Chapter 17 - Job Order Cost Systems and Overhead Allocations


Our Comments on the “Your Turn” Cases  
You as a Manager  You should point out to the engineer that the composition of expected overhead for Compuline includes many costs that are not related to the number of lines of code. For example, indirect labor costs to clean and maintain the work area and computer equipment, security personnel, utilities, and so forth, will not decline if you reduce the lines of code by 10 percent. In fact, if the expected number of lines of code were 900,000 rather than the 1,000,000 lines (a 10 percent decrease), the overhead application rate probably would be $0.40 per line of code ($360,000 ( 900,000 lines) rather than the $0.36 per line of code currently being used.

You as a Treasurer  In most cases, U.S. Internal Revenue regulations require that inventory costs be accumulated for tax purposes in a manner consistent with that used for financial reporting purposes. Therefore, since FASB reporting requirements state that material amounts of over- or-under-applied overhead must be apportioned among the Work in Process and Finished Goods inventory accounts and the Cost of Goods Sold expense account, you should tell the assistant treasurer that it would be improper to allocate the entire amount of under-applied overhead to Cost of Goods Sold as a means to reduce ABI’s company tax burden.
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