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CHAPTER OUTLINE: 
I.
Cost Management

A.
Value Chain Functions

II.
Cost Accumulation and Assignment

A.
Cost Pools

B.
Cost Objects

C.
Cost Assignment

III.
Cost Classifications

A.
Cost Relationship to Product or Activity

1.
Direct cost

2.
Indirect cost

B.
Costs for Cost Accounting Purposes

1.
Product costs

a.
Raw materials

b.
Direct labor

c.
Manufacturing overhead

2.
Period costs

a.
Selling Expenses

b.
Administrative Expenses

IV.
Cost Accounting Systems

A.
Cost Accounting Systems - General

1.
Inventory accounts

a.
Raw materials, work in process, and finished goods

2.
Cost of a unit of product

a.
Overhead application rates

b.
Underapplied or overapplied overhead

3.
Cost flows illustrated

4.
Statement of Cost of Goods Manufactured

5.
Income Statement

B.
Cost Accounting Systems - Job Order Costing, Process Costing, and Hybrid Costing

C.
Cost Accounting Systems - Absorption Costing and Direct Costing

D.
Activity-Based Costing

1.
Activity-based management

TRUE/FALSE:
____
1.
Cost accounting is the subset of managerial accounting concerned with the determination and accumulation of product, process, or service costs.

____
2.
A cost driver is an activity that causes the incurrence of a cost.

____
3.
A manufacturing cost accounting system involves three inventory accounts: raw materials, work in process, and merchandise inventory.

____
4.
Period costs are inventoried and treated as assets until the period in which the products they relate to are sold.

____
5.
Cost of Goods Sold can be computed as: beginning balance of finished goods + cost of goods manufactured ─ ending balance of finished goods.

____
6.
Overhead costs include such things as: factory utilities, maintenance and housekeeping costs, the cost of materials used, and the compensation of production line workers.

____
7.
Cost management is the process of using cost information to manage the activities of the organization.

____
8.
Underapplied overhead at the end of the year means that the amount of actual overhead cost was less than the amount charged to production.

____
9.
Net income will be higher under direct costing than under absorption costing when the balance in the finished goods inventory account increases during the period.

____
10.
The accounting treatment of variable manufacturing overhead explains the difference in inventory valuation between direct and absorption costing.

____
11.
The predetermined overhead application rate is computed as: actual total overhead costs divided by estimated direct labor hours (or other base).

TRUE/FALSE (continued):
____
12.
If the over/under applied overhead at the end of a year is immaterial in amount, then cost of goods sold is adjusted for the difference between actual and applied overhead.

____
13.
When a unit of production for a manufacturing firm is completed during the period, its costs are transferred from finished goods inventory to cost of goods sold.

____
14.
The manufacturing overhead account is debited for actual overhead costs, and credited for applied overhead costs.

____
15.
Many costs can be considered either direct or indirect, depending upon what activity they are being related to.

____
16.
Raw material costs are transferred into the manufacturing overhead account, then into work in process, finished goods, and cost of goods sold.

____
17.
Cost of Goods Manufactured can be computed as: beginning balance of work in process + raw materials used + direct labor costs incurred + manufacturing overhead costs applied ─ ending balance of work in process.

____
18.
The finished product of one process or company is often the raw material of another process or company.

____
19.
Process and job costing systems share the common objective of assigning raw material, direct labor, and manufacturing overhead costs to products in appropriate amounts.

____
20.
Process costing systems are most appropriate where products are homogeneous in nature and mass-produced in a continuous process.

____
21.
An ending work in process inventory of 50 units that were 20% complete would be assigned 10 equivalent units of production, but if the same were true of the beginning inventory, then 40 equivalent units would be assigned to the work that was done to complete them.

____
22.
Cost pooling is the process of allocating an amount of cost to a cost object.

____
23.
Absorption costing may be used for internal reporting purposes, but direct costing is required for financial accounting and income tax reporting purposes.

EXERCISES:

	1.
	The financial records of Hood, Inc., indicated the following for 2013:
	

	
	
	1/1/13
	12/31/13

	
	Raw materials………………………………………………………
	$ 13,900
	$18,700

	
	Work in process ……………………………………………………
	4,100
	3,700

	
	Finished goods  ……………………………………………………
	22,800
	19,400

	
	
	
	


	
	
	For the Year Ended

December 31, 2013

	
	Supervisory salaries, factory…………………………………………
	$ 33,600

	
	Depreciation, factory…………………………………………………
	49,500

	
	Depreciation, office …………………………………………………
	21,000

	
	Direct labor costs ……………………………………………………
	125,400

	
	Purchases of raw materials …………………………………………
	56,700

	
	Utilities, factory………………………………………………………
	14,200

	
	Utilities, office ………………………………………………………
	7,600

	
	
	

	
	Prepare a Statement of Cost of Goods Manufactured in good form.  Assume that actual and applied overhead are equal (i.e., not overapplied or underapplied at year-end).

	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	


EXERCISES (continued):
	2.
	Wiseman, Inc., uses the following account titles:

	
	
	

	
	A.
	Accounts payable
	F.
	Depreciation expense

	
	B.
	Raw materials inventory
	G.
	Accumulated depreciation

	
	C.
	Work in process inventory
	H.
	Wages and salaries payable

	
	D.
	Manufacturing overhead
	 I.
	Wages and salaries expense

	
	E.
	Cost of goods sold
	 J.
	Finished goods inventory

	
	
	

	
	For each transaction described below, indicate which accounts would be debited and credited under a job order cost system:

	
	
	Debit
	Credit

	
	1.  Materials are placed into production ………………………
	______
	______

	
	
	
	

	
	2.  Cost of goods sold is recorded  ……………………………
	______
	______

	
	
	
	

	
	3.  Manufacturing overhead is applied to units of product ……
	______
	______

	
	
	
	

	
	4.  Materials are purchased on account  ………………………
	______
	______

	
	
	
	

	
	5.  Direct labor cost is incurred ………………………………
	______
	______

	
	
	
	

	
	6.  Depreciation is recorded on the factory building …………
	______
	______

	
	
	
	

	
	7.  Cost of goods manufactured is recorded……………………
	______
	______


SOLUTIONS:
	True/False

	
	
	
	
	

	1.
	T
	
	13.
	F

	2.
	T
	
	14.
	T

	3.
	F
	
	15.
	T

	4.
	F
	
	16.
	F

	5.
	T
	
	17.
	T

	6.
	F
	
	18.
	T

	7.
	T
	
	19.
	T

	8.
	F
	
	20.
	T

	9.
	F
	
	21.
	T

	10.
	F
	
	22.
	F

	11.
	F
	
	23.
	F

	12.
	T
	
	
	


Exercises

	1.
	Hood, Inc.

	
	Statement of Cost of Goods Manufactured

	
	For the Year Ended December 31, 2013

	
	
	
	

	
	Raw materials:
	
	

	
	   Inventory, January 1, 2013…………………………………
	$ 13,900
	

	
	   Purchases during the year …………………………………
	  56,700
	

	
	   Raw materials available for use ……………………………
	$ 70,600
	

	
	   Less: Inventory, December 31, 2013………………………
	(18,700)
	

	
	   Cost of raw materials used during the year...………………
	
	$  51,900

	
	Direct labor cost incurred during the year……………………
	
	125,400

	
	Manufacturing overhead applied during the year * …………
	
	    97,300

	
	Total manufacturing costs incurred during the year …………
	
	$274,600

	
	Add: Work in process inventory, January 1, 2013 …………
	
	4,100

	
	Less: Work in process inventory, December 31, 2013………
	
	   (3,700)

	
	Cost of Goods Manufactured during the year ………….……
	
	$275,000

	
	
	
	

	
	* Since applied manufacturing overhead was assumed to be equal to actual, this amount represents the actual overhead costs ($33,600 + $49,500 + $14,200).  Office related expenses are treated as period costs, rather than manufacturing overhead (product costs).  Note also that cost of goods sold could be computed as: $22,800 + $275,000 ─ $19,400 = $278,400.


	2.
	
	Debit
	Credit

	
	1.  Materials are placed into production  ……………………
	C
	B

	
	2.  Cost of goods sold is recorded……………………………
	E
	J

	
	3.  Manufacturing overhead is applied to units of product …
	C
	D

	
	4.  Materials are purchased on account………………………
	B
	A

	
	5.  Direct labor cost is incurred………………………………
	C
	H

	
	6.  Depreciation is recorded on the factory building…………
	D
	G

	
	7.  Cost of goods manufactured is recorded …………………
	J
	C
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