
Altex Inc. Manufactures Two Products:
Car Wheels And Truck Wheels. To
Determine The Amount Of Overhead
Altex Inc. Manufactures Two Products: Car Wheels And Truck Wheels. To
Determine The Amount Of Overhead

Understanding how to accurately allocate overhead costs is essential for
manufacturing companies like Altex Inc., especially when producing multiple
products such as car wheels and truck wheels. Proper overhead allocation
ensures that each product's cost reflects its true resource consumption,
which in turn informs pricing strategies, profitability analysis, and
financial reporting.

In this article, we will explore the importance of overhead cost
determination, the methods used to allocate overhead, and specific
considerations for Altex Inc. as it manufactures both car wheels and truck
wheels. By the end, you will have a comprehensive understanding of how to
determine overhead costs accurately in a multi-product manufacturing
environment.

Introduction to Overhead Costs in Manufacturing

Overhead costs, also known as indirect costs, refer to expenses that are not
directly traceable to a specific product but are necessary for the
manufacturing process. These include items such as factory rent, utilities,
depreciation on equipment, supervisory salaries, and maintenance costs.

For companies like Altex Inc., which produces both car wheels and truck
wheels, overhead costs can be significant and complex to allocate. Proper
allocation ensures that each product's cost reflects its actual resource
consumption, facilitating better decision-making and competitive pricing.

The Importance of Accurate Overhead Allocation

Accurate overhead allocation is crucial for several reasons:

- Cost Pricing Accuracy: Ensures that products are priced correctly to cover
all costs and achieve desired profit margins.
- Profitability Analysis: Helps identify which products are more profitable
and which may need process improvements.
- Inventory Valuation: Proper overhead allocation impacts the valuation of
inventory on financial statements.



- Budgeting and Cost Control: Facilitates better planning and control of
manufacturing expenses.
- Decision-Making: Provides reliable data for management decisions regarding
product lines, process improvements, and discontinuation.

Understanding Manufacturing Overhead for Altex
Inc.

Altex Inc. produces two distinct products—car wheels and truck wheels. Each
has different production volumes, machine usage, labor requirements, and
possibly different overhead consumption levels.

Key factors influencing overhead costs include:

- Machine Usage: Larger or more complex machinery may be used more heavily
for truck wheels due to their size and strength requirements.
- Labor Requirements: Different labor intensity for each product may
influence indirect costs.
- Facility Space: The allocation of overhead may depend on the space occupied
by each product line.
- Setup and Maintenance: Different setup times and maintenance needs may
impact overhead costs differently.

Given these factors, selecting an appropriate overhead allocation method
becomes critical.

Methods for Allocating Manufacturing Overhead

There are several approaches to allocate manufacturing overhead. The choice
depends on the nature of the products, available data, and management
preferences.

1. Plant-Wide Overhead Rate

This method involves calculating a single overhead rate for the entire plant
based on a common cost driver such as direct labor hours, machine hours, or
units produced.

Steps:
- Determine total overhead costs for the period.
- Choose a suitable cost driver (e.g., machine hours).
- Calculate the overhead rate:
\[
\text{Overhead Rate} = \frac{\text{Total Overhead Costs}}{\text{Total Cost



Driver Units}}
\]
- Apply the rate to each product based on its consumption of the cost driver.

Advantages:
- Simplicity and ease of calculation.
- Suitable for small or less complex operations.

Disadvantages:
- May distort costs when products consume overhead differently.
- Less accurate for companies with diverse products.

2. Department or Multiple Allocation Rates

In larger or more complex plants, overhead can be allocated based on multiple
departments or activities, each with its own rate.

Steps:
- Identify different departments or activities.
- Assign overhead costs to each department.
- Determine appropriate cost drivers per department.
- Calculate departmental overhead rates.
- Allocate costs based on each product’s usage within each department.

Advantages:
- More accurate than plant-wide rates.
- Reflects the actual consumption of resources.

Disadvantages:
- More complex and data-intensive.

3. Activity-Based Costing (ABC)

ABC assigns overhead costs based on activities that drive costs, such as
setup, inspection, or machine maintenance.

Steps:
- Identify activities involved in manufacturing.
- Assign costs to each activity.
- Determine cost drivers for each activity.
- Calculate activity rates.
- Allocate costs to products based on their activity usage.

Advantages:
- Highly accurate, especially in complex manufacturing settings.
- Helps identify non-value-adding activities.



Disadvantages:
- Complex implementation and data collection.
- May require significant analysis and maintenance.

Applying Overhead Allocation Methods at Altex
Inc.

For Altex Inc., selecting the appropriate method depends on the production
complexity and data availability.

Scenario Considerations:
- If production volumes are relatively uniform, a plant-wide rate may
suffice.
- If truck wheels require significantly more machine hours or setup time,
departmental or ABC methods may be more appropriate.
- To improve accuracy, Altex Inc. could consider tracking specific activities
such as machine setup, inspection, and maintenance.

Step-by-Step Guide to Determining Overhead for
Altex Inc.

1. Gather Total Overhead Costs:
Collect all indirect manufacturing costs for the period, including rent,
utilities, depreciation, salaries, and maintenance.

2. Identify Cost Drivers:
Determine which factors best explain overhead consumption for each product.
Common drivers include:
- Machine hours
- Direct labor hours
- Number of setups
- Inspection hours

3. Collect Usage Data:
Record the total usage of each cost driver for the period and for each
product.

4. Select the Allocation Method:
Based on complexity, choose between plant-wide, departmental, or activity-
based costing.

5. Calculate the Overhead Rate(s):
For plant-wide:
\[
\text{Overhead Rate} = \frac{\text{Total Overhead}}{\text{Total Cost Driver



Units}}
\]

For departmental or ABC:
- Calculate individual rates per activity or department.

6. Allocate Overhead to Products:
Multiply the overhead rate by each product’s consumption of the cost driver.

7. Calculate Total Product Costs:
Add direct materials, direct labor, and allocated overhead to determine total
product costs.

Example Calculation for Altex Inc.

Suppose Altex Inc. has the following data:

- Total Overhead Costs: $500,000
- Total Machine Hours: 10,000 hours
- Machine hours for Car Wheels: 4,000 hours
- Machine hours for Truck Wheels: 6,000 hours

Plant-Wide Overhead Rate:

\[
\text{Overhead Rate} = \frac{\$500,000}{10,000 \text{ hours}} = \$50 \text{
per machine hour}
\]

Overhead Applied:

- Car Wheels: \( 4,000 \times \$50 = \$200,000 \)
- Truck Wheels: \( 6,000 \times \$50 = \$300,000 \)

This simple method distributes overhead proportionally based on machine
hours.

Alternatively, if detailed data indicates that setup costs are a significant
overhead component, an activity-based approach might allocate setup costs
more accurately.

Benefits of Using the Right Overhead Allocation
Method

Choosing the appropriate method allows Altex Inc. to:



- Accurately price products to cover costs and maximize profit.
- Identify cost-saving opportunities by analyzing activity consumption.
- Make informed decisions about product lines and process improvements.
- Ensure financial statements reflect true product costs, aiding compliance
and investor confidence.

Conclusion: Ensuring Accurate Overhead Cost
Determination at Altex Inc.

For a manufacturing company like Altex Inc., producing both car and truck
wheels, understanding and accurately allocating overhead costs is vital. By
examining their production processes, selecting suitable allocation methods,
and diligently collecting activity data, Altex Inc. can achieve precise cost
accounting.

Whether employing a simple plant-wide rate or adopting more sophisticated
activity-based costing, the goal remains the same: to ensure that each
product’s cost accurately reflects its resource consumption. This accuracy
enhances pricing strategies, profitability analysis, and overall financial
health.

Investing in proper overhead allocation methods not only benefits Altex Inc.
financially but also provides a competitive edge in the automotive wheel
manufacturing industry. With precise cost data, the company can better
navigate market fluctuations, optimize operational efficiency, and plan for
sustainable growth.

---
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Frequently Asked Questions

How does Altex Inc. allocate overhead costs between
car wheels and truck wheels?
Altex Inc. allocates overhead costs based on a predetermined overhead rate,
typically using activity-based costing or direct labor hours to assign costs
proportionally to each product type.

What factors should Altex Inc. consider when



determining the overhead rate for manufacturing car
and truck wheels?
Altex Inc. should consider factors such as machine hours, labor hours, setup
times, and material handling activities to accurately allocate overhead costs
between the two products.

Why is it important for Altex Inc. to accurately
determine overhead costs for each product?
Accurately determining overhead costs helps Altex Inc. set appropriate
product prices, improve cost control, and ensure profitability analysis for
both car and truck wheels.

What methods can Altex Inc. use to improve the
accuracy of overhead cost determination?
Altex Inc. can use activity-based costing (ABC), analyze cost drivers, and
implement better tracking of overhead expenses to improve the accuracy of
overhead allocation.

How does overhead cost determination impact Altex
Inc.'s pricing strategy for car and truck wheels?
Proper overhead cost determination ensures that Altex Inc. prices its wheels
competitively while covering all costs, thereby maintaining profitability and
market competitiveness.

Additional Resources
Overhead Allocation in Manufacturing: A Deep Dive into Altex Inc. and Its
Wheel Production

In the competitive world of manufacturing, understanding and accurately
allocating overhead costs is crucial for maintaining profitability, pricing
competitively, and making strategic operational decisions. This is especially
true for companies like Altex Inc., which specializes in producing both car
wheels and truck wheels—two products with distinct manufacturing processes,
cost structures, and market demands. Proper overhead determination ensures
that each product is accurately priced, profits are correctly calculated, and
resources are efficiently allocated.

In this comprehensive analysis, we explore how Altex Inc. approaches the
daunting task of determining overhead for its two main products, highlighting
the complexities involved, traditional and modern costing methods, and best
practices to optimize overhead allocation.



---

Understanding Overhead in Manufacturing

Overhead costs in manufacturing encompass all indirect expenses associated
with production that cannot be traced directly to a specific product. These
include:

- Factory rent and utilities
- Maintenance expenses
- Depreciation of machinery and equipment
- Factory supervisory salaries
- Quality control and inspection costs
- Indirect labor and materials
- Safety and environmental compliance costs

Unlike direct materials and direct labor, overhead costs are not directly
attributable to individual units of production but are essential for
sustaining manufacturing operations.

Why accurate overhead allocation matters:

- Cost accuracy: Proper overhead application ensures each product’s true cost
is reflected.
- Pricing strategies: Helps set competitive yet profitable prices.
- Profitability analysis: Identifies which products are more profitable.
- Operational efficiency: Pinpoints areas where overhead costs can be reduced
or better managed.
- Financial reporting: Ensures compliance with accounting standards and
provides reliable financial data.

---

Altex Inc.: A Dual-Product Manufacturing
Challenge

Altex Inc. operates in a specialized niche, producing two distinct types of
wheels:

- Car Wheels: Smaller, lightweight, designed for passenger vehicles.
- Truck Wheels: Larger, more durable, suitable for commercial trucks and
heavy-duty applications.

While both products share some manufacturing processes—such as casting,
machining, and finishing—they differ significantly in complexity, scale, and
resource requirements. This divergence complicates overhead allocation,



making it imperative for Altex Inc. to adopt precise costing methods.

---

Traditional Costing Methods and Their
Limitations

Historically, many manufacturers, including Altex Inc., have relied on
plantwide overhead rates—a single rate applied uniformly across all products
based on a common activity base like direct labor hours or machine hours.

Example of plantwide overhead rate calculation:

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

Applying this rate to each product:

\[
\text{Overhead Applied} = \text{Overhead Rate} \times \text{Product’s Direct
Labor Hours}
\]

Limitations of traditional methods:

- Inaccuracy for diverse products: Car wheels and truck wheels differ vastly;
applying a single rate doesn’t reflect their actual resource consumption.
- Over/under-costing: Products that consume more indirect resources may be
undercosted, while others may be overcosted.
- Misguided decision-making: Poor cost data can lead to incorrect pricing,
product line decisions, or cost control efforts.

Given these limitations, Altex Inc. needs to consider more refined approaches
to overhead allocation.

---

Activity-Based Costing (ABC): The Modern
Solution

Activity-Based Costing (ABC) is a more precise method that assigns overhead
costs based on specific activities that drive those costs. Instead of a
single plantwide rate, ABC recognizes that different products consume



resources differently and assigns costs accordingly.

Key steps in ABC for Altex Inc.:

1. Identify Activities: Break down manufacturing into discrete activities,
such as casting, machining, painting, inspection, and packaging.
2. Assign Overhead Costs to Activities: Determine how much overhead each
activity consumes.
3. Determine Cost Drivers: Find measurable factors that cause the cost of
each activity—e.g., machine hours, setup hours, inspection hours.
4. Calculate Activity Rates: Divide total activity costs by total activity
volume to get a rate per activity driver.
5. Allocate Costs to Products: Multiply activity rates by the amount of
activity each product consumes.

Advantages of ABC:

- Greater accuracy in product costing.
- Better insight into cost behavior.
- Identification of non-value-adding activities for cost reduction.
- Enhanced decision-making regarding product lines and process improvements.

Applying ABC to Altex Inc.:

Suppose Altex identifies the following activities and their respective costs:

| Activity | Total Cost | Cost Driver | Total Driver Volume | Cost per Driver
|
|-------------------------|--------------|--------------------|--------------
-------|-----------------|
| Casting | $500,000 | Number of castings | 10,000 castings | $50 per casting
|
| Machining | $300,000 | Machine hours | 15,000 hours | $20 per hour |
| Painting | $200,000 | Number of painted units | 12,000 units | $16.67 per
unit |
| Inspection | $100,000 | Inspection hours | 5,000 hours | $20 per hour |

By analyzing each product’s consumption of activities, Altex can more
accurately assign overhead:

- Car wheels may require fewer casting and machining hours but more painting
due to aesthetic finishing.
- Truck wheels may involve longer casting and machining times but less
painting.

This nuanced approach improves cost accuracy, especially when the products
have differing production complexities.

---



Determining Overhead for Car and Truck Wheels
at Altex Inc.

Step 1: Gather Data on Direct Costs and Activity Consumption

Suppose the following data:

| Product | Direct Material Cost | Direct Labor Hours | Casting Units |
Machining Hours | Painting Units | Inspection Hours |
|--------------|------------------------|---------------------|--------------
-|-----------------|----------------|------------------|
| Car Wheels | $15 per unit | 2 hours per wheel | 5,000 units | 4,000 hours |
5,000 units | 2,500 hours |
| Truck Wheels | $50 per unit | 5 hours per wheel | 2,000 units | 6,000 hours
| 2,000 units | 2,500 hours |

Assuming activity consumption:

| Activity | Car Wheels | Truck Wheels | Total |
|------------|--------------|--------------|--------|
| Casting | 5,000 units | 2,000 units | 7,000 units |
| Machining | 4,000 hours | 6,000 hours | 10,000 hours |
| Painting | 5,000 units | 2,000 units | 7,000 units |
| Inspection | 2,500 hours | 2,500 hours | 5,000 hours |

Step 2: Calculate Activity Rates

Using the total costs from the previous table:

| Activity | Total Cost | Total Driver Volume | Rate per Driver |
|------------|--------------|---------------------|-----------------|
| Casting | $500,000 | 10,000 castings | $50 per casting |
| Machining | $300,000 | 15,000 hours | $20 per hour |
| Painting | $200,000 | 12,000 units | $16.67 per unit |
| Inspection | $100,000 | 5,000 hours | $20 per hour |

Step 3: Allocate Overhead to Each Product

- Car wheels:

- Casting: 5,000 units × $50 = $250,000
- Machining: 4,000 hours × $20 = $80,000
- Painting: 5,000 units × $16.67 = $83,350
- Inspection: 2,500 hours × $20 = $50,000

Total Overhead for Car Wheels: $250,000 + $80,000 + $83,350 + $50,000 =
$463,350

- Truck wheels:



- Casting: 2,000 units × $50 = $100,000
- Machining: 6,000 hours × $20 = $120,000
- Painting: 2,000 units × $16.67 = $33,340
- Inspection: 2,500 hours × $20 = $50,000

Total Overhead for Truck Wheels: $100,000 + $120,000 + $33,340 + $50,000 =
$303,340

Step 4: Calculate Overhead per Unit

- Car wheels:

\[
\frac{\$463,350}{5,000\, \text{units}} \approx \$92.67 \text{ per wheel}
\]

- Truck wheels:

\[
\frac{\$303,340}{2,000\, \text{units}} \approx \$151.67 \text{ per wheel}
\]

This detailed ABC approach reveals that truck wheels, on a per-unit basis,
carry a higher overhead burden due to their complexity and resource
consumption. Such insights are invaluable for pricing, cost reduction, and
product portfolio decisions.

---
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