Chapter 3 : Job costing systems
· Cost Pool : a group of individual cost items

· Cost-allocation base : factor that systematically links an indirect cost or group of indirect costs to a cost object. It can be financial or not ( ex : labour costs VS nb of kilometers travelled )

· Companies often use the cost driver of the indirect costs as the cost-allocation base

Job costing and process costing systems

Job costing system

· Cost are assigned to a distinct unit, or lot of products

Process costing system

· Cost object is masses of similar units. The cost of products is obtained by using averages.

· Job costing system  <=====================> Process costing system

· Distinct unit of a product


Masses of similar products

· In service companies, products always differ in term of lengh, complexity and resources used

Job costing of an audit engagement

· Actual costing : tracing direct costs to a cost object by using the actual direct cost rate times the actual quantity of the direct-cost inputs

General approach to job costing

1) Identify the job that is the chosen cost object

2) Identify the direct costs for the job

3) Identify the indirect-cost pools associated with the job

4) Select the cost-allocation base to use in allocating each indirect-cost pool to the job

5) Develop the rate per unit of the cost allocation base used to allocated indirect costs to the job

6) Assign the costs to the cost object by adding all direct costs and all indirect costs

Source documents

· Original record that support journal entries in an accounting system

· Accuracy on how staff members spend their time is important

Normal costing method

· Traces direct costs to a cost-object by using the actual direct-cost rate times the actual quantity of the direct-cost input, and allocates indirect costs on the budgeted indirect-costs rate times the quantity of the cost-allocation base
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 = 45 € per hour
Job costing in manufacturing : 
· Tracking 

· The purchase of manufacturing inputs

· Their conversion into work in progress

· Finished goods and sale

1) Identify the job that is the chosen cost object

· Ex : in this case, a pulp machine manufactured for a company

2) Identify the direct costs for the job

· Ex : 2 main categories : direct materials and direct manufacturing labour

3) Identify the indirect-cost pools associated with the job

· Ex : in this case, we use a single indirect manufacturing cost pool called manufacturing overhead ( equipment depreciation, energy costs, indirect manufacturing labour …)

4) Select the cost allocation base to use in allocating each indirect-cost pool to the job

· Ex : in this case, we use machine hours as the allocation base for manufacturing overhead

5) Develop the rate per unit of each cost-allocation base used to allocate indirect costs to the job

· Ex : manufacturing overhead costs are 1 280 000 and machine hours are 16 000

· Indirect-cost rate for manufacturing overhead is 80 € per machine-hour

· Assign the costs to the cost objects by adding all direct costs and all indirect costs

· Ex : in this case, the cost of the machine job is : 

· Direct manufacturing costs : 5935

· Indirect manufacturing costs : 4200

· Total : 10 135 €


Source documents

· Original records that supports journal entries

· Job cost record or job cost sheet : records and accumulates all the costs assigned to a specific job

· For materials : materials requisition record

· For labour : labour time record

General ledger and subsidiary ledger

· General ledger ( grand livre )

· Job costs records

· Work in progress control account
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Explanation of transactions
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Budgeted indirect costs and end-of-period adjustments
· Underallocated indirect costs : occur when the allocated amount of indirect costs is less than the actual amount needed in a period

· Overallocated indirect costs : occur when the allocated amount exceeds the needs. To know them : 

· X = indirect costs incurred – indirect costs allocated
Adjusted allocation rate approach

· Restates all entries in the general ledger by using actual cost rates rather than using budgeted cost rates

· Every single job record accurately represents actual indirect costs incurred

· This approach increases the accuracy of each individual product cost amount and the accuracy of the end-of-year balances for stocks and costs of goods sold

Proration approach

· Refers to spreading of under or overallocated overhead among closing stocks and cost of goods sold
· Method 1 : 

Proration is based on the total amount of indirect costs allocated in the closing balances of Work In progress, Finsihed goods and Cost of goods sold

Ex : 200 000 € underallocated overhead is prorated over the 3 pertinent accounts in proportion to their total amount of indirect costs allocated

· Method 2 : 

Proration is based on total closing balances in Work In Progress, Finished goods and the costs of goods sold

· Method 3 : 

Proration is based on year-end write off to Cost of Goods sold

Choice among approaches : 

· Method 1 : to report the most accurate stock and cost of goods sold

· Method 2 : lower-cost way of approximating the results

· Method 3 : Simplest one

Stages of management accounting

· Prior to 1950, the focus was on cost determination and financial control

· By 1965, the focus was on management planning and control

· By 1985, the focus was to reduce waste in resources used in processes

· By 1995, the focus has shifted to the creation of value trough the effective use of resources and technologies
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