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Introduction
Minstrel Manufacturing Uses A Job Order Costing System. During One Month, Minstrel
Purchased $203,000. This significant procurement activity highlights the company's strategic
approach to managing production costs and ensuring profitability. Job order costing is a vital
accounting method employed by companies like Minstrel Manufacturing to allocate manufacturing
costs accurately to individual jobs or batches. This article delves into how Minstrel’s use of a job order
costing system impacts its operations, cost management, and financial reporting, especially in the
context of a substantial purchase of raw materials.

What Is Job Order Costing?
Job order costing is a method used by manufacturing firms that produce customized products or small
batches. Unlike process costing, which averages costs over large quantities, job order costing assigns
specific costs to each individual job. This allows companies to determine the profitability of each
order, manage costs precisely, and facilitate detailed financial analysis.

Key Features of Job Order Costing
- Job-specific Cost Tracking: Costs are tracked for each unique job.
- Cost Components: Includes direct materials, direct labor, and manufacturing overhead.
- Cost Allocation: Manufacturing overhead is allocated based on predetermined rates.
- Customization: Suitable for production of customized or varied products.

Minstrel Manufacturing’s Purchase of $203,000 Raw
Materials
During the month, Minstrel Manufacturing invested significantly in raw materials, purchasing
$203,000 worth of supplies. This purchase forms the foundation of their production costs and is
crucial for accurate job cost tracking.



Impact of Raw Material Purchases on Costing System
- Material Inventory Management: The purchase increases raw material inventory, which must be
accurately recorded.
- Cost Allocation: Raw materials are directly charged to specific jobs based on usage.
- Budget Control: Helps in monitoring material costs against budgets for each job.
- Financial Accuracy: Ensures precise valuation of inventory and cost of goods sold (COGS).

How Minstrel Manages Raw Materials in a Job Order
System
Effective management of raw materials is essential for maintaining profitability and operational
efficiency.

Steps in Raw Material Handling
1. Receiving and Recording Purchases: When materials are purchased, they are recorded in the raw
materials inventory account.
2. Issuing Materials to Jobs: Materials are issued to specific jobs based on job orders, with the costs
recorded against each job.
3. Tracking Material Usage: Continuous tracking ensures accurate cost accumulation for each job.
4. Adjusting Inventory: At month-end, remaining raw materials are counted and valued, adjusting
inventory records accordingly.

Cost Allocation and Overhead Management
Assigning manufacturing overhead costs is a critical part of job order costing. Minstrel Manufacturing
uses predetermined overhead rates to allocate indirect costs effectively.

Overhead Rate Calculation
The company estimates total manufacturing overhead and total direct labor hours or machine hours
at the start of the period. The formula is:

Predetermined Overhead Rate = Estimated Total Manufacturing Overhead / Estimated Total Direct
Labor Hours (or Machine Hours)

This rate is then applied to each job based on actual direct labor or machine hours used.

Application of Overhead
- Overhead costs are applied to jobs as work progresses.
- Helps in determining the total cost of each job accurately.
- Facilitates better pricing strategies and profit analysis.



Tracking and Controlling Costs in Minstrel
Manufacturing
Effective cost control is vital for profitability, especially when raw material purchases are substantial.

Cost Monitoring Techniques
- Regular Job Cost Reports: Provide insights into the costs incurred for each job.
- Variance Analysis: Compares actual costs against estimated costs to identify discrepancies.
- Inventory Turnover Analysis: Ensures raw materials are used efficiently, preventing excess stock and
wastage.
- Budgeting and Forecasting: Helps plan future purchases and production schedules.

Financial Reporting and Decision Making
Accurate job order costing enables Minstrel Manufacturing to produce reliable financial statements
and make informed managerial decisions.

Importance of Accurate Job Costing
- Profitability Analysis: Identifies which jobs are most profitable.
- Pricing Strategies: Ensures prices are set to cover costs and generate desired margins.
- Cost Control: Highlights areas where costs can be reduced.
- Inventory Valuation: Provides an accurate valuation of work-in-progress and finished goods.

Impact on Financial Statements
- Balance Sheet: Raw materials, work-in-progress, and finished goods inventory are correctly valued.
- Income Statement: Cost of goods sold reflects the specific costs associated with completed jobs.

Benefits of Using a Job Order Costing System for
Minstrel Manufacturing
Implementing a job order costing system offers numerous advantages:

- Enhanced Cost Control: Precise tracking helps identify cost overruns early.
- Improved Pricing Accuracy: Costs are specific to each job, aiding in competitive yet profitable
pricing.
- Better Profitability Analysis: Understanding individual job costs informs strategic decisions.
- Inventory Management: Accurate valuation of raw materials, work-in-progress, and finished goods.
- Operational Efficiency: Streamlined processes for issuing materials and recording costs.



Challenges and Considerations
While job order costing provides many benefits, it also presents challenges that Minstrel
Manufacturing must address:

- Complexity in Cost Allocation: Ensuring overheads are accurately allocated can be complex.
- Record-Keeping Demands: Requires meticulous tracking of materials, labor, and overhead.
- Costly Setup: Establishing and maintaining a robust costing system can involve significant
administrative effort.
- Adjustments for Wastage and Spoilage: Must account for losses that can affect cost accuracy.

Conclusion
Minstrel Manufacturing’s adoption of a job order costing system, especially in light of a substantial
raw material purchase of $203,000, exemplifies a strategic approach to precise cost management. By
tracking costs at the job level, the company can ensure accurate profitability analysis, better pricing
strategies, and efficient inventory control. Despite the complexities involved, the benefits of detailed
cost tracking and control significantly outweigh the challenges, making job order costing an
indispensable tool for manufacturing firms producing customized products.

Final Thoughts
For manufacturing companies like Minstrel, understanding and effectively implementing a job order
costing system is crucial for maintaining competitive advantage and financial health. Regular
monitoring, accurate record-keeping, and strategic analysis enable the company to adapt to market
demands, optimize production, and maximize profits in a competitive environment.

Frequently Asked Questions

What is a job order costing system and how does Minstrel
Manufacturing utilize it?
A job order costing system assigns costs to specific jobs or orders, allowing Minstrel Manufacturing to
track expenses and profitability for each individual product or batch they produce.

How does Minstrel Manufacturing record the $203,000 worth
of purchases during the month?
Minstrel Manufacturing records the $203,000 in purchases as part of its raw materials inventory,
which is then allocated to specific jobs based on usage, in line with its job order costing system.

What types of costs are included in Minstrel's job order



costing system?
The costs include direct materials, direct labor, and manufacturing overhead, all tracked per job to
determine total production costs accurately.

How does Minstrel Manufacturing calculate the cost of each
job using the purchases made?
They allocate the costs of raw materials purchased, along with direct labor and overhead, to each job
based on the materials used and labor hours incurred during production.

Why is it important for Minstrel Manufacturing to track
purchases like the $203,000 during the month?
Tracking purchases helps in cost control, ensuring accurate job costing, and providing data for
financial analysis and pricing decisions.

How does Minstrel ensure accurate job costing when multiple
jobs are being produced simultaneously?
They use detailed tracking systems to record materials, labor, and overhead for each job, ensuring
costs are accurately assigned and reflected in the job cost sheets.

What benefits does Minstrel Manufacturing gain from using a
job order costing system during periods of high purchase
activity?
It provides precise cost tracking per job, improves cost management, enhances pricing accuracy, and
supports better decision-making regarding production efficiency and profitability.

Additional Resources
Minstrel Manufacturing Uses A Job Order Costing System. During One Month, Minstrel Purchased
$203,000 worth of raw materials, highlighting its commitment to detailed cost tracking and accurate
product costing. This scenario offers a valuable opportunity to explore how Minstrel Manufacturing
leverages a job order costing system to manage manufacturing costs effectively. In this
comprehensive guide, we'll delve into the fundamentals of job order costing, how Minstrel applies this
system during a typical month, and the broader implications for cost control and financial reporting.

---

Understanding Job Order Costing and Its Relevance to Minstrel Manufacturing

What Is Job Order Costing?

Job order costing is an accounting system used to assign manufacturing costs—materials, labor, and



overhead—to specific jobs or batches. Unlike process costing, which averages costs over large
quantities, job order costing provides precise cost data for each individual order, making it ideal for
companies producing customized or distinct products.

Why Minstrel Manufacturing Chooses Job Order Costing

Minstrel Manufacturing, by employing a job order costing system, benefits from:

- Accurate Cost Tracking: Each job's costs are tracked separately, allowing for detailed analysis.
- Pricing Optimization: Precise cost data supports competitive and profitable pricing.
- Cost Control: Managers can identify cost overruns on specific jobs and implement corrective actions.
- Financial Reporting: Clear cost allocation enhances the accuracy of financial statements and
inventory valuation.

---

The Monthly Purchase of $203,000 in Raw Materials: Implications and Processes

During one month, Minstrel Manufacturing purchased raw materials totaling $203,000. This significant
procurement underscores the importance of diligent recording and management of material costs
within the job order costing framework.

Recording Raw Material Purchases

When Minstrel purchases raw materials, they typically:

- Record the purchase in the Raw Materials Inventory account.
- Track the cost of materials purchased, distinguishing between direct and indirect materials.
- Update the general ledger to reflect the new inventory levels.

Direct vs. Indirect Materials

- Direct Materials: These are materials directly incorporated into specific jobs (e.g., wood for furniture,
fabric for clothing). Their costs are traced directly to jobs.
- Indirect Materials: These support production but are not directly traceable to a specific job (e.g.,
glue, nails). Their costs are allocated as manufacturing overhead.

Managing the $203,000 Purchase

Given the sizable purchase, Minstrel likely employs:

- Material Requisition Slips: To transfer raw materials from inventory to specific jobs.
- Material Ledger Cards: To track the quantity and cost of materials assigned to each job.
- Periodic Inventory Counts: To reconcile physical inventory with recorded balances and detect
discrepancies.

---

Applying Job Order Costing During the Month

Step 1: Recording Direct Materials to Jobs



When materials are requisitioned for specific jobs:

- The company debits Work in Progress (WIP) Inventory for the job with the cost of direct materials.
- The Raw Materials Inventory account is credited, reducing raw materials on hand.

Example:

Suppose Job 101 requires $5,000 worth of direct materials. The entry would be:

- Debit: WIP Inventory (Job 101) — $5,000
- Credit: Raw Materials Inventory — $5,000

Step 2: Recording Direct Labor Costs

Labor costs are tracked via time sheets:

- Workers record hours worked on each job.
- The company applies labor costs based on standard or actual wage rates.

Example:

If direct labor for Job 101 is $3,000, the journal entry is:

- Debit: WIP Inventory (Job 101) — $3,000
- Credit: Wages Payable — $3,000

Step 3: Allocating Manufacturing Overhead

Manufacturing overhead includes indirect costs such as utilities, depreciation, and indirect materials.
Minstrel allocates these costs based on predetermined overhead rates:

- Overhead Rate Calculation:

Overhead Rate = Estimated Manufacturing Overhead / Estimated Direct Labor Hours or Machine
Hours

- Applying Overhead:

For each job, applied overhead = Overhead Rate × Actual activity base (e.g., labor hours)

Example:

If the overhead rate is $4 per direct labor hour and Job 101 took 750 hours:

- Applied Overhead = 750 hours × $4 = $3,000

Journal entry:

- Debit: WIP Inventory (Job 101) — $3,000
- Credit: Manufacturing Overhead Applied — $3,000



---

Summarizing Costs for the Month

At the end of the month, Minstrel Manufacturing consolidates costs:

- Total Direct Materials Used: Sum of all materials requisitioned to jobs.
- Total Direct Labor: Sum of all direct labor costs incurred.
- Total Manufacturing Overhead Applied: Sum of overhead allocated to all jobs.

This comprehensive view allows Minstrel to determine:

- Total Cost of Jobs in Progress
- Cost of Goods Manufactured (COGM): The total cost of completed jobs transferred from WIP to
Finished Goods Inventory.
- Cost of Goods Sold (COGS): The cost of jobs sold during the period.

---

Closing and Reporting: From WIP to Finished Goods and Beyond

Step 1: Completing Jobs

Once a job is finished, its total accumulated costs are transferred:

- Debit: Finished Goods Inventory
- Credit: WIP Inventory

This transfer reflects the movement of costs from work-in-progress to finished goods, ready for sale.

Step 2: Cost of Goods Sold

When the company sells the finished goods:

- Debit: Cost of Goods Sold
- Credit: Finished Goods Inventory

This process recognizes the expenses associated with revenue in the income statement.

Step 3: Analyzing Variances

Minstrel Manufacturing compares actual costs with applied costs to identify variances:

- Material Price and Usage Variances
- Labor Rate and Efficiency Variances
- Overhead Spending and Efficiency Variances

These variances help in cost control and operational improvements.

---



Broader Implications and Strategic Insights

Accurate Costing Enhances Pricing Strategies

Having detailed job cost data enables Minstrel to set prices that cover costs and generate desired
profit margins. It also allows for competitive bidding on custom jobs.

Cost Control and Process Improvement

Regular analysis of variances and cost reports pinpoints areas where efficiency can be improved, such
as reducing waste or optimizing labor productivity.

Inventory Valuation and Financial Statements

Proper application of job order costing ensures that inventory is valued accurately on the balance
sheet, and gross profit calculations reflect true production costs.

Supporting Decision-Making

Detailed job cost data informs managerial decisions about product lines, production methods, and
resource allocation.

---

Conclusion

Minstrel Manufacturing’s use of a job order costing system during a month in which it purchased
$203,000 worth of raw materials exemplifies disciplined cost management. By meticulously tracking
direct materials, direct labor, and manufacturing overhead for each job, Minstrel ensures accurate
cost allocation, effective pricing, and meaningful financial analysis. This system not only supports
operational efficiency but also provides critical insights for strategic growth. As manufacturing
environments become more complex, the importance of robust costing systems like job order costing
becomes increasingly evident, empowering companies like Minstrel to thrive in competitive markets.
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