ACC2200 Tutorial 5- Homework
Chapter 4- Process Costing Systems 
Tutorial Questions: 4.3, 4.11, 4.13, 4.22, 4.40, 4.43, 4.36      

Question 4.3 (LO 4.2)
Refer to the “Real Life” titled ‘Product costing in small businesses’ in the section ‘Product costing’. Why is product cost information important to small businesses and what do you think might discourage these businesses from implementing a product costing system?     
Product cost is the cost assigned to goods that were either manufactured or purchased for resale. It is very important for businesses to identify related product costs. One of the key issues for organisation lies in undercharging for goods and services and “mistakenly believing profits”. It does not give the business a true and fair representation of its current position, as they have classified and allocated costs accordingly. It might be discouraging for businesses to adapt to the product costing system, as it is certain that their profit figures will look much greater than their usual calculation method, hence, small businesses are quite hesitant to use this system. 

Question 4.11 (LO 4.5)
Explain the difference between job costing and process costing. Give three examples (other than those in the chapter) of the businesses that you think would use: 
a) Job costing system
b) Process costing system 
Explain your choices. 
Job costing is a costing system that assigns manufacturing or product related costs to individual jobs. Process costing is a costing system that assigns production costs to processes or departments and averages them across all units produced.
	Job costing 
	Process costing 

	Heterogenous jobs- different types of products eg, custom made furniture
Raw materials 
Direct labour 
Manufacturing Overhead 
Separated based on jobs 
	Homogenous jobs- same products eg, oil or toy car 
Assembly 
Painting 
Packaging 
Separated based on departments

	Cost accumulated job wise 
	Cost accumulated department wise 

	Cost sheet is the key document 
	Departmental product report is the key document

	Many different jobs are worked in different periods 
	A single product is produced on continued basis or long terms periods. 



Job costing system examples: custom made furniture, event management, home design 
Process costing system examples: oil production, production of only one type of toy cars

Question 4.13 (LO 4.5)
Refer to the ‘Real Life’ scenario titled ‘The cost of Australian Wine’ in the section ‘Product costing’. Do you think Australian wine-markets use job costing, process costing or a combination of these two product costing systems? Explain your answer.                    
The Australian wine-markets are likely to use a combination of both process and job costing. Each product line is likely to use process costing, the Shiraz. They separate their production into departments, such as processing, packaging, fermentation and holding cost. Costs are accumulated based on these departments. Overall, they would use job costing for each type of order placed by their customers. 

Exercise 4.22 (LO 4.3)
Manufacturing cost flows 
Comfy Seats Furniture Pty Ltd incurred the following costs during the year: 
Direct Material 			$348,000
Direct labour 				648,000
Manufacturing Overhead 		360,000                
[bookmark: _GoBack]Products costing $240,000 were finished, and products costing $264,000 were sold on credit for $390,000. There were no purchases of raw material during the year. The balances in the firm’s inventory accounts at the beginning of the year were as follows:
Raw materials 				$454,000
Work in progress 			36,000
Finished goods 			60,000       
Required: 
1. Prepare ledger accounts to show the flow of costs through the company’s manufacturing accounts during the year. 
Raw Materials Inventory 
	Beginning                              454000
	
Used up                                348000

	Balance                                 106000
	



Wages Payable 
	
	                                     648000



Manufacturing Overhead 
	
	                                     360000



Work in Process inventory
	Manufacturing Overhead         36000
	

	Raw Materials Inventory           348000
	

	Wages Payable                            648000
	

	Manufacturing overhead          360000
	

	
	Finished products                     240,000 

	Balance                                        1152000                                                                                                                        
	



Finished Goods Inventory 
		60000
	

		240,000
	

	
	                                              264000

	Balance                                      36000
	




Sales Revenue 
	
	                                              390,000



Accounts Receivable
	                                                  390,000
	



Cost of goods sold 
	                   264000
	



2. Prepare a partial balance sheet and a partial income statement to reflect the information given above. 
Comfy Seats Furniture Pty Ltd
Partial balance sheet 
As at 31 December 
Current Assets 
	Cash 
	Accounts Receivable 
		Raw Materials 							106000
		Work in Progress							1152000
		Finished Goods 							36000

Comfy Seats Furniture Pty Ltd
Partial income statement 
For the year ended 31 December 
Sales Revenue 									390000
Less: Cost of Goods sold 								264000
Gross Profit 										126000




Problem 4.40 (LO 4.8)
Juicy Ltd produces a missed-berry fruit drink, in 250 ml bottles. Production takes place in three departments: first mixing, then bottling and finally packaging. The manufacturing costs for each department for March were: 
	
	Mixing 
	Bottling 
	Packaging

	Direct Materials 
	$129,000
	$45,000
	$15,000

	Direct Labour
	50,400
	23,700
	12,900

	Manufacturing Overhead
	58,500
	6,000
	2,700


In March the output of the mixing department was 7500 litres, the output of the bottling department was 30,000 bottles, and the output of the packaging department was 30,000 packed bottles, and the output of the packaging department was 30,000 packed bottles. There are no work process inventories. 
Required:
1. What is the cost per litre of fruit drink produced by the mixing department for March?
2. What is the cost per filled bottle produced by the bottling department for March (including the cost of the solution produced in the mixing department)?
3. What is the cost per packed bottle produced by the packaging department for March (including the cost of the filled bottles produced in the bottling department)?

	
	Mixing 1
	Mixing 2 
	Mixing 3 

	Departmental costs 
	$237900
	$74700
	$30600

	Output 
	7500 litres 
	30000 filled bottles
	30000 packed bottles

	Cost per unit
	$31.72 per litre (or $7.93 per 250 mls)
	$2.49 per bottle + $7.93 for mixture= $10.42 per filled bottle
	$1.02 per package + $10.42 per filled bottle= $11.44 per packaged, filled bottle.



4. What information do you obtain from estimating the cost per bottle, using requirements 1 to 3 above, that is not available from calculating an average cost per bottle?
The table shows that the cost per unit ($11.44) is calculated by dividing the total costs ($343 200) by the total output (30 000 bottles). This aggregates the production cost for the entire company, whereas in many process costing businesses (such as Juicy Ltd) products undergo a number of separate processes in different departments. In this question, the total cost per unit can be separated into the costs for the mixture, the bottling activity and the packaging. This assists with cost management and information for control in each department. The departmental managers are held responsible for costs incurred in their departments. This method also shows that the work in process inventories are absent and the production costs are directly transferred to the finished goods account.
5. Prepare the journal entries to record the production costs for March. Assume that the costs of the three production departments are charged to separate work in process inventory accounts. 
	Date 
	Details 
	DR 
	CR

	31/03
	Work in process- Mixing 
Raw materials inventory
Direct labour 
Manufacturing overhead 
	237900
	
129000
50400
58500

	31/03
	Work in process- bottling 
Work in process- mixing 
Transfer from March production costs from mixing department to bottling department
	237900
	
237900

	31/03
	Work in process- bottling
Raw materials inventory
Direct labour
Manufacturing overhead 
	74700
	
45000
23700
6000

	31/03
	Work in process- packaging 
Work in process- bottling
Transfer of March production costs from bottling department to packaging department  
	312600
	
312600

	31/03
	Work in process- Packaging
Raw materials inventory
Direct labour 
Manufacturing overhead  
	30600
	
15000
12900
2700

	31/03
	Finished goods inventory 
Work in process- packaging
Transfer of March production costs from Packaging Department to finished goods inventory
	343200
	
343200



6. Do you recommend that the company use a single work in process inventory account or separate work in process inventory accounts for each production department? Explain your answer. 
The approach of keeping separate work in process accounts for each department is preferable to aggregating production costs for all processes/departments in one work in process account as it gives department production managers more information for controlling costs. 



