CASE STUDY: Frontier Manufacturing SOLUTION
Fatima, Senior Cost Accountant at Frontier Manufacturing in Johannesburg, South Africa, is reviewing the inventory costing analysis of a junior cost accountant for a new product the company is offering.  The data she received from manufacturing is provided below:
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She forwarded this information on to the junior accountant with a request to calculate inventory cost for a batch of who prepared the following analysis:
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Upon receiving this analysis, Fatima’s reaction was surprise; the company was planning on pricing the handsets at $16.95.  Based on this analysis, this sales price would be significantly below product cost.  Upon closer inspection, Fatima realized that the analysis contains several errors.  She wrote a short note to the accountant with the following information:
· Direct materials cost is too low
· Direct labor cost is too high
· Manufacturing overhead should be applied to the production based on the direct labor hours required for this production run, not the total annual manufacturing overhead budget.
REQUIRED:
1) Calculate the manufacturing overhead rate per direct labor hour.
(Formula: total estimated MOH / total DLH required for annual production)
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2) Recalculate total costs for the production run.
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3) Recalculate cost per unit.
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Inventory Cost Calculation

Direct materials

Cost per part $2.80

Parts per unit of production 2                        

Units of production 2,200                

Total $12,320

Direct labor

Cost per hour $7.50

Hours per unit of production 0.5                    

Units 2,200                

Total $8,250

MOH per direct labor hour 4.80 $               

Direct labor hours 1,100                

Manufacturing overhead $5,280

Total inventory cost $25,850
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Inventory Cost Per Unit

Total inventory cost $25,850

Units of production 2,200                

Total inventory cost per unit 11.75 $            
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Direct materials

Part number X-235

Cost per part $2.80

Parts for one unit of production 2                        

Direct labor

Labor rate per hour $7.50

Hours for one unit of production 0.5                    

Manufacturing overhead, annual

Rent $18,000

Electricity $4,200

Indirect materials $1,800

Total $24,000

Annual units of production 10,000             

Production Planning Information

Dynamo Handsets
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Units of production 2,200                

Direct materials

Cost per part $2.80

Parts 2,200                

Total $6,160

Direct labor

Cost per hour $7.50

Hours 2,200                

Total $16,500

Manufacturing overhead $24,000

Total inventory cost $46,660

Units of production 2,200                

Total inventory cost per unit 21.21 $            
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Manufacturing overhead rate:

Annual direct labor hours

  Annual production 10,000             

  Direct labor hours per unit 0.5                    

Annual direct labor hours 5,000                

Annual cost $24,000

Annual direct labor hours 5,000                

MOH applied per direct labor hour 4.80 $               


