	Welcome to the guided examples for the self-study problem from Chapter 3 - Basic Cost Management Concepts

The requirements in this self-study problem will be asking you prepare a statement that summarizes the cost of manufacturing and then use that information in the preparation of an income statement.

	These requirements relate two chapter learning objectives, 
· Demonstrating how costs flow through the accounts of a manufacturing organization and
· The preparation of an income statement for a manufacturing firm

With this information in mind, let’s look at the facts in the case.

	The following data pertain to Spartan Products Company:
It is a listing of various account balances for the organization and you will have to identify which accounts and related balances are relevant for the preparation of the required statements.  Note that for each of the three types of inventory accounts for a manufacturing firm you are provided with both beginning and ending balances for the period.

	The first of the requirements asks you prepare a statement of cost of goods manufactured for Spartan Products Company, for the year ended December 31, 2013.  Since this is an internal document you have flexibility in its presentation.  You are, however, asked to use a format similar to the one in a chapter exhibit, which is reproduced in this slide.

	The second requirement asks you to prepare an income statement similar in format to an exhibit in the chapter and, like the schedule of cost of goods manufactured; the relevant exhibit is reproduced here for your reference.

	We start with the schedule of cost of goods manufactured.  Like any statement you would prepare for a user, the statement of cost of goods manufactured should start off with a heading that identifies the organization, the type of document, and the period covered.

With the heading in place we look at the remaining details for the statement’s preparation.  Keep in mind that the purpose of this statement is to summarize the manufacturing related costs for a specified time period and to compute the cost of goods actually completed and ready for sale to customers.

One of the costs of production is direct materials, which also relates to one of the three types of inventory held by a manufacturing firm.  We know this company started the year with $20,000 worth of raw materials on hand.  Throughout the year they purchases additional direct materials that totaled $100,000.  Meaning there was a total of $120,000 of materials that were available for use in production.  Also, we know that, at the end of the period, there was $30,000 of direct material still on hand.  That means that $90,000 worth of direct materials must have been used in production.

The second production cost of interest is direct labor and we are told that the direct labor for the period was $330,000.

The third cost of production is known as factory or manufacturing overhead.  Remember that these costs represent costs that are necessary for the production process to take place but cannot be classified as direct labor or direct materials.  That means you are required to identify which of the costs from the given information are factory overhead and which costs are nonmanufacturing costs which are also known as period costs.

From the given information we see that we have some utility costs related to the plant the total $12,000.  There was also $4,000 of supplies used within the plant.  There are property taxes paid on the plant that totaled $13,000.  There was $80,000 of depreciation on the plant and equipment used in production.  There was indirect labor used within the plant that totaled $5000, and finally, there was the plant supervisor salary of $40,000.  These factory overhead items total $154,000.

Now, combining the materials, the labor, and the overhead, total manufacturing costs for this current period is $594,000.  This does not, however, represent the cost of finished goods because some of these costs may have been incurred to create partially completed goods and is known as work in process, which the second of three types of inventory within a manufacturing firm.

So the final step is to adjust for the change in work in process inventory. To do this, add beginning work in process inventory, which gives us the total manufacturing cost to account for.  In this example that is $629,000.  We also know that there is $25,000 of partially completed goods at December 31, which is the ending work in process.  That means that the total cost of goods that were completed, also known as the cost of goods manufactured, is $604,000.  The cost of goods manufactured is similar to what a merchandising firm would call their purchases of inventory.

	[bookmark: _GoBack]Now we turn our attention to the income statement.  Like our previous statement, we start off with a heading.  We then turn to the body of the income statement which, at this point, should be fairly familiar to you.  An income statement starts off with the sales revenue.  From that amount we subtract the cost of goods sold.  The cost of goods sold is computed through a series of calculations which starts with the opening inventory balance on January 1 and then adding the amount we just determined for the cost of goods manufactured, which in this case the $604,000.  That gives us the total cost of goods available for sale.  We recognize that all of these items are not sold and, in fact, we have ending finished goods inventory of $40,000.  That means the cost of goods sold was $599,000.  Subtracting the cost of goods sold from the sales revenue gives the gross margin figure of $401,000.  We then turn to the nonmanufacturing or period costs which were included in the given information.  There were salaries of the sales force of $190,000, supplies used in the administrative offices, and depreciation on administrative office related equipment, which totaled $30,000.  The result is a total selling and administrative expense of $226,000.  Subtracting this amount from the gross margin leads to operating income of $175,000, and completes the second of the two requirements.

	Through the completion of this self-study problem you identified period and product costs.  You used this classification to demonstrate the flow of manufacturing costs within an organization through the preparation of a schedule of cost of goods manufactured.  You completed the analysis of cost flows by preparing an income statement for this organization.  These efforts should leave you with a clearer understanding of cost flows within a manufacturing setting.



