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[The student’s processing, omitted from this exemplar, was entirely accurate and completed to 
Excellence level.] 
 
A job cost subsystem is used to determine the costs of products which have been made by a 
manufacturer or the cost of providing a service. When OFL manufactures furniture, they analyse 
the costs of production and the needs of the user or the customer. This is so they can monitor 
operations to compare estimated costs versus the actual costs, and compare the selling prices of 
their products with those of their competitors in the market place. This helps Richard to make 
decisions and plan for future manufacturing jobs.  
 
Organic Furniture Ltd (OFL) is a furniture manufacturer that specialises in creating quality 
custom made furniture which is mainly made from native timbers. It is important that OFL 
operates a job cost subsystem as it helps the business owner, Richard to make decisions about 
how he manufactures his products, how much items cost to make, and how he will arrive at 
selling prices for his furniture.  OFL has received an order from a retailer, Designer Furniture 
Ltd, to make a bespoke 9-piece dining room suite. This is a unique and one-off order that will be 
quite expensive and time-consuming for OFL to produce. Designer Furniture will expect to pay 
more for this order than for a standard dining table with eight chairs. OFL will want to make 
sure they earn sufficient profit from the job to make it worthwhile but to charge Designer 
Furniture a competitive price so that they keep returning to OFL with bespoke furniture orders. 
 
There are internal controls involved in the use of materials requisition forms and time sheets.  
 
A materials requisition shows the materials or inventories that have been issued from the stores 
area for use in a job. Authorisation is needed before materials can be transferred from the stores 
area.  The production supervisor is skilled at knowing how much inventory will be needed to 
complete an order to prevent wastage. Another benefit of authorising transfers of inventory is 
the prevention of theft, where OFL’s personnel may try to take raw materials for their own use. 
Timber, the fabric range and the handles, trims etc represent future economic benefit for OFL. 
The business cannot earn revenue from inventories that have been stolen or wasted. Materials 
required for the dining suite for Designer Furniture were valued at $10,000 and included timber, 
varnish, and fabric.  
 
A timesheet is used by OFL so they can correctly allocate the number of hours of labour spent on 
a job. For some jobs, but not the 9-piece dining suite, the number of direct labour hours is used 
to generate the allocation of overheads. As owner, Richard could look back over timesheets to 
calculate the productivity of employees. There will be sometimes when they are not productive 
because they are involved in cleaning or maintenance. 
 
Overheads are all the costs which cannot be directly attributed to a job but still need to be 
included in the final cost for the job, such as factory electricity, factory cleaning and the factory 
supervisor’s salary. The amount of overhead to be charged to the dining room suite job is a 
portion of OFL’s total overheads for the year. The amount of overhead is based on a rate based 
on direct labour hours or direct machine hours, whichever is most appropriate for the job. 
Making the dining room suite is very machine intensive so I think the best cost driver for the job 
is machine hours. The accountant has estimated that total overheads for the year will be 
$90,000. This is made up of indirect labour cost ($30,000), depreciation on machinery ($24,000) 
and other factory overheads ($36,000). It is also estimated that machines in the factory will be 
used for 10,000 hours. $90,000 divided by 10,000 gives a factory overhead rate of $9 for each 
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machine hour. This $9 is called the cost driver. For standard furniture jobs where the work is 
more labour intensive, direct labour hours will be used as the cost driver. By using one of the 
cost drivers, every job completed will carry some of the overhead cost. This is how OFL gets its 
customers to pay for indirect production-related expenses. It helps to ensure that the company 
covers its costs and can earn a profit. 
 
A job cost card is used by OFL to record and calculate all the costs of each bespoke job. It is like 
the subsidiary ledger or work in progress, cost of goods sold and finished goods. The job cost 
card shows the following costs for the dining suite job: $10,000 of direct materials, 10 hours of 
direct labour at $30 per hour ($300) and 300 machine hours at $9 ($2,700). The total cost of 
producing the suite is therefore $13,000. 
 
For custom orders OFL adds between 150-200% mark-up. The decision about the mark-up 
might be based on the company’s relationship with the customer or how many of OFL’s 
competitors make the same sort of products. It is important to OFL that the continue to get 
bespoke orders because these are more profitable jobs than the standard furniture range and 
the jobs help OFL continue to be a viable business.  
 
I have been asked to recommend a mark-up for the dining suite and my recommendation is 
150%. This would mean that the selling price for the suite is $37,375, (cost $13,000 plus mark-
up of $19,500, plus GST of 15%). 
 
It is only at the end of the year that OFL will know whether the estimates of $90,000 for 
overheads and 10,000 machine hours were accurate. If the $9 cost driver was too high or low, 
that will mean that overheads were over-applied (overcharged) or under-applied 
(undercharged). Overcharging a client for overheads would push up the cost of the job for them 
and this might put the client off ordering from OFL in the future. If this happened a lot OFL might 
miss out on getting bespoke orders. This would decrease their revenue and profit and could 
cause financial difficulty for the business. If actual overhead costs are greater than the estimated 
$90,000 the overhead rate of $9 will be too low. This will mean that OFL is carrying the cost of 
the extra overheads rather than passing them on to clients. This reduces the profitability of jobs, 
making profit less than the accountant budgeted for. This will affect the future viability of OFL. 
 
 
 
 


