CAS 418 Knowledge Check Details
Topic Summary Exercise 1

Segment Z incurs the following indirect costs during the fiscal year.

Segment Z Indirect Costs:

	Indirect Costs
	Amount

	Supervision
	$100,000

	Indirect Labor Other than Supervision
	$200,000

	Occupancy Costs
	$400,000

	Computer Support
	$240,000

	Supplies
	$60,000

	Total Indirect Costs
	$1,000,000



The contractor includes all these costs in a single indirect cost pool and allocates them over a base of total direct labor dollars as follows:

Segment Z Indirect Rate:

	Item
	Amount

	Total Indirect Costs
	$1,000,000

	Total Direct Labor Costs
	$5,000,000

	Indirect Rate
Calculation: $1,000,000 Total Indirect Costs / $5,000,000 Total Direct Labor Costs
	20%



The costs allocated to contracts using a single indirect cost pool are shown below.

Segment Z Allocations Using Single Indirect Cost Pool:

	Allocation Method
	Contract A
	Contract B
	Contract C
	Contract D
	Total

	Direct Labor Dollars
	$500,000
	$2,000,000
	$1,400,000
	$1,100,000
	$5,000,000

	Indirect Costs Allocated: 20%
	$100,000
	$400,000
	$280,000
	$220,000
	$1,000,000



The amount of supervision varies in direct proportion to the number of direct labor hours. The amount of indirect labor other than supervision varies in direct proportion to the number of direct labor dollars. Computer support varies in direct proportion to the number of workstations. All employees use approximately the same amount of indirect supplies.

The following table shows amounts that, based on the data provided in the exercise, would be allocated if the contractor used multiple (separate) pools.

	Indirect Cost Pool
	Allocation Base
	Contract A
	Contract B
	Contract C
	Contract D
	Total

	Supervision
	Direct Labor Hours
	$10,000
(10%)
	$50,000
(50%)
	$20,000
(20%)
	$20,000
(20%)
	$100,000

	Indirect Labor Other than Supervision
	Direct Labor Dollars
	$20,000
(10%)
	$80,000
(40%)
	$56,000
(28%)
	$44,000
(22%)
	$200,000

	Occupancy Costs
	Square Footage
	$32,000
(8%)
	$240,000
(60%)
	$80,000
(20%)
	$48,000
(12%)
	$400,000

	Computer Support
	Number of Workstations
	$60,000
(25%)
	$60,000
(25%)
	$60,000
(25%)
	$60,000
(25%)
	$240,000

	Supplies
	Number of Employees
	$4,800
(8%)
	$36,000
(60%)
	$12,000
(20%)
	$7,2000
(12%)
	$60,000

	Total
	
	$126,800
	$466,000
	$228,000
	$179,200
	$1,000,000



Note: Any amounts in excess of $8,000 are significant for this contractor. 

