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Module 4 - Part 1 - SOLUTIONS to Homework - Departmental Costing and Cost Allocation
Question 1
Facilities have a total cost pool of $1,500,000. The cost driver has been determined to square footage.
What would the allocation rate be for facilities?
Solution 
To find the Allocation Rate for Facilities, we take the total cost of facilities (Support debt) divided by the total number of square feet of patient service departments.
Therefore; the total cost of facilities (Support debt) = $ 1, 500,000
	Total number of square feet of patient service department = 325,000 square feets.
Therefore: 
                 Allocation rate for facilities = Total cost of Facilities (Support dept) / Total Number of square feet of service depts.
                 = $ 1,500,000/325,000 s. feets = $ 4.62
Allocation rate for facilities = $ 4.62 per sq. ft. (Choice B) 
Question 2
Accounting - Billing has a total cost pool of $2,000,000. The cost driver has been determined to the number of procedures. What would the allocation rate be for Accounting/Billings?
Solution 
To find the Allocation rate for Accounting- Billing, we take the total cost of accounting-Billing (support dept) divide by the total number of procedures of the service dept.
Therefore; 
                  The Total cost of Accounting/Billings (Support dept) = $ 2,000,000
                  The total number of procedures of service dept = 1,325,000 procedures
Hence; 
                 Allocation rate for Accounting/Billings = Total cost of Accounting/Billings (Support dept) / Total Number of procedures of service depts.
Therefore; = $ 2,000,000/1,325,000 procedure
                    = $ 1.51 per procedure
The Allocation rate for Accounting/Billings = $ 1.51 per procedure. (Choice A)
Question 3
Now that you have calculated the allocation rate for facilities. What is the amount of facilities related expense that you would allocate to the Routine Care Department?
To find the amount of facilities related expense allocated to the Routine Care Department; we take the Routine Care (patient services) square feet then we multiply by the allocation rate for facilities calculated above in question 1.  
             Routine Care (patient services) square feet, =150,000 sq. Ft.
             The allocation rate for facilities = $ 4.62 per sq. Ft.  
Therefore; 
The amount of facilities related expense allocated to the Routine Care Department = The Routine Care (patient services) X The allocation rate for facilities.
I.e. 150,000 sq. Ft. X $ 4.62 per sq. Ft. = $ 693,000
 Amount of facilities related expense allocated to the Routine Care Department = $ 693,000. (Choice C)
Question 4
Now that you have calculated the allocation rate for Accounting/Billing. What is the amount of Accounting/Billing’s related expense that you would allocate to the Routine Care Department?
To calculate the amount of Accounting/Billing’s related expenses allocated to the Routine Care Department; we take the Routine Care (patient services) number of procedures then we multiply by the allocation rate for Accounting-Billing per procedure. 
Therefore; 
                  The Routine Care (patient services) number of procedures = 500,000
                  The allocation rate for Accounting-Billing per procedure = $ 1.51 per procedure.
Hence; 
           The amount of Accounting/Billing’s related expenses allocated to the Routine Care Department = The Routine Care (patient services) number of procedures (X) The allocation rate for Accounting-Billing per procedure.
i.e.  500,000 procedure X $ 1.51 per procedure = $ 755,000
Amount of Accounting/Billing’s related expenses allocated to the Routine Care Department = $ 755,000. (Choice C)
Question 5
What would be the total expense for the Routine Care department (this is the addition of direct department expenses and allocated indirect costs)?
To find the total expense for the Routine Care department using the Direct Method; we take the direct cost (expenses) for the Routine Care department then we add the amount allocated for facilities + the amount allocated for Accounting/Billing. 
Therefore; 
                  Direct Cost = $ 10,000,000
                  Allocated cost for facilities = $ 693,000
                  Allocated cost for Accounting/Billing = $ 755,000
Hence; 
            The total expense for the Routine Care department = Direct Cost + Allocated cost for facilities + Allocated cost for Accounting/Billing.
I.e. $ 10,000,000 + $ 693,000 + $ 755,000 = $ 11,448,000 
The total expense for the Routine Care department = $ 11,448,000. (Choice D)
Question 6
What do you notice about the allocation of the indirect expenses when this is done properly?
The total allocated amount is the same as the beginning indirect amount (within a range of less than 1 per cent) if indirect expenses are appropriately allocated. (Choice A)
Question 7
What are the different types of allocation techniques?
All the above mentioned. (Choice D)	
Using the same numbers as we will calculate using the Step-Down Method. In this example, it has been determined to step-down Facilities expenses to the rest of the support departments and the direct or patient service departments.
Question 8
Facilities have a total cost pool of $1,500,000. The cost driver has been determined to square footage. What would be the new allocation rate be for facilities?
To find the amount of new allocation rate for facilities, we take the value of total cost pool then we divide by the summation of the value of the square feet of Accounting and Patient Service Departments.
Therefore;
 	Facilities total Cost Pool = $ 1,500,000
	Total square feet of Accounting and the value of total Patient Service Departments = ($ 20,000 + $ 325,000) = $ 345,000.
Hence; $ 1,500,000/$ 345,000 = $ 4.35 per square feet.
The new allocation rate for facilities =$ 4.35 per square feet. (Choice A)
Question 9
How much would Facilities expense be allocated to the Accounting/Billing Department?
To calculate the amount of Facilities expense allocated to the Accounting/Billing department; we take the value of the facilities cost pool given then we multiply by the value obtained after dividing the Accounting square feet by the total square feet.
Therefore; 
                  Facilities cost pool = $ 1,500,000
                  Accounting Square feet = 20,000 square feet
                  Total square feet of Accounting and the value of total Patient Service Departments = $ 345,000.
                  Hence; 20,000 sq. ft. /$ 345,000 = $ 0.06 per sq. ft.
Therefore; $ 1,500,000 X $ 0.058 = $ 87,000
The facilities expense be allocated to the Accounting/Billing Department = $ 87,000. (Choice C)	
Question 10
After the allocation of Facilities to the Accounting/Billing department – what would be the new cost pool for the Accounting / Billing Department?
To find the new cost pool for the Accounting / Billing Department, we take the value of the Initial allocation + Allocation from Facilities.
Therefore; Initial allocation = $ 2,000,000
                    New allocation from facilities = $ 87,000
                    Hence; = $ 2,000,000+$ 87,000 = $ 2,087,000
The new cost pool for the Accounting / Billing Department = $ 2,087,000. (Choice A)
Question 11
Accounting - Billing has a total cost pool of $2,087,000. The cost driver has been determined to number of procedures. What would the allocation rate be for Accounting/Billings?
To calculate the value of the allocation rate for Accounting/Billings; we take the amount of total cost pool then divide by the total number of procedures.
Therefore; The value of total cost pool = $ 2,087,000
                    The total number of procedures = 1,325,000 procedures
Hence; $ 2,087,000/1,325,000 = 1.58 per procedure
The allocation rate be for Accounting/Billings = 1.58 per procedure
Question 12
Now that you have calculated the new allocation rate for Accounting/Billing. What is the amount of Accounting/Billing’s related expense that you would allocate to the Routine Care Department?
To calculate the amount of Accounting/Billing’s related expenses allocated to the Routine Care Department; we take the Routine Care (patient services) number of procedures then we multiply by the allocation rate for Accounting-Billing per procedure. 
Therefore; 
                  The Routine Care (patient services) number of procedures = 500,000
                  The allocation rate for Accounting-Billing per procedure = $ 1.58 per procedure.
Hence; 
           The amount of Accounting/Billing’s related expenses allocated to the Routine Care Department = The Routine Care (patient services) number of procedures (X) The allocation rate for Accounting-Billing per procedure.
i.e.  500,000 procedure X $ 1.58 per procedure = $ 790,000
Amount of Accounting/Billing’s related expenses allocated to the Routine Care Department = $ 790,000. (Choice A)
Question 13
What would be the total expense for the Routine Care department (this is the addition of direct department expenses and allocated indirect costs)?
To find the total expense for the Routine Care department using the Direct Method; we take the direct cost (expenses) for the Routine Care department then we add the amount allocated for facilities + the amount allocated for Accounting/Billing. 
Therefore; 
                  Direct Cost = $ 10,000,000
                  Allocated cost for facilities = $ 150,000 X 4.35 = $ 652,500
                  Allocated cost for Accounting/Billing = $ 790,000
Hence; 
            The total expense for the Routine Care department = Direct Cost + Allocated cost for facilities + Allocated cost for Accounting/Billing.
I.e. $ 10,000,000 + $ 87,000 + $ 790,000 = $ 11,442,500  
The total expense for the Routine Care department = $ 11,442,500. (Choice C)
