Problem 3-53
Proration of Overapplied or
Underapplied Overhead
(LO 3-2, 34, 3-5, 3-6)

Problem 3-54
Ethical Issues; Underap-
plication of Manufacturing
Overhead
(L0 34,3-2,3-4,3-6)

atch Production Environment

oninaB

Chapter 3 Procuct Costing and Cost Accumulat

Required:
1. Prepare a schedule of cost of goods manufactured for the month of March.
2. Prepare a schedule to compute the prime COSIS (direct material and direct labar) incurreg "\ j

March.
on costs (direct Jabor and manufacturing

3. Prepare a schedule to compute the converst
charged to work in process during March.

(CMA, adapted)

Midnight Sun Apparel Company uses normal costing. and manufacturing overhead is applied 1o
in-process on the basis of machine hours. On January 1 of the currt.‘nl year, thcm‘ were no bl
work-in-process or finished-goods inventories. The following estimates were included in the

year's budget.

Tota! budgeted manufacturing QVerNedd ..
Total budgeted machine hours ...

During January, the firm began the following production jobs:
A79: 1,000 machine hours
NOS: 2,500 machine hours
P82: 500 machine hours

During January. job numbers A79 and NOS were completed, and job number A79 was sold. The ac

manufacturing overhead incurred during January was $26,000.

Required:
1. Compute the company’s predetermined overhead rate for the current year.

2. How much manufacturing overhead was applied to production during January?

Calculate the overapplied or underapplied overhead for J

Prepare a journal entry (0 close the balance calculated in requi
to prorate the balance calculated in requirement (3) among the Work-i
Goods Inventory. and Cost of Goods Sold accounts.

3. anuary.
4. rement (3) into Cost of Goods
5. Prepare a journal entry
Process Inventory, Finished-

N
Marc Jackson has recently been hired as a cost accountant by Offset Press Company, & privately
company that produces a line of offset printing presses and lithograph machines. During his first
months on the job, Jackson discovered that Offset has been underapplying factory overhead
Work-in-Process Inventory account, while overstating expenses through the General and Admin
Expense account. This practice has been going on since the start of the company, which is in its
year of operation. The effect in each year has been favorable, having a material impact on the comp
tax position. No internal audit function exists at Offset, and the external auditors have not yet disca
the underapplied factory overhead.

Prior to the sixth-year audit, Jackson had pointed out the practice and its effect to Mary Brown, |
corporate controller, and had asked her to let him make the necessary adjustments. Brown di
not to make the adjustments, but (o wait until the external auditors had completed their work and
what they uncovered.

The sixth-year audit has now been completed, and the external auditors have once again
discover the underapplication of factory overhead. Jackson again asked Brown if he could make
required adjustments and was again told not to make them. Jackson, however, believes that the
ment; isr:nczutieb; r:;aedtr:1 gneds [[:t‘)‘lll ::2 ;)g(eﬂr:l‘:le ini::ug: sho:rl:! be informed of the situ_alion. ‘
Jackson is considering one of the following ;hree aIlMl - Company i

ernative courses of action:

O

« Follow Brown’s directive and do nothing further.
« Attempt to convince Brown to make the or adius :
A proper adjustments and to advise the external auditors of

Tell the Audit Committee of the Board i g !
s rd of Directors about the problem and give them the 8PPEEE




-

Chapter 3  Product Costing and Cost Accumulation in a Batch Production Environment

Required:

1. For each of the three alternative courses of action that Jackson is considering, explain whether or

not the action is appropriate.

2. Independent of your answer to requirement (1), assume that Jackson again approaches Brown to

make the necessary adjustments and is unsuccessful. Describe the steps that Jackson should take in

proceeding to resolve this situation.

(CMA, adapted)

Troy Electronics Company calculates its predetermined overhead rate on a quarterly basis. The follow-

ing estimates were made for the current year.

Estimated
Manufacturing
Overhead
[EG BT RIS o~ ot e S $100,000
R T TR B A : 80,000
Third quarter 50,000
Fourth quarter 70,000
TGN st $300,000

The firm’s main product, part number A200). requires $100 of direct material and 20 hours of direct

labor per unit. The labor rate is $15 per hour.

Required:

Estimated
Direct-Labor

Hours

25,000
16,000
12,500
14,000

67,500

Quarterly Predetermined

Overhead Rate
(per direct-labor hour)

?
?
?
?

1. Calculate the firm’s quarterly predetermined overhead rate for each quarter.
2. Determine the cost of one unit of part number A200 if it is manufactured in January versus April.

3. Suppose the company’s pricing policy calls for a 10 percent markup over cost. Calculate the price

to be charged for a unit of part number A200 if it is produced in January versus April.

4. Calculate the company’s predetermined overhead rate for the year if the rate is calculated annually.

5. Based on your answer to requirement (4), what is the cost of a unit of part number A200 if it is

manufactured in January? In April?

6. What is the price of a unit of part A200 if the predetermined overhead rate is calculated annually?

Tiana Shar, the controller for Bondi Furniture Company, is in the process of analyzing the overhead

costs for the month of November. She has gathered the following data for the month.

Labor
Direct-labor hours:

Labor costs:

BRI D O 0 B B oo i o e o e o s s e

R R b DTS 545 o kol sl e ot oo Mot . s s s
TN DR RN S o o Tt s o S BRI e e o oo

Material
Inventories, November 1:

R BT L 10 LI DI 5 et e s sesan o e e e g et
M SN et e S R SR S
ITCOHREE o i P NI I ol — o L s

Purchases of raw material and supplies:

BT e i LT

3,500
3,000
2,000

$204,000
15,000
6,000

$ 10,500
54,000
112,500

$135,000
15,000

{continued)
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Problem 3-55
Predetermined Overhead
Rate; Different Time Periods
Pricing
(LO 3-4)

Problem 3-56
Overhead Application Using
a Predetermined Overhead
Rate
(LO 3-2, 3-4, 3-5, 3-6)

2. Cost of job 77: $200,675
6. Underapplied overhead for

ovember: $4,575

=



