CMIS 455 Lesson 11 Ch 14
D14.2 Why should accountants participate in product design? What insights about costs can accountants contribute that differ from the perspectives of purchasing managers and engineers?

Accountants should participate in product design because this phase is a very important part of the production cycle. When done properly, the design of the proposed new product will meet customer requirements in terms of quality, durability, and functionality while also minimizing costs.

Accountants can add value to the production team by using their expertise to help properly track and minimize costs. Accountants can collect past data and use it to project potential warranty and repair costs. They can also help analyze components to identify those used in multiple products and those that are unique. They can then provide cost data about the unique products and ask engineering whether those parts can be replaced with components used on other products. Doing so will reduce a number of indirect product costs, especially those related to purchasing and carrying inventory.  

Most important, accountants provide a different perspective and may notice things or question assumptions that engineers and product designers take for granted.

P14.1 
	1. Bill of materials
	c. A list of the raw materials used to create a finished product

	2. Operations list
	k. A document that lists the steps required to manufacture a finished good

	3. Master production schedule
	l. A document that specifies how much of a finished good is to be produced during a specific time period

	4. Lean manufacturing
	m. A production planning technique that is an extension of the just-in-time inventory control method

	5. Production order
	j. A document that authorizes the manufacture of a finished good

	6. Materials requisition
	d. A document used to authorize removal of raw materials from inventory

	7. Move ticket
	i. A document that tracks the transfer of inventory from one work centre to another

	8. Job-time ticket
	h. A document that records labour costs associated with manufacturing a product

	9. Job-order costing
	f. A cost accounting method that assigns costs to specific batches or production runs and is used when the product or service consists of uniquely identifiable items

	10. Cost driver
	a. A factor that causes costs to change

	11. Throughput
	b. A measure of the number of good units produced in a period of time

	12. Computer-integrated manufacturing
	o. A term used to refer to the use of robots and other IT techniques as part of the production process



14.2 What internal control procedure(s) would best prevent or detect the following problems?
a.A production order was initiated for a product that was already overstocked in the company’s warehouse.

Base the master production schedule on
· current data on product sales. 
 
· product sales forecasts. 
 
· quantities on hand.
 
· quantity scheduled or under production.
Maintain accurate perpetual inventory records.

b.A production employee stole items of work-in-process inventory.
· Ensure good supervision by factory supervisors. 
 
· Implement documentary control over quantities of in-process inventories and their movement through the factory (e.g., move tickets).  
 
· Count/record quantities at each workstation and have both parties to any transfer acknowledge the transaction.
c.The “rush-order” tag on a partially completed production job became detached from the materials and lost, resulting in a costly delay.
· Use rush order tags. 
 
· Have production schedules indicate the high-priority jobs. 
 
· Configure the ERP system to prepare status reports of production so that failure to complete portions of the MPS will be detected on a timely basis.
 
· Use expediters to monitor work on high-priority jobs. 
d.A production employee entered a materials requisition form into the system in order to steal $300 worth of parts from the raw materials storeroom.
· Limit authority to prepare or authorize materials requisitions to production planning personnel and perhaps factory supervisors. 
  
· Have recipient sign a copy of the requisition at the point of issue and send it to the accounting department for subsequent posting to the work-in-process records.  
 
· Investigate significant unexplained variances between actual and recorded work in process.
e.A production worker entering job-time data on an online terminal mistakenly entered 3,000 instead of 300 in the “quantity-completed” field.
· Validate input by comparing the quantity entered with the quantity scheduled during the elapsed time.  
 
· Flag any amounts that are unreasonably high or low and have the system display a request that the worker re-enter the quantity.
f.A production worker entering job-time data on an online terminal mistakenly posted the completion of operation 562 to production order 7569 instead of production order 7596.
· Have the system keep track of which order each employee is working on and 
 
· verify that the production order number properly corresponds to the employee number
  
· verify that the operation number entered corresponds to the production order number entered. 
  
· Have any lack of correspondence cause the system to request re-entry of the input data.
g.A parts storeroom clerk issued parts in quantities 10% lower than those indicated on several materials requisitions and stole the excess quantities.

The discrepancy should show up in an unfavourable materials usage variance, since the shortage will necessitate requesting additional goods. To deter this type of problem,
· require the recipient of inventories from stores to sign a requisition for the exact quantities received. 
 
· hold the recipient responsible for shortages to provide an incentive to accurately count what is received.
h.A production manager stole several expensive machines and covered up the loss by submitting a form to the accounting department indicating that the missing machines were obsolete and should be written off as worthless.
· Limit authority to write off expensive machines to management.
 
· Document all transactions involving the acquisition or disposal of fixed assets.
 
· Require a dual authorization; that is, two separate members of management must authorize the disposal of obsolete machinery.
 
· Have someone not involved in the transaction review it prior to disposing of the equipment.
i.The quantity-on-hand balance for a key component shows a negative balance.
· Use sign checks on master file balances after every file update.
 
· Reconcile recorded amounts with a physical count of inventory.
 
· Determine cause of errors and take corrective action to eliminate it. 
j.A factory supervisor accessed the operations list file and inflated the standards for work completed in his department. Consequently, future performance reports show favorable budget variances for that department.
· Restrict update access to operations list to a limited number of authorized supervisors of the engineering and product design teams.
 
· Review all changes to the operations list on a regular and timely basis.
 
· Use variance analysis to determine the difference between standard and actual usage and investigate any material differences.
k.A factory supervisor wrote off a robotic assembly machine as being sold for salvage but actually sold the machine and pocketed the proceeds.
· Limit authority to write off machines to management.
 
· Document all transactions involving the acquisition or disposal of fixed assets.
 
· Require a dual authorization; that is, two separate members of management must authorize the disposal of obsolete machinery.
 
· Have someone not involved in the transaction review it prior to disposing of the equipment.
l.Overproduction of a slow-moving product resulted in excessive inventory that had to eventually be marked down and sold at a loss.

Create a master production schedule based on information from sales forecasts and customer orders, taking into account inventory on hand.

14.4 You have recently been hired as the controller for a small manufacturing firm that makes high-definition televisions. One of your first tasks is to develop a report measuring throughput.
REQUIRED
Describe the data required to measure throughput and the most efficient and accurate method of collecting that data.

 Throughput = A x B x C where
A = total production (units)/processing time
B = processing time/total elapsed real time
C = good units/total production (units)

A x B x C reduces down to good units/total elapsed real time.

The key data needed are
· total production in units
· good units produced (i.e., those without defects)
· time spent performing production tasks
· total time. 
 
The AIS can calculate total time by recording (1) the time when the production order was released, and (2) the time when it was completed and the products were placed into finished goods inventory.  

Total time spent in operations (processing time) can be collected by measuring the time spent on each operation. This can be most accurately done with badge or card readers at each station.  

Total production can be recorded by counting (with bar code scanners or using RFID tags, if possible) all units produced at each step of the manufacturing process.  

Subtracting defective units from total production yields good production.  

Production in multi-stage processes is probably the most difficult to measure accurately, especially if defects are identified continuously, because then it is necessary to track all such partially completed work to obtain a more accurate measure of throughput.
 
Quiz
1. Most costs are locked in at which stage in the production cycle?
[image: ] a.  product design (Correct. Decisions made during product design determine the majority of costs.)
· 		
· 2.Which of the following is an advantage of bar-coding over RFID?
[image: ] c.  cost (Correct. Bar-coding is currently less expensive than RFID.)
· 		
3.Which document lists the components needed to manufacture a specific product?
[image: ] c.  bill of materials (Correct. The bill of materials lists the components of a finished product.)
· 		
· 4.Which document captures information about labor used in production?
[image: ] b.  job-time ticket (Correct. The job-time ticket records time spent on each activity.)
· 		
· 5.An increase in which component of quality costs is most likely to result in a decrease in the other three components?
· [image: ] a.  prevention costs (Correct. Increases in prevention costs often reduce the time and cost of inspecting products, as well as the proportion of defective products.)
· 		
· 6.Activity-based costing can be used to refine which of the following?
[image: ] c.  both job-order and process costing (Correct. Activity-based costing can be used with either job-order or process costing.)
· 		
7.Which system is most likely to be used by a company that mass-produces large batches of standard items in anticipation of customer demand?
· 		[image: ] a.  MRP-II (Correct. MRP-II is a push form of manufacturing that is appropriate for mass production of standardized items for which demand is predictable.)
· 		
· 8.The development of an MPS would be most effective in preventing which of the following threats?
[image: ] d.  excess production (Correct. An MPS schedules production to satisfy demand and, therefore, reduces the chance of overproduction.)

9.Which control procedure is probably least effective in reducing the threat of inventory loss?
[image: ] c.  regular materials usage reports that highlight variances from standards (Correct. Although variances could indicate theft, they are more likely to reflect changes in efficiency.)
· 		
10.What is the number of good units produced in a given period of time called?
[image: ] d.  throughput (Correct. Throughput is the measure of the number of good units produced per unit of time.)

Multiple Choice
1. Which of the following is NOT an objective of cost accounting?
- None of the above (provide information for planning, provide information for evaluating performance, collect and process info to calc. inv., collect info for cogs)

2. Cost accounting plays what role in the production cycle?
- Provides information about product pricing

3. Which of the following documents authorize the removal of raw materials inventory from the storeroom to a factory location where it will be put into production?
- Materials Requisition

4. Which of the following would NOT be included in manufacturing overhead?
- All of the above would be included in manufacturing overhead. (quality control costs, power, rent, property taxes, insurance)

5. Job order costing would be most appropriate when
- the products are discretely identifiable.

6. Which of the following threats is related the production operation activity in the production cycle?
- Poor performance

7. Which of the following controls and/or devices are used to safeguard inventories?
- All of the above. (RFID, access controls bar code scanners)

8. Threats in the production cycle do not include:
- All of the above. (inaccurate data, poor performance, theft of fixed assets, disruption of ops)

9. Which of the following is (are) a valid statement about ABC systems?
- Allocate overhead costs through the use of multiple cost drivers.

10. Quality control costs do NOT include:
- opportunity costs.

11. Which of the following controls best addresses the threat of inaccurate cost data?
- Source data automation

12. Costs tracked in the production cycle include
- All of the above. (raw materials, indirect labor, machinery and equipment, direct labor)

True or False
1. Product Planning is the first step in production cycle
-False, product design is the first step
2. Process costing would be applied to mass produced items because it would not be cost effective to trace product costs to each individual item produced.
-True

3. The analysis of warranty and repair costs is a proper control for the threat of poor product design resulting in excess costs.
-True

4. Activity Based Costing is an appropriate mechanism for allocating overhead for all entities.
-False, ABC may not be cost-effective.  ABC requires substantial research to establish relationships between drivers and pools

5. Because equipment is generally a large, easily identifiable asset, no recording and tracking internal controls are necessary.
-False, Although larger and more identifiable, fixed assets must at a minimum have serial numbers, identifying numbers, and are assigned a particular location in order to be effectively tracked and recorded.
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