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 Grade Boundary: Excellence 

1. For Excellence, the student needs to demonstrate comprehensive understanding 
of a job cost subsystem for an entity. 
 
This involves: 
 

• justifying the application of elements of a job cost subsystem to an entity to 
enable an entity to maintain its viability 

• processing detailed financial information to justify the cost of a job. 
 
The student has accurately processed detailed job costing transactions to justify 
the cost of the job. The justification is evident in the student’s decision to calculate 
overheads using machine hours as the cost driver, based on the information 
provided in the resource material (1). 
 
The purpose and benefits of operating a job cost subsystem have been explained 
(2).  
 
The student has demonstrated comprehensive understanding of how the 
subsystem contributes to the company’s ability to remain viable. They have linked 
reduced profitability of production jobs to the ability to raise finance, and have 
understood that expanding the bespoke aspect of the business would have 
reputational and growth benefits (3).   
 
The student has provided justification of why machine hours is an appropriate cost 
driver, and why a large mark-up is appropriate for the product being manufactured 
(4). 
 
Accurate explanations of accounting entries within the subsystem have been 
provided (5). 
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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.  
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 Grade Boundary: High Merit 

2. For Merit, the student needs to demonstrate in-depth understanding of a job cost 
subsystem for an entity. 
 
This involves: 
 

• explaining the application of elements of a job cost subsystem to an entity 
to maintain its viability 

• processing detailed financial information to determine the cost of a job. 
 
The student has processed detailed job costing transactions on job cost records, 
in journals and ledgers (1).The purpose of a job cost subsystem has been 
explained (2) with links made to how elements of the subsystem, such as internal 
controls, enable the business to be economically viable (3). 
 
The student’s processing is sufficiently detailed for Excellence (1). 
 
This evidence does not reach Excellence since this standard sits in the Systems 
cell of the Accounting matrix - further detail is required in the narrative. The 
student could explain specific consequences of  missing out on bespoke orders 
and of budgeted profit not being met (4). 
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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. 
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 Grade Boundary: Low Merit 

3. For Merit, the student needs to demonstrate in-depth understanding of a job cost 
subsystem for an entity. 
 
This involves: 
 

• explaining the application of elements of a job cost subsystem to an entity 
to maintain its viability 

• processing detailed financial information to determine the cost of a job. 
 
The student has processed detailed job costing transactions on job cost records, 
in journals and ledgers (1). 
 
The purpose of a job cost subsystem has been explained (2) and the student has 
drawn a relationship between elements of the subsystem and the ability of East-
West Sails to continue to operate into the future (3). 
 
For a more secure Merit, the student could provide more detail around why the 
overhead rate may be inaccurate. The internal control components of materials 
requisition forms and time sheets, and how these contribute to viability, could be 
explained (4). 
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[The student’s processing, omitted from this exemplar, was completed to Merit level.]  
 
To have an efficient job cost subsystem it is important that all the costs are allocated accurately 
to each individual job. 
 
The cost driver used for the quad sail is labour hours (in the shade sail department) while the 
cost driver used for yacht and wind surfer sails is machine hours. This is because yacht and wind 
surfer sails are usually made a standard size and there is little to no variation in their design. 
This means that the machines will do most of the work in producing these sails because they are 
almost all the same. Therefore, the cost driver is machine hours. For the quad sail the cost driver 
is labour hours because this is a very specific job that is one-off. For this they need more 
workers involved in production because the machines aren’t programmed to make the parts of 
this job like they are for yacht sails. 
 
For East-West Sails Ltd to be able to make a profit and stay in business they need to make sure 
they are reaching a high profit margin on each sail. For this reason, the business need to make 
sure they allocate the cost accurately for each job so that they can take that into account when 
they calculate the selling price of the sail. The three costs that make up the total cost of the quad 
sail are direct materials, direct labour and overhead costs. 
 
The total cost of this quad sail was $6,980. This was calculated by adding up the three costs that 
are used in making the quad sail. Direct materials (for example, metal and the sail material) 
were $3,000. Another one was direct labour. This is all the labour that was put in to making the 
sail. East-West Sails Ltd would have the direct labour recorded on a time sheet with accurate 
recordings of the employees’ hours. The direct labour cost was $2,880. The overhead cost is an 
estimated amount. For the quad sail the overhead costs are allocated to jobs using direct labour 
hours. We get the cost of the overheads by dividing the sum of estimated indirect material costs 
for the year, including the designer’s salary, factory administration, and other factory overheads. 
These overheads come to $100,000 which is divided by the estimated hours of direct labour for 
the year, 10,000. This gives an overhead rate for labour hours of $10 per hour. We then multiply 
this rate by the number of labour hours worked for the quad sail job, (10 x 110) = $1,100. The 
sum of these three costs equal the total cost of the quad sail (3,000 + 2,880 + 1,100 = $6,980). 
 
For the three costs that I have mentioned, there are internal control components. For direct 
materials, there is a materials requisition form. The materials that are taken out for the job 
should be recorded on this form. It has details like the employee that has used the material, the 
quantity of materials taken, the type and cost of materials, and space for the signature of the 
employee that has authorised the use of the materials. The direct labour would be recorded on a 
time sheet by accurately recording the employee, the number of hours and total cost of labour 
for the quad sail job. Information from the materials requisition form and the time sheets are 
then recorded on the job card which is used to determine the selling price of the quad sail. 
 
The purpose of East-West Sails operating a job cost card system is so that all costs of the job are 
accurate so that the business can calculate an accurate selling price that they are able to make a 
decent profit off. East-West Sails produces some sails in bulk, like yacht sails, and also produces 
sails to a customer’s specific requirements like the quad sail. For this reason, it is important that 
an accurate cost is obtained to make sure East-West Sails can be competitive with other sail 
businesses to ensure their success in the industry.  
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To make a profit off this quad sail job, East-West Sails Ltd has implemented a mark-up 
percentage of 140%. This mark-up allows the business to achieve a high profit margin on the job 
and continue their business in the foreseeable future. The selling price of this sail is $19,265 
(GST inclusive). This means the business will make a profit of $12,285 from the job. 
 
Sometimes overhead costs are over- or under-applied to jobs. This is because the overheads and 
machine or labour hours used to calculate the overhead rate are just estimates. We get under- or 
over-applied overheads if the actual expenses are more than estimates or not as much as the 
estimates.  
 
Overcharging customers for overheads is not good as it means the customers are charged too 
much and they might complain and not order from East-West Sails in the future. Under-applying 
overheads to jobs is also not good as if not all overheads have been charged out the business 
might not be able to pay its bills. 
 
Overheads are recorded as an expense to the business and expense accounts need to be closed 
off at the end of the year East-West Sails can start the next year with zero balances for expenses.  
 
The purpose of job costing is so that the business East-West Sails can keep track of the total cost 
of each job. This gives the business relevant information which they can maintain so they can 
estimate the costs of other similar jobs in the future. Job costing is the most accurate and 
effective way for the business to maximise their profit. This is because all the costs will be 
accurately calculated and recorded. 
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 Grade Boundary: High Achieved 

4. For Achieved, the student needs to demonstrate understanding of a job cost 
subsystem for an entity. 
 
This involves: 
 

• explaining the purpose and elements of a job cost subsystem for an entity 
• processing financial information to determine the cost of a job 
• applying elements of a job cost subsystem to an entity to maintain its 

viability. 
 
This student has processed job costing transactions on job cost records, in 
journals and ledgers (1). 
 
The purpose of a job cost subsystem has been explained (2). Some connections 
between the subsystem and the viability of the firm have been explained (3). 
 
To reach Merit, the student could explain how the overhead rate is calculated, 
explain why material requisition forms need to be authorised, and accurately apply 
a 130% mark-up to the cost of production (4). 
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[The student’s processing, omitted from this exemplar, was completed to Merit level.]  
 
As a manufacturing business, Cool Canvas uses a job cost subsystem to calculate the cost of 
producing their promotional/customisable truck covers. This enables the business to make sure 
all costs are covered and that a quote can be given to the client before a job begins.  
 
There are three main costs involved: raw materials, direct labour costs and factory overhead 
which covers all indirect costs of the production of the truck covers. Factory overheads could 
include maintenance of the machines in the factory, oils, and lubricants, etc. To obtain a finished 
selling price, Cool Canvas works out the total cost of each job before adding mark-up and GST. As 
making customised truck covers is very labour intensive, Cool Canvas uses labour hours as the 
cost driver for allocating overhead costs. 
 
Internal controls are an important part of job costing. The hours spent on the production of each 
job are recorded on time sheets which contain the names of staff who work on a job, their rate of 
pay and dates they worked. The time sheets are checked and authorised by the supervisor to 
ensure that each job is allocated the correct amount of direct labour. 
 
Jobs require raw materials such as polymer and buckles. Requests for raw materials to be 
transferred from the store room to the factory are made using materials requisition forms. 
These need to be authorised by either a production manager or a supervisor. This is another 
form of internal control. It means that the level of inventory can be tracked and the correct 
quantity of materials is charged to each production job.  
 
Job cost sheets are used for each job to accumulate all the relevant costs of the job – raw 
materials, direct labour and factory overhead.  
 
Cool Canvas need to ensure that all the costs involved in completing a job order are accurately 
recorded so that there is an accurate final cost to use for adding a mark-up percentage and 15% 
GST to arrive at the selling price for the customer. It is important not to undercharge or 
overcharge clients. Customers will not mind (or might not know) if they have been 
undercharged but it is not good for Cool Canvas as it could mean they can’t pay their debts. 
Although it is better for the company if customers are overcharged, the customers might feel 
that the job was too expensive and they will not go to Cool Canvas when they need a cover for 
their next truck. The customer might also tell other truckies that Cool Canvas is too expensive. 
 
Cool Canvas allocates its overheads at $2 per labour hour. For the year ending 31 March 2016 
Cool Canvas estimated their staff would work 89,000 hours producing covers. However, they 
actually worked an extra 4,000 hours. Actual overheads cost $182,000 but Cool Canvas had 
estimated that overheads would cost $186,000. These differences meant that overheads were 
over-applied by $4,000, i.e. clients were charged more for overheads than they should have 
been. It isn’t ideal for Cool Canvas to have over-applied the overhead even though they won’t 
have to be concerned about covering their overhead costs. 
 
The cost of producing the customised cover for the cartage company client was worked out by 
adding up all the costs involved in making the curtainsider. This included the raw materials 
used, the direct labour costs of $5,000 (200 hours @ $25 per hour) and indirect costs which 
were charged to the job using the cost driver of $2 per labour hour. So, the factory overheads 
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charged to the job was $400 (200 hours x $2). All three costs came to a total production cost of 
$22,120. 
 
Cool Canvas wants to be profitable so they add a mark-up of 130%, taking the cost of the job to 
$28,756. GST of 15% is added on to this ($4,313), making the total selling price charged to the 
cartage company $33,069. 
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 Grade Boundary: Low Achieved 

5. For Achieved, the student needs to demonstrate understanding of a job cost 
subsystem for an entity. 
 
This involves: 
 

• explaining the purpose and elements of a job cost subsystem for an entity 
• processing financial information to determine the cost of a job 
• applying elements of a job cost subsystem to an entity to maintain its 

viability. 
 

This student has processed job costing transactions on job cost records, in 
journals and ledgers (1). 
 
The purpose of a job cost subsystem has been explained (2) with limited 
explanations provided of how the subsystem contributes to East-West Sails’ ability 
to remain sustainable (3).  

 
For a more secure Achieved, the student would recognise that GST needs to be 
included in the selling cost to the client, and would demonstrate their 
understanding of over- and under-application of overheads (4). 
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[The student’s processing, omitted from this exemplar, was completed to Merit level.]  
 

East-West Sails has received an order from a client to produce a custom-made sail. It has named 
this Job 56. 
 
The cost of making the quad sail is made up of raw materials (sail cloth etc), the cost of labour 
that directly went into making the sail and overheads (like factory cleaning and maintenance). 
Every custom and standard sail produced by East-West Sails must share some of the overhead 
costs.  
 
The business uses a predetermined overhead rate to allocate overhead costs across all jobs. 
They work this out by dividing the overhead costs for the year by the cost driver. Overhead costs 
total $100,000 which is divided by the total labour hours or machine hours expected for the 
year, depending of which is appropriate for a job. These two options are the cost drivers. 
 
Labour hours was chosen as the best cost driver for the quad sail because the production of the 
quad sail is labour intensive, because it takes more labour time than machining time to make the 
quad sail. Therefore, the overhead cost of $100,000 will be divided by 10,000 labour hours so for 
every labour hour used in making the quad sail, $10 will be charged for factory overheads. 
 
When it makes yacht and wind surfer sails East-West uses machine hours as the cost driver as 
these sails need more complex manufacturing and engineering to withstand the forces endured 
while out of the water. It’s only possible to make these sails with machinery. There is more use 
of machine time than labour time when producing yacht and wind surfer sails. 
 
The cost of job 56 for the quad sail is $6,980. This figure was calculated by adding the direct 
materials, direct labour and overheads used on the job. After calculating the cost, I then 
calculated the mark-up using the percentage provided, 140%. $6,980 plus 140% equals $16,752 
which is the amount that the customer will have to pay.   
 
The purpose of East-West Sails operating a job cost subsystem is to record all production costs 
in a manufacturing job so that the customer can be charged the right amount for the job.  
 
Overcharging is when East-West Sails puts too much of a mark-up on its goods/services, which 
can result in a bad reputation. Undercharging is when they charge too little for its product which 
can result in East-West Sails losing money. 
 
Several records are used in the job cost subsystem, like a materials requisition form, time sheet 
and job cost card. These are used to record the amount of labour hours and machine hours spent 
on jobs, the amount of materials and types of materials used on jobs and the total cost of the jobs 
completed. Some internal controls are used with these records to protect the assets of East-West 
Sails. For example, when materials are ordered for the quad sail job, the production manager 
will need to sign the materials requisition form to approve the use of the materials for job 56. 
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This is so that employees cannot just take more raw materials than they need so they have some 
for their own use, to sell to make money, etc. Losing materials to staff theft would mean that 
East-West Sails loses income.  
 
Correctly allocating costs to jobs is very important for East-West Sails as it means that the 
amount of labour hours and materials spent on certain jobs is correct and the costs are accurate 
for each individual job and so customers are not under- or overcharged.  
 
Under-applied overheads happen when the company’s estimated total overhead costs for the 
year is less than the actual overhead costs for the year. Over-applied overheads are when the 
estimated overheads for the year are more than the actual overheads for the year. In this case, 
the overheads have been under-applied as the company’s estimated overheads for the year is 
less than the actual overhead costs for the year. If this happens on lots of jobs East-West Sails 
may not be able to remain in business.  
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 Grade Boundary: High Not Achieved 

6. For Achieved, the student needs to demonstrate understanding of a job cost 
subsystem for an entity. 
 
This involves: 
 

• explaining the purpose and elements of a job cost subsystem for an entity 
• processing financial information to determine the cost of a job 
• applying elements of a job cost subsystem to an entity to maintain its 

viability. 
 

This student has processed job costing transactions on job cost records, in 
journals and ledgers (1). 
 
The purpose of a job cost subsystem has been explained (2) and the student has 
demonstrated understanding of several elements of the subsystem (3). 
 
To reach Achieved, the student would go beyond identifying that overcharging 
clients is better for Cool Canvas than undercharging, to explain how over-applying 
overheads may cause the selling price to be uncompetitive, or under-applying 
them may impact on the business’s ability to cover its overhead costs (4). 
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[The student’s processing, omitted from this exemplar, was completed to Achieved level.]  
 
Cool Canvas operates a job cost subsystem where all costs for each job (truck covers) are 
calculated and recorded. Some of the costs will be direct costs that are easily traceable to each 
job such as customised digital printing costs. Cool Canvas accurately calculates the total cost for 
each job by recording all direct and indirect costs using an accurate job cost subsystem. Indirect 
costs of generally running the truck cover business, such as office wages, rent and advertising, 
are called factory overheads and are charged to the customer using a cost driver.  
 
Cool Canvas uses labour hours as their cost driver for allocating overheads to each job because 
making customised truck covers is very labour intensive, taking a lot of workers’ hours 
compared to machine hours.  
 
The materials used to make the covers are expensive so this will affect the total cost of direct 
materials. A predetermined overhead rate is calculated using all indirect costs for the year and 
dividing them by the number of labour hours Cool Canvas estimates their workers will spend 
during the year making truck covers. (178,000/89,000 = $2). This rate is then used to calculate 
the total cost of factory overhead for the specified job ($2 x 200 labour hours = $400). The total 
cost of factory overhead is then added to the total cost of the job. 
 
The total cost of the job for the cartage company client was calculated using three figures. One 
was the direct materials, another was the direct labour cost and the other was factory overhead. 
The direct labour cost is $25 per hour worked.  200 hours went into the job, making the cost of 
direct labour $5,000. Direct materials for the job are 900gsm polymer, quality stainless steel 
buckles, quality tensioners, aluminium luffgroove poles and cast allow base plugs. The materials 
are high quality so they are expensive. The direct materials have a total cost of $16,720 which 
includes the digital printing of the client’s logo and ad on the trucksider. After the total cost of 
the job is worked out, the mark-up of 130% and GST are added to get the selling price. The 
cartage delivery client will be charged $58,507 for making the customised trucksider for its 
truck. 
 
Cool Canvas has over-applied overhead for the job done for the client which means more 
overhead was charged than was actually incurred. This needs to be controlled to ensure Cool 
Canvas is not consistently overcharging its clients, although it is better for Cool Canvas’s 
revenue for customers to be overcharged rather than undercharged. 
 
Cool Canvas can keep track of the costs of a client’s job, all in one place, by using a job cost card. 
What goes into the job cost card is direct costs for materials and labour associated with the job 
and an allocation of overhead to the cost of the job. The job cost cards have a job number so that 
each job is separately identified and all jobs can be accounted for. It is important to record the 
document references on the job cost card as the production manager may need to check back to 
the documents to ensure the costing on the job cost card is accurate and that the materials and 
labour charges are reasonable for the type of job undertaken. The date column assists the 
production manager to see how long jobs take and when materials were requisitioned, as well 
as how long employees spent each day on the job. It provides an additional check against 
documents such as the materials requisition and time sheets. The labour and overhead are both 
recorded from the time sheets because the overhead will be allocated to the jobs based on the 
direct labour hours. 
 
 


