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	EXERCISE 2

	Ballard Ltd makes three products A, B and C.  Each passes through two departments; Machining and Assembly.
Labour hours used in each department by each product
	
	Machining
	Assembly

	Product A
	1 hr
	1 hr

	Product B
	2 hrs
	½ hr

	Product C
	None
	4 hrs


Production is expected to be as follows
Product A	1,000 units
Product B	2,000 units
Product C	500 units
Overheads are budgeted as follows:
	Machining
	Assembly

	£100,000
	£150,000


Required:
Calculate overhead absorbed by each product, using a labour hour overhead absorption rate.


	

	












	EXERCISE 5

	LS Ltd has 2 production departments (Assembly and Finishing) and two service departments (Maintenance and Canteen).
The following are budgeted costs for the next period:
Indirect materials	£20,000
Rent	£15,000
Electricity	£10,000
Machine depreciation	£5,000
Indirect labour	£16,520
Direct labour	£125,000
The following information is available:
	
	Assembly
	Finishing
	Maintenance
	Canteen

	Area (sq. metres)
	1,000
	2,000
	500
	500

	kW hours consumed
	2,750
	4,500
	1,975
	775

	Machine value
	£45,000
	£35,000
	£11,000
	£9,000

	Number staff
	20
	30
	10
	2

	Direct labour hours
	3,175
	3,800
	
	

	Indirect materials budget (£)
	7,000
	8,000
	3,000
	2,000

	Indirect labour budget (£)
	1,600
	2,220
	11,200
	1,500


Required:
Calculate the total budgeted overheads for each department, entering the figures in the chart overleaf.
Overhead Analysis Sheet
	Overhead
	Basis of apportion-ment
	Assembly
	Finishing
	Maintenance
	Canteen
	Total

	Indirect materials
	
	
	
	
	
	

	Rent
	
	
	
	
	
	

	Electricity
	
	
	
	
	
	

	Machine depreciation
	
	
	
	
	
	

	Indirect labour
	
	
	
	
	
	

	Total
	
	
	
	
	
	




	EXERCISE 5 (continued)

	In the above example, suppose that the following additional information is available.
Proportion of its time spent by the maintenance department servicing equipment in the other departments:
Assembly 60%, Finishing 40%.
Canteen department's overheads to be apportioned on the basis of number of employees in the other three departments.
Required:
(a)	Re-apportion service centre costs to the production departments.
(b)	A suitable basis for sharing out canteen costs is the number of employees.
(c)	A suitable basis for sharing out the maintenance costs is the time spent servicing equipment.
(d)	First re-apportion canteen costs since they do work for maintenance but maintenance do NOT work for the canteen.
	Overhead
	Basis
	Assembly
	Finishing
	Maintenance
	Canteen
	Total

	Total from above
	
	
	
	
	
	

	Canteen
	
	
	
	
	
	

	Sub-total
	
	
	
	
	
	

	Maintenance
	
	
	
	
	
	

	Total
	
	
	
	
	
	


Required:
Calculate the Overhead Absorption Rate for the two production departments, using a labour hour basis.
One of the products produced by LS Ltd is product A.  This product takes 15 minutes of labour time in the assembly department and 30 minutes of labour time in the finishing department.  
Required:
What is the departmental overhead charge per unit for product A?

	



EXERCISE 6

	

	ABC Limited is preparing its departmental budgets and product cost estimates for the year ending 31 December 20X5.  The company has three manufacturing departments – Machining, Assembly, and Finishing – together with a production maintenance department.
The following costs and related data have been estimated for the year to 31 December 20X5:
	
	Machining
	Assembly
	Finishing
	Maintenance
	Total

	Costs:
	£000
	£000
	£000
	£000
	£000

	Direct wages
	60
	32
	72
	0
	164

	Indirect wages
	10
	6
	8
	30
	54

	Direct materials
	80
	10
	4
	0
	94

	Indirect materials
	15
	4
	8
	20
	47

	Power
	
	
	
	
	102

	Light and heat
	
	
	
	
	10

	Depreciation
	
	
	
	
	7

	Rent and rates
	
	
	
	
	25

	Personnel
	
	
	
	
	63

	
	
	
	
	
	

	Other data:
	
	
	
	
	

	Direct labour hours
	12,000
	8,000
	16,000
	6,000
	42,000

	Machine hours
	40,000
	5,000
	6,000
	0
	51,000

	Employees
	6
	4
	8
	3
	21

	Floor area (m2)
	1,000
	400
	300
	300
	2,000

	Net book value of fixed assets (£)
	20,000
	8,000
	3,000
	4,000
	35,000



The maintenance department is expected to spend 60% of its time working for the machining department, with the remainder of its time being shared equally between assembly and finishing.
You are required to: 
(a) 	prepare an overhead analysis sheet for ABC Limited for its year ending 31 December 20X5;	 	(5 marks)
(b) 	calculate appropriate overhead absorption rates for the machining, assembly and finishing departments;	(3 marks)







 MULTIPLE CHOICE QUESTIONS
1 The process of cost apportionment is carried out so that:
A  	costs may be controlled.
B  	cost units gather overheads as they pass through cost centres.
C  	whole items of cost can be charged to cost centres.
D  	common costs are shared among cost centres.
2 Datron Ltd has just allocated and apportioned all its overheads between its two production departments (P1 and P2) and two service departments (S1 and S2) as follows (in £000):
	Overhead
	P1
	P2
	S1
	S2

	Allocated and apportioned 
	257
	378
	107
	78


S1 provides service to P1 and P2 in the ratio 2:1.  S2 provides service to the other 3 departments as follows:  P1: 1/3, P2: 1/2, S1: 1/6.
The total overheads to be allocated and apportioned to the production departments after the reallocation of service departments overheads are (to the nearest £000):
		
	P1
	P2

	A
	106
	79

	B
	97
	75

	C
	363
	457

	D
	354
	453


The following data are to be used for Questions 3 and 4.
	
	Budgeted labour hours
	8,500

	
	Budgeted overheads
	£148,750

	
	Actual labour hours
	7,928

	
	Actual overheads
	£146,200


3 Based on the data given above, what is the labour hour overhead absorption rate?
A  	£17.50 per hour
B  	£17.20 per hour
C  	£18.44 per hour
D  	£18.76 per hour
4 Based on the data given above, what is the amount of overhead under/over-absorbed?
A  	£2,550 under-absorbed
B  	£2,529 over-absorbed
C  	£2,550 over-absorbed
D  	£7,460 under-absorbed
5 Over-absorbed overheads occur when:
A  	absorbed overheads exceed actual overheads.
B  	absorbed overheads exceed budgeted overheads.
C  	actual overheads exceed budgeted overheads.
D  	budgeted overheads exceed absorbed overheads.

