Prof. W. Bentz
Cassady Corporation


Cassady Corporation’s Athens plant has grown to the point that it needs a more formal accounting system.  Hop, the CEO, wants to develop a budgeted activity cost rate for direct labor.  This activity cost rate should include those elements of compensation that are consistent with good accounting practice.  The three main indirect cost drivers in the corporation’s Buckeye plant are machine hours, materials handling, and space costs.  

As a result of your research at the web sites of the Social Security Administration (federal) and the State of Ohio, you have developed the following tax information:


Old-Age, Survivors, and Disability Insurance (OASDI) 




(on wages & salaries up to $87,000)
6.20 %


Medicare hospital insurance
1.45 %


Federal Unemployment Tax (FUTA)




(on wages & salaries up to $7,000; 6.2% minus 



state rate, minimum of 0.8% of wages up to $7,000) 
3.70 %


State unemployment Insurance (based on experience)




(0.2% to 6.5% with credit for experience on 



wages & salaries up to $18,900)
2.50 %


Company-specific information:


Working days per year (for 365 day year)
261


Number of paid holidays
10


Number of paid vacation days
10


Average number of paid sick-leave days taken
4


Effective work time available (percent of paid hours)
95 %


Shift premium on base pay for working on a second shift
10 %


Shift premium on base pay for working on a third shift
15 %


Medical and dental insurance premiums (monthly)
$ 450


Cost of an employee leaving
$ 800


Probability of an employee resigning or being terminated
0.10


Cost of hiring a new employee
$ 2,800


(Assume all employees resigning or being terminated are replaced immediately.)


Hourly rate for regular time work
$ 18.50


Hourly rate for overtime work (150% of regular pay)
$ 27.75

Required

Use the template Payroll.xls to develop an Excel worksheet to: (1) project the total annual cost of compensation for hourly employees, (2) compute a budgeted activity cost rate for the net assignable time available for productive work by an employee, and (3) to explain your choices in a paragraph or two.  Enter the relevant parameters listed above on the DATA worksheet.  You will be asked to answer questions about changes in the above items, so make sure your formulas on the cost forecasting page all refer to parameters entered on the DATA page.

Sources

http://www.ssa.gov/employer/factsheet.doc
http://www.irs.gov/businesses/small/article/0,,id=98858,00.html
http://www.heisman.com/years/1955.html
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