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Ruby Company Is A Job-order Firm That Follows A Normal Costing Approach. During The Month Of

January, understanding how Ruby Company manages its costing system provides valuable insights

into its operational efficiency and financial accuracy. As a job-order manufacturing firm, Ruby Company

produces customized products for various clients, necessitating precise cost tracking for each job. The

company's adherence to a normal costing approach helps in estimating costs effectively, managing

pricing strategies, and controlling expenses. This article explores the fundamental concepts of job-

order costing, the specifics of normal costing, and how Ruby Company applies these principles during

January to ensure accurate cost allocation and financial reporting.

Understanding Job-Order Costing

Job-order costing is a costing methodology used by companies that produce unique, customized

products or perform specialized services. Unlike process costing, which averages costs over large

quantities of homogeneous products, job-order costing assigns costs directly to individual jobs or

batches.

Key Features of Job-Order Costing

Distinct Jobs: Each job or order is treated as a separate cost unit.



Cost Accumulation: Direct materials, direct labor, and allocated manufacturing overhead are

accumulated for each job.

Cost Tracking: Enables detailed tracking of costs per job, facilitating profitability analysis.

Pricing and Bidding: Helps in setting competitive prices based on precise cost data.

Normal Costing: An Overview

Normal costing is a system where actual direct costs (materials and labor) are traced to jobs, but

manufacturing overhead is applied using a predetermined rate. This approach simplifies cost allocation

and provides timely cost information.

Components of Normal Costing

Actual Direct Costs: Actual costs of direct materials and direct labor are recorded for each job.1.

Applied Manufacturing Overhead: Manufacturing overhead is applied to jobs using a2.

predetermined overhead rate, based on estimated overhead and activity levels.

Application of Normal Costing at Ruby Company During



January

In January, Ruby Company follows its normal costing approach to allocate costs accurately. The

process involves estimating overhead, recording actual direct costs, and applying manufacturing

overhead based on predetermined rates.

Estimating Manufacturing Overhead

Before January begins, Ruby Company estimates its total manufacturing overhead for the upcoming

period. This estimate is based on historical data, budget forecasts, and anticipated activity levels.

- Estimated Total Manufacturing Overhead: $150,000

- Estimated Total Direct Labor Hours: 12,000 hours

From these estimates, the company calculates the predetermined overhead rate:

\[

\text{Predetermined Overhead Rate} = \frac{\text{Estimated Total Manufacturing

Overhead}}{\text{Estimated Total Direct Labor Hours}} = \frac{\$150,000}{12,000 \text{ hours}} =

\$12.50 \text{ per direct labor hour}

\]

This rate is established at the beginning of January and remains fixed throughout the month unless

adjustments are necessary.

Recording Actual Costs in January

During January, Ruby Company incurs actual direct costs and tracks actual overhead expenses.



- Actual Direct Materials Used: $50,000

- Actual Direct Labor Hours: 9,600 hours

- Actual Manufacturing Overhead Incurred: $140,000

The actual direct costs are recorded directly to each job as they occur. The actual direct labor hours

are used to apply manufacturing overhead to each job.

Applying Manufacturing Overhead to Jobs

Using the predetermined rate, Ruby Company applies overhead to each job based on actual direct

labor hours:

\[

\text{Applied Overhead} = \text{Actual Direct Labor Hours} \times \text{Predetermined Overhead Rate}

= 9,600 \times \$12.50 = \$120,000

\]

This applied overhead is then allocated to individual jobs based on their respective direct labor hours.

Cost Calculation for Individual Jobs

Let’s analyze how Ruby Company calculates costs for specific jobs during January.

Example Job A

- Direct Materials: $5,000

- Direct Labor Hours: 400 hours



- Direct Labor Cost: $8,000 (assuming $20/hour)

- Overhead Applied: 400 hours \(\times\) $12.50 = $5,000

Total cost for Job A:

\[

\text{Total Job Cost} = \text{Direct Materials} + \text{Direct Labor} + \text{Applied Overhead} = \$5,000

+ \$8,000 + \$5,000 = \$18,000

\]

Example Job B

- Direct Materials: $7,500

- Direct Labor Hours: 600 hours

- Direct Labor Cost: $12,000

- Overhead Applied: 600 hours \(\times\) $12.50 = $7,500

Total cost for Job B:

\[

\$7,500 + \$12,000 + \$7,500 = \$27,000

\]

Analyzing Variances and Cost Control

One of the advantages of normal costing is the ability to analyze variances between actual and applied

costs, which helps management control expenses and improve operational efficiency.



Overhead Variance Analysis

- Overhead Applied: $120,000

- Actual Overhead Incurred: $140,000

- Variance: $20,000 unfavorable

This indicates that the actual overhead exceeded the applied overhead, suggesting potential

inefficiencies or underestimated costs.

Implications of Variance Analysis

- Management may investigate reasons for the variance, such as increased utility costs, machine

breakdowns, or labor inefficiencies.

- Adjustments can be made for future periods, either by revising estimates or implementing cost-saving

measures.

- Variance analysis helps ensure that product pricing remains profitable and competitive.

Financial Reporting and Decision-Making

The accurate allocation of costs using normal costing impacts various financial statements and

managerial decisions.

Cost of Goods Sold (COGS)

By summing the total costs of jobs completed during January, Ruby Company can determine its

COGS, which impacts gross profit calculations.



Inventory Valuation

Work-in-progress and finished goods inventories are valued based on the accumulated costs of jobs,

aiding in accurate balance sheet reporting.

Pricing Strategies

Understanding the true costs per job enables Ruby Company to set appropriate prices, ensuring

profitability while remaining competitive.

Benefits and Limitations of Normal Costing at Ruby Company

Benefits

Timely cost information that facilitates prompt decision-making.

Simplifies overhead allocation through predetermined rates.

Supports job profitability analysis and cost control initiatives.

Reduces the complexity of tracking fluctuating actual overhead costs continuously.



Limitations

Potential for over- or under-applied overhead, leading to inaccuracies if estimates are poor.

Requires periodic adjustments to reconcile applied and actual overhead.

Less precise than activity-based costing for complex environments.

Conclusion

In January, Ruby Company’s use of normal costing exemplifies an effective approach for managing

costs in a job-order manufacturing environment. By establishing a predetermined overhead rate based

on estimated costs and applying it to actual labor hours, Ruby Company maintains a consistent and

manageable method for cost allocation. This approach not only facilitates accurate job costing but also

provides valuable insights into operational efficiency, cost control, and profitability. As the company

continues to refine its estimates and analyze variances, it can enhance its pricing strategies, improve

cost management, and strengthen its competitive position in the marketplace.

Whether for internal management or external financial reporting, understanding and effectively utilizing

normal costing remains a vital component of Ruby Company’s operational success.

Frequently Asked Questions



What is the main characteristic of Ruby Company as a job-order firm?

Ruby Company operates as a job-order firm, meaning it tracks costs and revenues for each individual

job or project rather than using a process costing system.

How does Ruby Company implement normal costing in its operations?

Ruby Company applies manufacturing overhead to jobs using a predetermined overhead rate based

on estimated costs, rather than tracking actual overhead costs for each job.

Why is understanding the normal costing approach important for Ruby

Company in January?

Understanding normal costing helps Ruby Company accurately allocate overhead costs to jobs, which

is essential for setting prices, controlling costs, and evaluating job profitability during January.

What are the typical steps Ruby Company would follow during January

to apply normal costing?

The company would estimate overhead costs and activity bases, calculate the predetermined overhead

rate, apply overhead to jobs based on actual activity levels, and then compare applied overhead with

actual overhead incurred for cost control.

How can Ruby Company use the January cost data to improve its

costing accuracy?

By analyzing the difference between applied and actual overhead costs in January, Ruby Company

can adjust its overhead rate or estimation methods for future periods to improve costing accuracy.

What is the significance of tracking job costs in a normal costing



system like Ruby Company's?

Tracking job costs allows Ruby Company to determine the profitability of each job, make informed

pricing decisions, and manage resources effectively to enhance overall financial performance.

Additional Resources

Ruby Company Is A Job-order Firm That Follows A Normal Costing Approach. During The Month Of

January, the company navigated a complex landscape of production, costing, and financial

management. As a job-order manufacturing firm, Ruby Company meticulously tracks costs associated

with individual jobs, ensuring accurate pricing, cost control, and profitability analysis. This detailed

approach, combined with the application of normal costing, provides valuable insights into the

company’s operational efficiency and financial health.

In this article, we explore how Ruby Company applies normal costing within a job-order costing

framework, examining the processes, calculations, and managerial implications during January. We will

unpack the concepts involved, the steps taken in cost allocation, and the significance of these

practices in supporting strategic decision-making.

---

Understanding Job-Order Costing and Normal Costing

Before delving into Ruby Company’s specific activities in January, it’s crucial to understand the

foundational concepts of job-order costing and normal costing.

What Is Job-Order Costing?

Job-order costing is a method used by manufacturing firms that produce customized products or

batches tailored to specific customer orders. Unlike process costing, which averages costs over large

homogeneous production runs, job-order costing assigns costs directly to each individual job or order.



Key characteristics include:

- Costs are accumulated separately for each job.

- Suitable for industries such as construction, custom furniture, aerospace, and specialized machinery.

- Enables precise cost tracking, aiding in pricing and profitability analysis.

What Is Normal Costing?

Normal costing is a technique that assigns manufacturing costs to jobs based on:

- Actual direct costs: Direct materials used and direct labor incurred.

- Applied manufacturing overhead: Estimated overhead allocated to jobs using a predetermined

overhead rate.

This approach simplifies cost allocation by avoiding the need to track actual overhead costs for each

job, which can be challenging and time-consuming.

Components of normal costing:

- Actual direct materials cost: The actual cost of raw materials used.

- Actual direct labor cost: Wages paid to workers directly involved in production.

- Applied manufacturing overhead: Overhead applied using a predetermined overhead rate multiplied

by actual direct labor hours or costs.

---

Ruby Company’s January Operations: An Overview

During January, Ruby Company engaged in multiple jobs, each with unique specifications and

resource requirements. The company operates with a clear cost accounting system aligned with job-

order costing principles, employing normal costing to streamline overhead allocation.



Key activities in January included:

- Procurement and usage of raw materials.

- Direct labor hours and wages incurred.

- Estimation and application of manufacturing overhead.

- Cost accumulation and job cost reporting.

By the end of January, Ruby Company aimed to determine the total costs for each job, analyze

profitability, and refine future cost estimates.

---

Step 1: Gathering Actual Direct Costs

Direct Materials

In January, Ruby Company purchased raw materials totaling $150,000. The usage for various jobs

was meticulously tracked, with actual materials costs assigned to each job based on consumption

records. For example:

- Job A: $40,000

- Job B: $30,000

- Job C: $20,000

The remaining materials were used for ongoing production and inventory, but the focus remained on

direct assignment to specific jobs.

Direct Labor

The company recorded actual direct labor wages totaling $70,000. The labor hours and wages were

logged for each job:



- Job A: 1,200 hours at $20/hour

- Job B: 800 hours at $20/hour

- Job C: 600 hours at $20/hour

Total direct labor hours: 2,600 hours.

The actual wages paid were consistent with these hours, ensuring precise cost allocation.

---

Step 2: Estimating and Applying Manufacturing Overhead

Predetermined Overhead Rate

Since actual overhead costs are not allocated directly to each job in normal costing, Ruby Company

establishes a predetermined overhead rate at the beginning of the period. This rate is based on

estimated overhead costs and estimated activity levels, usually expressed per direct labor hour.

For January, the company estimated:

- Estimated total manufacturing overhead: $50,000

- Estimated direct labor hours: 2,500 hours

Thus, the predetermined overhead rate:

\[ \text{Overhead Rate} = \frac{\text{Estimated Overhead}}{\text{Estimated Direct Labor Hours}} =

\frac{\$50,000}{2,500 \text{ hours}} = \$20 \text{ per direct labor hour} \]

Applying Overhead

Using the overhead rate, the company applied overhead to each job based on actual direct labor



hours:

- Job A: 1,200 hours × $20 = $24,000

- Job B: 800 hours × $20 = $16,000

- Job C: 600 hours × $20 = $12,000

Total applied overhead: $52,000.

Note that the actual overhead incurred may differ from this amount, leading to over- or under-applied

overhead, which requires adjustment at period-end.

---

Step 3: Calculating Total Job Costs

With direct costs and applied overhead determined, Ruby Company calculates the total cost for each

job:

| Job | Direct Materials | Direct Labor | Applied Overhead | Total Cost |

|-------|---------------------|----------------|---------------------|--------------|

| A | $40,000 | $40,000 (1,200 hrs × $20) | $24,000 | $104,000 |

| B | $30,000 | $16,000 (800 hrs × $20) | $16,000 | $62,000 |

| C | $20,000 | $12,000 (600 hrs × $20) | $12,000 | $44,000 |

This comprehensive view of job costs provides the basis for pricing strategies, profitability analysis,

and inventory valuation.

---

Step 4: Handling Over- or Under-applied Overhead



Since applied overhead ($52,000) exceeds actual overhead costs ($50,000 estimated), the company

has over-applied overhead by $2,000. This discrepancy must be adjusted to ensure accurate financial

statements.

Adjustment methods include:

- Prorating the over-applied amount among work-in-process, finished goods, and cost of goods sold.

- Closing the difference directly to cost of goods sold.

This process maintains the integrity of the financial data and supports accurate reporting.

---

Managerial and Financial Implications

Ruby Company’s application of normal costing within a job-order framework has significant managerial

and financial benefits:

- Accurate Cost Tracking: Assigning costs to individual jobs enables precise profitability analysis.

- Pricing Decisions: Knowledge of job costs supports setting competitive yet profitable prices.

- Cost Control: Monitoring variances between estimated and actual costs highlights areas for efficiency

improvements.

- Inventory Valuation: Accurate job costs contribute to precise inventory valuation for financial

reporting.

- Performance Evaluation: Comparing planned versus actual costs helps assess operational

performance.

Furthermore, by establishing a predetermined overhead rate, Ruby Company simplifies the overhead

application process, ensuring timely cost data for decision-making.

---



Challenges and Considerations in Normal Costing

While normal costing offers several advantages, it also presents certain challenges:

- Estimation Accuracy: The effectiveness depends on accurate estimates of overhead and activity

levels.

- Variance Analysis: Regular analysis of variances between applied and actual overhead is critical to

identify inefficiencies.

- Adjustments at Period-End: Over- or under-applied overhead must be carefully adjusted to avoid

distorting financial results.

- Changing Conditions: Fluctuations in production volume or costs may require revising estimated

rates.

In the context of January, Ruby Company’s management closely monitored these aspects to ensure

the reliability of their cost data.

---

The Strategic Value of Costing in Ruby Company’s Operations

Applying normal costing within a job-order system is not merely a technical exercise; it is integral to

the company's strategic planning and operational control. Accurate job costing:

- Enhances pricing accuracy, leading to improved profit margins.

- Facilitates better resource allocation based on profitability insights.

- Enables proactive cost management and process improvements.

- Supports financial transparency and compliance with reporting standards.

In a competitive industry, such meticulous cost management can be the difference between sustained

profitability and financial shortfalls.



---

Conclusion

During January, Ruby Company demonstrated the effective implementation of a normal costing system

within its job-order manufacturing environment. By combining actual direct costs with applied overhead

based on estimated rates, the company maintained a streamlined process for tracking and managing

costs associated with each job.

This approach provides a balanced blend of accuracy and simplicity, empowering management to

make informed decisions, optimize operations, and enhance profitability. As Ruby Company continues

to refine its estimates and variances, its costing system will remain a vital tool in navigating the

dynamic landscape of manufacturing costs and financial performance.

In the broader context, Ruby’s practices exemplify how careful application of costing principles can

support strategic growth and operational excellence in job-order manufacturing firms.
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