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The president of Sharpton Fabricators, Kevin Reynolds, agreed to meet with the regional saleg
representative from Central Robotics to discuss the proposal.

On the day following the meeting, Mr. Reynolds met with Jay Warner, Central Robotics’ sales
representative. The following discussion took place:
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Job-Order Costing

ter this meeting, Mr. Reynolds informed the company’s 5>
Sh:r::wafequipment, »Yhich would be i.nstalled over lht? Clﬁ'isgma:(lrz:::::;(:fc:?zd(ﬁ:fx
alized that this decxsnor} v'vould require a recomputation of the predetermined overhead rate
for the year 2016 since the dec1snop wogld affect both the manufacturing overhead and the direct
Jabor-hours for the year. .After talking with b.oth the production manager and the sales representa-
tive from Central Robotics, the controller discovered that in addition to the annual lease cost of
$300,000, the new machine would also require a skilled technician/programmer who would have to
be hired at a cost of $45,000 per year to maintain and program the equipment. Both of these costs
would be included in factory overhead. There would be no other changes in total manufacturing
overhead cost, which is almost entirely fixed. The controller assumed that the new machine would
result in a reduction of 6,000 direct labor-hours for the year from the levels that had initially been
lanned.

; When the revised predetermined overhead rate for the year 2016 was circulated among the

company’s top managers, there was considerable dismay.

Required:

1. Recompute the predetermined overhead rate assuming that the new machine will be installed.
Explain why the new predetermined overhead rate is higher (or lower) than the rate that was
originally estimated for the year 2016.

2. What effect (if any) would this new rate have on the cost of jobs that do not use the new auto-
mated milling machine?

3. Why would managers be concerned about the new overhead rate?

4. After seeing the new predetermined overhead rate, the production manager admitted that he
probably wouldn’t be able to eliminate all of the 6,000 direct labor-hours. He had been hoping
o accomplish the reduction by not replacing workers who retire or quit, but that would not
be possible. As a result, the real labor savings would be only about 2,000 hours—one worker.
Given this additional information, evaluate the original decision to acquire the automated
milling machine from Central Robotics.
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