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[The student’s processing, omitted from this exemplar, was completed to Merit level.]  
 
To have an efficient job cost subsystem it is important that all the costs are allocated accurately 
to each individual job. 
 
The cost driver used for the quad sail is labour hours (in the shade sail department) while the 
cost driver used for yacht and wind surfer sails is machine hours. This is because yacht and wind 
surfer sails are usually made a standard size and there is little to no variation in their design. 
This means that the machines will do most of the work in producing these sails because they are 
almost all the same. Therefore, the cost driver is machine hours. For the quad sail the cost driver 
is labour hours because this is a very specific job that is one-off. For this they need more 
workers involved in production because the machines aren’t programmed to make the parts of 
this job like they are for yacht sails. 
 
For East-West Sails Ltd to be able to make a profit and stay in business they need to make sure 
they are reaching a high profit margin on each sail. For this reason, the business need to make 
sure they allocate the cost accurately for each job so that they can take that into account when 
they calculate the selling price of the sail. The three costs that make up the total cost of the quad 
sail are direct materials, direct labour and overhead costs. 
 
The total cost of this quad sail was $6,980. This was calculated by adding up the three costs that 
are used in making the quad sail. Direct materials (for example, metal and the sail material) 
were $3,000. Another one was direct labour. This is all the labour that was put in to making the 
sail. East-West Sails Ltd would have the direct labour recorded on a time sheet with accurate 
recordings of the employees’ hours. The direct labour cost was $2,880. The overhead cost is an 
estimated amount. For the quad sail the overhead costs are allocated to jobs using direct labour 
hours. We get the cost of the overheads by dividing the sum of estimated indirect material costs 
for the year, including the designer’s salary, factory administration, and other factory overheads. 
These overheads come to $100,000 which is divided by the estimated hours of direct labour for 
the year, 10,000. This gives an overhead rate for labour hours of $10 per hour. We then multiply 
this rate by the number of labour hours worked for the quad sail job, (10 x 110) = $1,100. The 
sum of these three costs equal the total cost of the quad sail (3,000 + 2,880 + 1,100 = $6,980). 
 
For the three costs that I have mentioned, there are internal control components. For direct 
materials, there is a materials requisition form. The materials that are taken out for the job 
should be recorded on this form. It has details like the employee that has used the material, the 
quantity of materials taken, the type and cost of materials, and space for the signature of the 
employee that has authorised the use of the materials. The direct labour would be recorded on a 
time sheet by accurately recording the employee, the number of hours and total cost of labour 
for the quad sail job. Information from the materials requisition form and the time sheets are 
then recorded on the job card which is used to determine the selling price of the quad sail. 
 
The purpose of East-West Sails operating a job cost card system is so that all costs of the job are 
accurate so that the business can calculate an accurate selling price that they are able to make a 
decent profit off. East-West Sails produces some sails in bulk, like yacht sails, and also produces 
sails to a customer’s specific requirements like the quad sail. For this reason, it is important that 
an accurate cost is obtained to make sure East-West Sails can be competitive with other sail 
businesses to ensure their success in the industry.  
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To make a profit off this quad sail job, East-West Sails Ltd has implemented a mark-up 
percentage of 140%. This mark-up allows the business to achieve a high profit margin on the job 
and continue their business in the foreseeable future. The selling price of this sail is $19,265 
(GST inclusive). This means the business will make a profit of $12,285 from the job. 
 
Sometimes overhead costs are over- or under-applied to jobs. This is because the overheads and 
machine or labour hours used to calculate the overhead rate are just estimates. We get under- or 
over-applied overheads if the actual expenses are more than estimates or not as much as the 
estimates.  
 
Overcharging customers for overheads is not good as it means the customers are charged too 
much and they might complain and not order from East-West Sails in the future. Under-applying 
overheads to jobs is also not good as if not all overheads have been charged out the business 
might not be able to pay its bills. 
 
Overheads are recorded as an expense to the business and expense accounts need to be closed 
off at the end of the year East-West Sails can start the next year with zero balances for expenses.  
 
The purpose of job costing is so that the business East-West Sails can keep track of the total cost 
of each job. This gives the business relevant information which they can maintain so they can 
estimate the costs of other similar jobs in the future. Job costing is the most accurate and 
effective way for the business to maximise their profit. This is because all the costs will be 
accurately calculated and recorded. 
 
 


