
CH 4 
JOB ORDER COSTING
Kanchala Sudtachat

1



Introduction

• Determining the accurate cost of a product or service 
plays a critical role in the success of firms in most 
industries.

• For example, Smith Fabrication Inc., uses a product 
costing system to estimate costs and to charge customers 
for the sheet metal products.

• The job costing system is particularly appropriate for 
companies that produce made-to-order products.

• The manufacturing is based on a specific customer order.

• These firm do not deal directly with the ultimate 
customers.
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Costing Systems

• Costing is the process of accumulating, classifying, and 
assigning direct materials, direct labor, and factory 
overhead costs to products, services, or projects.

• One for each of the three following characteristics of 
costing methods:
(1) the cost accumulation method—job costing, process costing or 
joint costing.

(2) the cost measurement method—actual, normal, or standard 
costing.

(3) the overhead assignment method—volume-based or activity-
based.
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Cost Accumulation: Job or Process 
Costing?
• Costs can be accumulated by tracing costs to a specific 

product or service.
• Or by accumulating costs at the department level and 

then allocating these costs from the departments to the 
products or services.

• The first type is called job costing and the latter is process 
costing.

• In a job costing system the jobs consist of individual 
products or batches of products or services.

• A job costing system is appropriate when most costs 
incurred for the job can be readily identified with a specific 
product, batch of product, customer order, contract, or 
project.
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Cost Accumulation: Job or Process 
Costing?
• In job costing the job might consist of a single product or 

multiple products in a batch.

• For example, a batch might consist of 20 units of a 
product planned for distribution to a warehouse for future 
sale.

• Alternatively, a job could consist of the quantity of 
products ordered by a particular customer.

• The first approach is often called the push method 
because it fills the warehouse, while the latter is called the 
pull method because it is based on direct customer 
demand.
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Cost Measurement: Actual, Normal, or 
Standard Costing?
• An actual costing system uses actual costs incurred for all 

product costs including direct materials, direct labor, and 
factory overhead.

• A normal costing system uses actual costs for direct 
materials and direct labor and normal costs for factory 
overhead.

• Standard costing system uses standard costs and 
quantities for all three types of manufacturing costs: direct 
materials, direct labor, and factory overhead.
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Cost Measurement: Actual, Normal, or 
Standard Costing?
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Overhead Assignment under Normal Costing: 
Volume-Based or Activity-Based?
• Volume-based product costing systems allocate overhead 

to products or jobs using a volume based cost driver.

• This approach relies heavily on the assumption that each 
product uses the same amounts of overhead, since each 
product is charged the same amount.

• The overhead in each product should be proportional to 
the direct labor hours needed to manufacture that unit.
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Job Costing: The Cost Flows

• Job costing is a costing system that accumulates costs 
and assigns them to specific jobs.

• The basic supporting document (usually in electronic 
form) in a job costing system is the job cost sheet.

• It records and summarizes the costs of direct materials, 
direct labor, and factory overhead for a particular job.
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A job cost sheet for Thomasville Furniture Industries 
(TFI): Direct and Indirect Materials Costs
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Direct and Indirect Materials Costs

11



Direct and Indirect Materials Costs
• A materials requisition is a source document or online data entry that the 

production department uses to request materials for production.

• The materials requisition indicates the specific job charged with the materials 
used.
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Direct and Indirect Materials Costs
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Materials Cost Flows
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Direct and Indirect Labor Costs

• Direct labor costs are recorded on the job cost sheet by 
means of a time ticket prepared daily for each employee.

• A time ticket, usually part of a costing software system, 
shows the amount of time an employee worked on each 
job, the pay rate, and the total labor cost chargeable to 
each job.

• Analysis of the time tickets provides information for 
assigning direct labor costs to individual jobs.
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Time Ticket
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Indirect labor costs

• Indirect labor costs are treated as part of the total factory 
overhead cost.

• Indirect labor usually includes items such as salaries or 
wages for supervisors, inspectors, rework labor, and 
warehouse clerks.

• The following is a journal entry to record the $100 indirect 
labor cost incurred:

18



Labor Cost Flows
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Factory Overhead Costs

• Overhead application is a process of allocating 
overhead costs to jobs.

• Allocation is necessary because overhead costs are not 
traceable to individual jobs.

• The two approaches to allocating overhead costs are 
actual costing and normal costing.
• Actual Costing

• Normal Costing
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Actual Costing

• An actual costing system uses actual costs incurred for 
direct materials and direct labor and applies actual factory 
overhead to the jobs.

• Actual factory overhead costs are incurred each month for 
indirect materials, indirect labor and other indirect factory 
costs.

• Including factory rent, insurance, property tax, 
depreciation, repairs and maintenance, power, light, heat, 
and employer payroll taxes for factory personnel.

• The total amount of actual overhead costs are not known 
until the end of the accounting period when total 
expenses are determined.

21



Monthly per-Unit Fixed Factory Overhead Cost Fluctuations 
under Actual Costing
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Normal Costing

• Most firms adopt a normal costing system that uses 
actual costs for direct materials and direct labor and 
applies factory overhead by adding to the job an amount 
of overhead for each unit of product in the job.

• Normal costing avoids the fluctuations in cost per unit 
under actual costing resulting from changes in the month-
to-month volume of units produced and changes in 
overhead costs.

• Using a predetermined annual factory overhead rate 
normalizes overhead cost fluctuations, hence, the term 
normal costing.
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The Application of Factory Overhead in Normal 
Costing
• The predetermined factory overhead rate is an 

estimated rate used to apply factory overhead cost to a 
specific job.

• The amount of overhead applied to a job using a 
predetermined factory overhead rate is called factory 
overhead applied.
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The Application of Factory Overhead in 
Normal Costing
• To obtain the predetermined overhead rate, use these 

four steps:
1. Estimate total factory overhead costs for the operating period, 
usually a year.

2. Select the most appropriate cost driver for applying the factory 
overhead costs.

3. Estimate the total amount of the chosen cost driver for the 
operating period.

4. Divide the estimated factory overhead costs by the estimated 
amount of the chosen cost driver to obtain the predetermined 
overhead rate.
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Cost Drivers for Factory Overhead 
Application
• The cost driver selected for applying a predetermined overhead 

rate (step two above) can be a volume-based cost driver.
• Direct labor-hours, direct labor costs, and machine-hours are 

among the most frequently used volume-based cost drivers for 
applying factory overhead.

• The proper bases or cost drivers for a labor-intensive firm are 
probably direct labor-hours, direct labor costs, or some labor-
related measure.

• In contrast, if factory overhead costs are predominantly related 
to the equipment operation, the proper cost driver is probably 
machine-hours or a related measure.

• Surveys of practice show that direct labor (hours or dollars) and 
machine-hours are the most commonly used cost drivers for 
overhead application.

26



Applying Factory Overhead Costs
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Applying Factory Overhead Costs
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Departmental Overhead Rates

• When the production departments in the plant are very 
similar as to the amount of overhead in each department.

• The usage of cost drivers in the departments.

• However, the various production departments differ 
significantly in the amount of cost and cost drivers.
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Departmental Overhead Rates
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Suppose, for example, that TFI has only three production 
departments (A, B, and C), and that the overhead costs and 
labor-hours in the three departments are shown below.



Disposition of Underapplied and 
Overapplied Overhead
• Using a predetermined factory overhead rate to apply 

overhead cost to products.

• It can cause total overhead applied to the units produced 
to exceed the actual overhead incurred in periods when 
production is higher than expected.

• Alternatively, applied overhead might exceed incurred 
overhead if the amount incurred is less than estimated.

• Overapplied overhead is the amount of factory overhead 
applied that exceeds the actual factory overhead cost 
incurred.
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Disposition of Underapplied and 
Overapplied Overhead
• On the other hand, it is possible that applied overhead will 

be less than the incurred amount of overhead.

• Due either to the fact that the actual amount of incurred 
overhead was greater than expected and/or the actual 
production level was smaller than expected.

• Underapplied overhead is the amount by which actual 
factory overhead exceeds factory overhead applied.

• If the predetermined overhead rate has been determined 
carefully, and if actual production is similar to expected 
production, the overapplied or underapplied difference 
should be small.
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Ex: Journal Entries and Accounting for 
Overhead
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Problem
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Problem
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