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Activity based costing
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Expl

The controller for Tulsa Photographic Supply Company has established the following

activity cost pools and cost drivers.

Adail ) Aals¥) oS (g Ao sana (A e 53l g gaaill L 48 50 A oSl a5 b Ll
26lS)) Ax g g 26KY jmsa

Activity Cost Budgeted Cost Driver Budgeted Pool Rate
Pool Overhead Level for Cost
Cost Driver
Machine $250,000 Number of 125 $2,000per
setups setups setup
Ileall Glalac) <l ghadldl ae
Material 75,000 Weight of raw 37,500 |b $2 per pound
handling material
3 gall aa Jaladl NENI I PNIISST)
Hazardous 25,000 Weight of 5,000 S5 per pound
waste control hazardous
Control the chemicals
guilds used
e 5 skl HIURSY
call 3 hall 4l
PRI
Quality 75,000 Number of 1,000 S75 per
control inspections inspection
g) 33 gal) A48 Gllee 2ae
Uandll Uasdll
Other 200,000 Machine $10 per
overhead hours machine hour
costs Jandl Dle s
A af.uaO &Y
Total $625,000
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An order for 1,000 boxes of film development chemicals has the following
production requirements

An order of 1,000 boxes of Film Developing Chemicals contains the following
production requirements

Machine setups..........c.......... 5 setups
Raw material.........ccceeenennen. 10,000 pounds
Hazardous materials.............. 2,000 pounds
Inspections.......cccceuveeniennnne. 10 inspections
Machine hours........c.ccconen.... 500machine hour
Solution Exp1l
PART 1: COMPUTE THE TOTAL OVERHEAD THAT SHOULD BE ASSIGNED TO THE ORDER.
ACTIVITY COST POOL POOL RATE LEVEL OF COST DRIVER OH COST
MACHINE SETUPS $2,000/SETUP X 5 SETUPS $10,000
MACHINE HANDLING $2/POUND X 10,000 POUNDS 20,000
HAZARDOUS WASTE CTL $5/POUND X 2,000 POUNDS 10,000
QUALITY CONTROL $75/INSPECT. X 10 INSPECTIONS 750
OTHER OH COSTS $10/MH X 500 MH 5,000
TOTAL $45,750

Part 2: Compute the overhead cost per box of chemicals

Total overhead cost + Total # of boxes. 45 750 + 1 000 boxes = $45.75/box

Part 3: Compute the rate/hour using a single predetermined overhead rate based on machine hours

Predetermined overhead rate = total budgeted overhead + total budgeted

3
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machine hours =$625,000 + 20,000 = $31.25/machine hour

Part 4: Using a single predetermined overhead rate, determine the amount of overhead that would be
assigned to the chemical order in total and per box of chemicals:

In total: $31.25 x 500 machine hours =$15,625
Per box of chemicals: $15,625 + 1,000 boxes =$15.625/box
Exp.2

Department and activity-cost rates, service sector.

Roxbury’s Radiology Center (RRC) performs X-rays, ultrasounds, CT scans, and MRIs. RRC has developed
a reputation as a top Radiology Center in the state. RRC has achieved this status because it constantly
reexamines its processes and procedures. RRC has been using a single, facility-wide overhead allocation
rate. The VP of Finance believes that RRC can make better process improvements if it uses more
disaggregated cost information. She says, “We have state of the art medical imaging technology. Can’t we
have state of the art accounting technology?”

Olodsdl glad ¢ bladl 425 C¥uaeg eud

b pg—aailly ahaiall g sailly 459all 398 Olargally da—ul da2Y) £13b (RRC) S 9) 3 42V 3550 po0
Sty il aead (@Y @yl lis RRC Cadida U834 9l (3 datB 3550 el )lael dasss RRC Cansdg UB3 gulolinall
LSy RRC O Alall 998201 sy (5L Aty (39,001 (Sgius A dAxlg (S9ke 295 Jdae RRC pisein Aglely=lg Wldas 3
LSy Vi gl gt Ol Gl Lol 1Jsi59 Suais AT IS Oileglas pasiius CIE13) Juadl dudas Oliaws sl
) 1S dnlonall WS Gusd e Jgaasd!

Roxbury’s canter budgeted information for the year ended May 30,2011

X-rays Ultrasound CT scan MRI Total

Technician labor 61 440 105 600 96 000 105 000 368 040
Depreciation 32 240 268 000 439 000 897500 1636 740
Materials 22 080 16 500 24 000 31250 93 830
Administration 20610
Maintenance 247 320
Sanitation 196 180
Utilities 134 350

Total 115760 390 100 559000 1033750 2697070
Other information X-rays Ultrasound CT scan MRI
Number of procedures 3 840 4 400 3 000 3 000
Minutes to clean after each procedure 5 5 15 35
Minutes for each procedure 5 15 20 45
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RRC operates at capacity. The proposed allocation bases for overhead are as follows:

4 Administration Number of procedures

< Maintenance (including parts). Capital cost of the equipment (use Depreciation)
4 Sanitation Total cleaning minutes

<4 Utilities Total procedure minutes

RRC operates at capacity. The proposed allocation bases for overhead are as follows:

4 Administration Number of procedures

4+ Maintenance (including parts). Capital cost of the equipment (use Depreciation)
4 Sanitation Total cleaning minutes

4+ Utilities Total procedure minutes

Req.

1- Calculate the budgeted cost per service for X-rays, Ultrasounds, CT scans, and MRIs using direct
technician labor costs as the allocation basis.
2- Calculate the budgeted cost per service of X-rays, Ultrasounds, CT scans, and MRIs if RRC allocated
overhead costs using activity-based costing.
05 0 gl y il A2 i peall 3 i gl gl 2t st JKI A ol A 0 GED i -1
oanadil (€ 3 ) gl Ulaall CollSS plasiudy aubliaa)

syl y ¢ palaiall  guall g i guall (398 s pall g il A1 (g Aara K200 pall 8 2y i) s -2

AU ) e Sl Gl aladiuly Adlall CalSill RRC Cuanad 1) uadaliaa) (0 50
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Solution Exp2

1- Overhead cost = 20 610 + 247 320 + 196 180 + 134 350 = 598 460

Budgeted overhead rate = 598 460 / 368 040

=1.6260732529 per direct labor dollar

Allocated overhead = Budgeted overhead rate x Technician labor costs = $1.62.... x Technician labor costs

1.62607325290729 *61440 =99905.940658624
1.62607325290729 *105600 =171713.33550701
1.62607325290729 *96000 =156103.0322791
1.62607325290729 *105000 =170737.6915553
368040 598460
Xx-rays Ultrasound CT scan MRI Total
Technician labor 61440 105600 96000 105000 368040
Depreciation 32240 268000 439000 897500 1636740
Materials 22080 16500 24000 31250 93830
Allocated overhead (applied) 99905.940658624 | 171713.33550701 | 156103.0322791 | 170737.6915553 | 598460
TOTAL 215665.9407 561813.3355 715103.0323 1204487.692 1060330
Other information +X-rays +Ultrasound +CT scan +MRI
Budgeted Number of procedures 3840 4400 3000 2500
Budgeted cost per service 56.16300538 127.684849 238.3676774 481.7950766
2.
Step 1
X-rays Ultrasound | CTscan MRI Total
Number of procedures 3840 4400 3000 2500 13740
Cleaning minutes per procedure * 5 ) 15 35
Total cleaning minutes 19200 22000 45000 87500 173700
Number of procedures 3840 4400 3000 2500 13740
Minutes for each procedure * 5 15 20 45
Total procedure minutes 19200 66000 60000 112500 257700
Step 2
Activity Budgeted cost Cost driver Units ?f Activity rate
cost driver
Administration 20610 Total number of procedures 13740 15
Maintenance 247320 Total dollars of depreciation 1636740 0.151105246
Sanitation 196180 Total cleaning minutes 173700 1129418538
Utilities 134350 Total procedure minutes 257700 0.521342646
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Step 3
X-rays Ultrasound CT scan MRI Total

Technician labor 61440 105600 96000 105000 368040
Depreciation 32240 268000 439000 897500 1636740
Materials 22080 16500 24000 31250 93830
Administration1.5 * 20610
|3840| |4400||3000]|2500] 75 e w0 3
Maintenance 0.151105246 * 4871.633124 | 40496.20587 66335.2029 135616.9581 | 247320
|32240] | 268000] |439000| | 897500
Sanitation 1.129418538 * 21684.83592 | 24847.20783 50823.8342 9882412205 | 196180
|19200] | 22000 | 45000 | 87500
Utilities 0.521342646 * 10009.7788 34408.61464 31280.55876 58651.04768 134350
|19200] |66000] |60000| | 112500|

+Total budgeted cost | 158086.2478 | 496452 711939.6 1330592 2697070
Budgeted number of procedures 3840 4400 3000 2500
Budgeted cost per service 4116829371 | 112.8300064 237.3131986 | 532.2368511
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