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Chapter 2
How is Job Costing Used to Track
Production Costs?
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Chapter 2 - Section 1

Distinguish between job costing and process costing.
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Chapter 2 - Section 1
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What is a job costing system and why is it used?

A job costing system tracks revenues and costs for each unique job.
Used to compare actual and budgeted revenues and costs.
Used to assess profitability of each job.

Used to track revenues and costs throughout production process.
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Chapter 2 - Section 1

How is a process costing system different than a job costing system?

* Aprocess costing system tracks revenues and costs for companies producing identical

products in batches.
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What types of companies use
job costing and process
costing?
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Chapter 2 - Section 2

Understand how direct materials and direct labor costs are assigned
to jobs.

FLAT WORLD
2-8 LEARN ON"



Chapter 2 - Section 2
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What are the product costs for a manufacturing company (from
chapter 1)?
e Direct materials

e Direct labor

* Manufacturing overhead
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Chapter 2 - Section 2

How do we account for the purchase of raw materials?

« Journal entry assuming Custom Furniture Company purchased $4,500 in raw materials on
May 2:
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Chapter 2 - Section 2

How do we account for the purchase of raw materials?

This purchase of raw materials is further illustrated in the T-accounts that follow. Assume
the beginning balance for raw material inventory is $25,000. Beginning balances are only

provided for inventory accounts since the focus of this chapter is on manufacturing costs
that flow through these accounts.
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Chapter 2 - Section 2

How are raw materials requisitioned for production?

* Materials Requisition Form is used to track materials ordered for each job.

 The following form is used at Custom
Furniture Company
to order materials
for job 50:

Materials Requisition
Form for Custom
Furniture Company
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Chapter 2 - Section 2

How do we account for the transfer of raw materials to production as

direct materials?

« Journal entry assuming Custom Furniture Company transferred $370 in direct materials

out of raw materials inventory into production for job 50:
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Chapter 2 - Section 2

e This flow of direct materials from one account to another is further illustrated in the T-
accounts that follow. Assume the beginning balance for work-in-process inventory is
$35,000.
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Chapter 2 - Section 2

What is a job cost sheet and how is it used?

e Ajob cost sheet tracks
manufacturing costs for

each job.

» Serves as the subsidiary ledger

for the WIP Inventory account.

e  Custom Furniture Company
job cost sheet for job 50

with direct materials:

*$370 comes from the total in Figure 2.2
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Chapter 2 - Section 2

How do we account for the use of direct labor in production?

« Journal entry assuming Custom Furniture Company used $120 in direct labor for job 50:
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Chapter 2 - Section 2

* Recording these direct labor costs is further illustrated in the T-accounts that follow.
Again, beginning balances are only provided for inventory accounts since the focus of this

chapter is on manufacturing costs that flow through these accounts.
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Chapter 2 - Section 2

How do we track direct labor hours used in production?

 [nformation is tracked
using a timesheet

for each employee.

e The following
timesheet is for
one employee at
Custom Furniture

Company:
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Chapter 2 - Section 2

What does the
updated job cost
sheet look like for

job 507
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Chapter 2 - Section 3

Understand how manufacturing overhead costs are assighed to jobs.
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Chapter 2 - Section 3

What costs are included in manufacturing overhead?

e All costs related to production other than direct materials and direct labor.

e Examples:

2-21

Factory rent

Factory utilities

Indirect labor (production supervisors)
Indirect materials

Factory equipment depreciation

Factory maintenance
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Chapter 2 - Section 3

How do we account for manufacturing overhead costs?

 Predetermined overhead rate is used to allocate manufacturing overhead to jobs (this is

called normal costing).

 Predetermined overhead rate typically uses direct labor hours, direct labor costs, or

machine hours as the allocation base.
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Chapter 2 - Section 3

 Predetermined overhead rate is calculated as:
Estimated overhead costs / Estimated activity in allocation base
* Predetermined rate calculation for Custom Furniture Company:

= $1,140,000 estimated overhead costs / 38,000 estimated direct labor hours
= $30 per direct labor hour
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Chapter 2 - Section 3

How is the predetermined overhead rate used to apply manufacturing

overhead costs to jobs?

e Journal entry assuming six direct labor hours were charged to job 50 using the rate of

$30 per direct labor hour:
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Chapter 2 - Section 3

* Recording the application of overhead costs to a job is further illustrated in the T-

accounts that follow.
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Chapter 2 - Section 3

What does the
updated job cost
sheet look like for

job 507

*$180 = $30 per direct labor hour X 6 direct labor hours.
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Chapter 2 - Section 3

What information flows through the Manufacturing Overhead account?

e Actual overhead costs are recorded
as a debit to Manufacturing

Overhead.

e Overhead costs applied to jobs
are recorded as a credit to

Manufacturing Overhead.

e The Manufacturing Overhead

account is a clearing account.
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Chapter 2 - Section 3

What do the terms overapplied and underapplied overhead mean?

 Underapplied overhead: As shown in the manufacturing overhead account at the end of
the reporting period, actual overhead costs are higher than overhead costs applied to
jobs.

* Overapplied overhead: As shown in the manufacturing overhead account at the end of
the reporting period, actual overhead costs are lower than overhead costs applied to

jobs.
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Chapter 2 - Section 3

How is the manufacturing overhead account closed at the end of the

period?
 Companies typically close the manufacturing overhead account to cost of goods sold at
the end of the period if the amount is not significant.

« If overhead is underapplied by $2,000, the journal entry to close the account is:
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Chapter 2 - Section 3

« If overhead is overapplied by $3,000, the journal entry to close the account is:
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Chapter 2 - Section 4

Apply job costing methods to service organizations.
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Chapter 2 - Section 4

How does job costing work in

a service company setting?

e Same as manufacturing except
service companies use fewer
materials and the account names

are slightly different.
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Chapter 2 - Section 5

Use a job costing system to track costs and evaluate profitability for
each job.
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Chapter 2 - Section 5

How is job costing used
to perform job
profitability analysis at
Custom Furniture
Company?

2-34

9 Product costs are from the job cost sheet, and the sales price is based on the original bid.
b Based on 70 percent markup of estimated total production costs. For example, job 40’s
sales price of $18,360 = $10,800 x 170 percent.

¢ Equals gross profit divided by total production costs. Company target is 70 percent.

d Rounded.
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