,800,000 in manufacturing overhead costs.  The company spent the entire month of January working on a large order for 16,000 custom-made machined parts.  The company had no work in process at the beginning of January.  Cost and other data relating to January follow:

1. Raw materials purchased on trade account = $325,000

2. Raw materials requisitioned for production = $290,000; 80% of this was direct material and 20% was indirect material.

3. Labor cost incurred in the company = $180,000; 1/3 of this was direct labor and 2/3 was indirect labor.

4. Depreciation recorded on factory equipment = $75,000

5. Other manufacturing overhead costs incurred = $62,000; all purchased on trade account (so use Accounts Payable account).

6. Manufacturing overhead cost was applied to production on the basis of 15,000 machine-hours actually worked during the month.

7. Period costs of $118,000 ($74,000 marketing costs and $44,000 administrative costs) were incurred; all purchased on trade account.

8. The completed job was moved into the finished goods warehouse on January 30, ready for delivery to the customer. (Remember that the cost of this work consists of direct materials, direct labor, and applied overhead).

9. On January 31, 12,000 units were sold on credit for $52 per unit.

What you need to do:

a. Calculate the predetermined overhead rate.

b. Prepare journal entries to record items 1-7 above (hold off on #8-9 at this point).  Notice that these should include transferring costs through raw material inventory account into work-in-process inventory account.

c. Prepare T-accounts for items 1-7 above, using the relevant items from your journal entries to post to these T-accounts.

d. Compute the unit cost that will appear on the job cost sheet for these items.

e. Prepare a journal entry for items 8 and 9, an income statement for January, and determine what ending inventory balances are.

Asset and Expense accounts: Debit means increase; Credit means decrease

Liability, Equity and Revenue accounts: Debit means decrease; Credit means increase

Accounts Receivable



Raw Material Inventory


           WIP Inventory
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Wages Payable



                  Revenue


      Mfg. Overhead Control
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Adapted from Exercise 3-15 

a.
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	b. 
	
	Raw Materials

	325,000
	

	
	
	Accounts Payable

	
	325,000

	
	
	
	
	

	
	
	Work in Process

	232,000
	

	
	
	Manufacturing Overhead

	58,000
	

	
	
	Raw Materials

	
	290,000

	
	
	
	
	

	
	
	Work in Process

	60,000
	

	
	
	Manufacturing Overhead

	120,000
	

	
	
	Wages and Salaries Payable

	
	180,000

	
	
	
	
	

	
	
	Manufacturing Overhead

	75,000
	

	
	
	Accumulated Depreciation

	
	75,000

	
	
	
	
	

	
	
	Manufacturing Overhead

	62,000
	

	
	
	Accounts Payable

	
	62,000

	
	
	
	
	

	
	
	Work in Process

	300,000
	

	
	
	Manufacturing Overhead

	
	300,000






(15,000 machine hours * $20 per hour = $300,000 overhead applied)





Marketing Expense …………………………………

74,000





Administrative Expense …………………………..

44,000






Accounts Payable
 …………………………….



118,000


d.
The unit product cost on the job cost sheet would be:



$592,000 (from WIP account balance, or job sheet if we had prepared one) ÷ 16,000 units = $37 per unit.

e.
The cost of the completed job would be $592,000. The entry to transfer costs to finished goods would be:

	Finished Goods
592,000
	592,000
	

	Work in Process

	
	592,000


	The entry to record the sale of 12,000 units:

Accounts Receivable …….    624,000

    Revenue ………..                        624,000

Cost of Sales ……………..      444,000

    Finished Goods ……..                 444,000


	
	


Cost of Goods Manufactured:

Raw Material beginning balance:     -0-

Material purchases                     325,000
Raw material available                325,000

Less ending raw material            (35,000)

Raw material used                      290,000

Less indirect material                   (58,000)

Raw material used in production                                  232,000

Direct labor                                                                 60,000

Manufacturing overhead applied                                  300,000

Total manufacturing costs                                           592,000

Plus beginning Work-In-Process                                    - 0-

Less Ending Work-In-Process                                        - 0 –

Cost of Goods Manufactured                                         592,000

Cost of Sales:

Beginning Finished Goods                                              -  0  -

Cost of Goods Manufactured                                        592,000

Goods available for sale                                               592,000

Less Ending Finished Goods                                         (148,000)

Cost of Sales                                                                444,000

Dillon Products

Income Statement

January 31, 2007

Revenue                                                                       624,000

Cost of Sales                                                                (459,000)

Gross Profit                                                                    165,000

Selling, General and Admin. Expense                                (118,000)
Income before Income Tax                                                47,000
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