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[The student’s processing, omitted from this exemplar, was entirely accurate and completed to 
Excellence level.] 
 
The use of a job cost subsystem will ensure that Organic Furniture Ltd (OFL) accurately 
determines the costs of their furniture products and can sell them to customers at prices which 
will result in the business remaining competitive and economically viable.  OFL received an 
order from Designer Furniture for a custom made 9-piece rimu dining set. All costs associated 
with producing the set need to be accurately recorded and allocated to the job. This will allow 
OFL to add their mark-up and GST to the cost of the table and chairs to arrive at a selling price 
that is profitable but at the same time competitive.  
 
[Information about internal controls, materials requisition forms and time sheets omitted from this 
exemplar.] 
 
Two sets of costs can be directly traced to the dining set. One is raw materials, such as the rimu 
and fabric used to make the table and chairs. The other is direct labour. Workers spent a total of 
10 hours working on the dining room set. Their hours are recorded on time sheets and 
transferred to the job cost card for the dining set. The hourly rate for labour is $30 so the cost of 
direct labour is $300. This amount is debited to the work in progress ledger from the payroll 
control ledger. If the direct labour costs are inaccurate, the labour cost component of the selling 
price would be inaccurate. This could mean that OFL would make less profit on the job than 
expected. This would harm the viability of OFL as they will not be able to remain sustainable if 
they continue to make less profit than budgeted for. Alternatively, if labour is overcharged to the 
client OFL would sell the dining set at an inflated cost which could prevent them from being 
competitive in the bespoke furniture market. This could cause the retailer to find other, more 
price competitive furniture manufacturers, leading to OFL losing business and therefore  
revenue and profits. The loss of such orders may mean that the business may not be able to pay 
their day-to-day running expenses or liabilities when they fall due. 
 
Factory overheads are expenses, such as the factory supervisor’s salary, factory electricity and 
depreciation on machinery, that are not easily traceable to a job. At the start of the year the 
accountant estimates overheads for the year, based on overhead expenses in previous years. It 
was estimated that overheads for the year would cost $90,000. In my calculations I have used 
machine hours as the cost driver to allocate overheads to the job. (The alternative would be 
using direct labour hours.) This is because high precision machinery is used to produce the 
dining room set which involves detailed and intricate designs, meaning the job is very machine-
intensive. Using machine hours as the cost driver is also appropriate because specific overheads 
such as factory electricity and depreciation on machinery are directly affected by using the 
machinery.  
 
The overhead rate was calculated by dividing the total estimated overhead for the year 
($90,000) by the total estimated number of machine hours (10,000), giving $9 overhead per 
machine hour. An overhead rate is used to allocate overheads to every furniture job completed 
by OFL. At the time of quoting a price for the Designer Furniture order, it was estimated the job 
would take 300 machine hours to produce the dining set so the overhead allocated to the job 
was $2700. 
 
Estimated overheads and overhead rates are based on budget estimates. Actual overhead costs 
are likely to be higher or lower than the predicted overhead. The 300 machine hours that was 
thought to be appropriate when the job was costed might turn out to be wrong. If the actual 
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overhead is greater than the estimated overhead, overheads will be under-applied to the job.  If 
the actual overhead is less than the applied overhead, the overhead will be over-applied.  
 
The cost of making the dining room set came to $13,000, made up of materials ($10,000), direct 
labour ($300) and overheads ($2,700). The standard mark-up for OFL’s production line items is 
100%. For bespoke one-off orders OFL adds a mark-up of between 150 and 200 percent. The 
dining set is a high cost, low volume product using native timber from sustainable forests, and 
the manufacturing process is complex, justifying a high mark-up.  The mark-up covers other 
expenses associated with running OFL business such as stationery, office wages and office 
expenses, as well as providing OFL with profit. I recommend a 200% mark-up. Once the mark-up 
has been added, the job comes to $39,000. GST of 15% is added so Designer Furniture is quoted 
and charged $44,850 for the dining set.  
 
Once the dining room job was completed, the factory overhead account had a debit balance of 
$12,500 meaning the actual overheads incurred were $12,500 higher than the estimated 
overheads, so the overhead was under-applied by $12.500. The cost of goods sold account is 
debited by $12,500. This increases cost of goods sold and decreases the profit made on the job.  
 
If the under-application of overhead occurred because the number of machine hours needed for 
the dining set job was under-estimated, this knowledge could be used when costing future jobs. 
If the problem was caused by increasing overhead costs, the overhead rate should be re-
calculated using updated overhead costs. This would mean that for future jobs the overhead rate 
will allocate overhead costs more accurately so that the profit on jobs meet budgeted 
expectations  
 
For OFL to maintain viability into the future, the business must be sustainable, that is, it must 
make a profit year on year. If overheads are under-applied on a regular basis, OFL could find 
themselves in the position where they are unable to pay their day-to-day expenses or liabilities 
when they fall due. The reduced profitability could also affect their ability to raise a loan or to 
expand the business.  
 
It is extremely important that OFL’s record keeping is accurate so that all the costs associated 
with a bespoke job such as the dining room set are captured and charged to the customer. 
Fortunately, OFL’s policy of a high 200% mark-up on bespoke jobs has meant that OFL has still 
made a profit on the dining set despite under-applying overheads.  
 
As each bespoke furniture job is unique there is some uncertainty in costing the jobs so it is 
important that materials, labour and overhead costs are monitored so that customers are 
accurately charged. Although it might be tempting to over-estimate the cost of a job, OFL must 
be careful not to overcharge customers as they may take their business to other furniture 
manufacturers. 
 
OFL will want to continue to attract bespoke furniture orders as these usually earn more profit 
than standard production lines and they are a chance for OFL to improve its reputation and 
grow the business.  
  


