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Solution to exercise 5-23
Opinion Ranch©by Eldenburg & Wolcott

A. Total costs for Job 717:

Fixed overhead rate = $60,000/3,000 client hours = $20 per client hour
Variable overhead = $50 per client hour
Total overhead = $20 + $50 = $70 per client hour

Direct costs – Job 717 $  52,000
Overhead costs (850 hours * $70 per hour)     59,500
Total cost – Job 717 $111,500

B. (1) Fixed overhead costs include the costs for offices such as rent, lease, or depreciation costs,
insurance and property taxes, licenses, training materials for new employees, and
telephone costs if they are flat-rate.  Students may think of other fixed overhead costs.

(2) Variable overhead costs would be indirect labor that is related to surveying activities
(assuming the cost is not based on fixed work schedules), telephone costs if they are based
on usage, supplies, among others.  Students may think of other variable overhead costs.

C. Overhead over- or underapplied during July:

Actual overhead $220,000
Allocated overhead (2,800 hours * $70/hour)   196,000
Underapplied overhead $  24,000
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Solution to exercise 5-25
Home Contracting Company© Eldenburg & Wolcott

A. The overhead allocation rate = $11,120,000/$8,000,000 = 139% of direct costs

B. Price quote for job:

Direct costs ($25,000 + $15,000) $  40,000
Overhead allocation ($40,000 * 139%)     55,600
      Total costs 95,600
Markup ($95,600 * 40%)     38,240
      Price quote $133,840

C. Calculation of over- or underapplied overhead:  This question cannot be answered from the
information provided because the actual amount of overhead costs is not provided.  However, if
we assume that actual overhead costs are equal to estimated overhead costs, then:

Actual overhead costs (assumed) $11,120,000
Allocated overhead ($7,200,000*139%)   10,008,000
Underapplied overhead $  1,112,000

Solution to exercise 5-26
Franklin Fabrication© by Eldenburg & Wolcott

A. The spoilage for Job 359 should be categorized as abnormal spoilage because operations were
out of control while the supervisor was on vacation.  This cost is recorded as a separate loss.

B. The spoilage of wire mesh for the gate is normal spoilage; it arises as a regular part of operations
because it is such fine wire.  This spoilage would be assigned to the cost of the job because the
customer understood that the fine wire is more difficult to work with.

Solution to exercise 5-23
Journal entries for Franklin Fabrication© by Eldenburg & Wolcott

The following entries assume that the costs were already recorded in WIP (the usual case).  Therefore,
the credit entry is to WIP inventory.

Loss from abnormal spoilage $20
Work in process inventory (Job 359 – spoiled metal at cost) $20

Overhead cost control $150
Work in process inventory (Job 350 – spoiled gate at cost) $150
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