Chapter 5 - Systems Design - Job-Order Costing:
(5.1) Job-Order and Process Costing:
· Absorption Costing: A costing method that includes all manufacturing costs as part of the cost of a finished unit of product synonymous with full costing
· Process Costing System: A costing system used in those manufacturing situations where a single, homogeneous product flows in a continuous stream of the production process
· Unit Product Cost = Total Manufacturing Cost / Total Units Produced
· Job-Order Costing System: A costing system used in situations where many different products, jobs, or services are produced each period
(5.2) Flows of Costs through a Job-Order Costing System:
· Measuring Direct Materials Cost:
· Bill of Materials: A record that lists the type and quantity of each major item of the materials required to make a product
· Materials Requisition Form: A detailed source document that specifies the types and quantity of materials required for a job
· Job Cost Sheet: A form prepared for each job that records the materials, labour, and overhead costs charged to the job
· Measuring Direct Labour Cost:
· Time Ticket: A detailed source document that is used to record an employee’s hour-by-hour activities during the day
(5.3) Computing Predetermined Overhead Rates:
· Assigning manufacturing overhead to units of product can be a difficult task
· Manufacturing overhead costs are indirect costs
· Manufacturing overhead consists of many different types of costs
· Even though output may fluctuate due to seasonal or other factors
· The timing of payment of manufacturing cost often varies
· Allocation base: A measure of activity, such as direct labour hours or machine hours, that is used to assign costs to cost objects
· Predetermined Overhead Rate: A rate used to charge overhead costs to jobs; Established in advanced for each period
· Predetermined Overhead Rate = Estimate Total Manufacturing Overhead / Estimated Total Units in the Allocation Base
· Overhead Application: The process of charging manufacturing overhead cost to job cost sheets to the WIP account
· Overhead applied to a particular job = (Predetermined Overhead Rate) x (Amount of the allocation base incurred by the job)
· Using the Predetermined Overhead Rate:
· Normal Cost System: A costing system in which overhead costs are applied to jobs by multiplying a predetermined overhead rate by the actual amount of the allocation base incurred by the job
· The Need for a Predetermined Rat:
· Managers would like to know the accounting system’s valuation of completed jobs before the end of the accounting period
· Seasonal factors in overhead cost can produce fluctuations in the overhead rates
· The use of a predetermined overhead rate simplifies record keeping
· Choice of an Allocation Base for Overhead Cost:
· Cost Driver: A factor that causes overhead costs
(5.4) Journal Entries in a Job-Order Costing System:
· Purchase and Issue of Materials:
· Purchase:
Raw Materials Inventory		XXX
	Accounts Payable			XXX
· Issue of Direct and Indirect Materials
WIP Inventory				XXX
Manufacturing Overhead		XXX
	Raw Materials Inventory		XXX
· Issue of Direct Materials
WIP Inventory				XXX
	Raw Materials Overhead		XXX
· Labour Costs
WIP Inventory				XXX
Manufacturing Overhead		XXX
	Salaries and Wages Payable		XXX
· Manufacturing Overhead Costs:
· Rent and Other Costs
Manufacturing Overhead		XXX
	Accounts Payable			XXX
· Insurance and Property Tax
Manufacturing Overhead		XXX
Property Tax Payable			XXX
	Prepaid Insurance			XXX
· Depreciation on Production Equipment
Manufacturing Overhead		XXX
	Accumulated Depreciation		XXX
(5.5) Application of Manufacturing Overhead:
· Clearing Manufacturing Overhead
· Actual Overhead costs are charged to the accounts
· Overhead is applied to WIP using the predetermined overhead rate
· Recording Non-Manufacturing Costs:
· Salaries
Salaries Expense			XXX
Salaries and Wages Payable		XXX
· Depreciation of non-manufacturing objects
Depreciation Expense			XXX
	Accumulated Depreciation		XXX
· Selling and Administrative Expenses
Advertising Expenses			XXX
Selling and Administrative Expense	XXX
	Accounts Payable			XXX
(5.6) Prepare Schedules of COGS and COGM:
· Recording Transactions Between Inventory Accounts
Finished Goods Inventory		XXX
	WIP Inventory				XXX
· Recording Transactions for Cost of Goods Sold
Accounts Receivable			XXX
	Sales					XXX

COGS					XXX
	Finished Goods Inventory		XXX
(5.7) Complications of Overhead Application:
· Underapplied and Overapplied Overhead
· Underapplied Overhead: A debit balance in the Manufacturing Overhead account that arises when the amount of overhead cost actually incurred is greater than the Overhead cost applied to WIP
· Underapplied Overhead: A credit balance in the Manufacturing Overhead account that arises when the amount of overhead cost actually incurred is less that the Overhead cost applied to WIP
· Disposition of Underapplied or Overapplied Overhead Balances
· If overhead was underapplied, the remaining balance is closed out to COGS
COGS					XXX
	Manufacturing Overhead		XXX
· If overhead was overapplied, the remaining balance is allocated among WIP, Finished Goods, and COGS in proportion to overhead applied to each account
Manufacturing Overhead		XXX
	WIP					XXX
	Finished Goods				XXX
	COGS					XXX
· Plantwide Overhead Rate: A single predetermined overhead rate used throughout a plant
· Multiple Predetermined Overhead Rate: A costing system in which there are multiple overhead cost pools with with a different predetermined rate for each pool

Chapter 7 - Activity-Based Costing:

(7.1) The Activity-Based Costing Model:
· Activity-based Costing: A costing method based on activities that is designed to provide managers with cost information for strategic and other decisions that potentially affect capacity and therefore fixed costs
· Non-manufacturing as well as manufacturing costs may be assigned to products, but only on a cause-and-effect basis
· Some manufacturing costs may be excluded from product costs
· Numerous overhead cost pools are used
· Overhead Cost Pools: Groups of overhead cost elements
· Overhead rates, or activity rates, may be based on the level of activity at capacity rather than on the budgeted level of activity
· In activity based costing, overhead can refer to things other than indirect manufacturing costs
· ABC systems assign costs to a product only if there is good reason to believe that the cost would be affected by decision concerning the product
· Overhead Cost Pools, Allocation Bases, and Activity Based Costing:
· Activity: Any event that causes the consumption of overhead resources
· Activity Cost Pool: A group in which costs are accumulated that related to a single activity-based costing system
· Activity Measure: An allocation base in an activity-based costing system (Cost Driver)
· Transaction Driver: A simple count of the number of times an activity occurs
· Duration Driver: A measure of the amount of time required to perform and activity
· Five Levels of Activity:
· Unit-level Activities: Activities that arise as a result of the total volume of goods produced and services performed each time a unit is produced
· Batch-level Activities: Activities performed each time a batch of goods is handled or processed
· Product-level Activities: Activities that relate to specific products that must be carried out regardless of how many units are produced and sold or batches run
· Customer Level Activities: Activities that are carried out to support customers but are not related to any specific product
· Organization-Sustaining Activities: Activities that are carried out regardless of all other activities
· Step 1: Identify and Define Activities:  Identify the activities that will form the foundation for the system. Each activity cost pool is assigned specific activity measures
(7.2) Assign Costs to Cost Pools Using First-Stage Allocation:
· Step 2: Assign Overhead Costs to Activity Cost Pools: In the first stage overhead costs are allocated to cost pools, and in the second stage activity cost pools are allocated to cost objects
· Step 3: Calculate Activity Rates: Activity Rates are calculated as total cost for an activity divided by total activity

(7.3) Assign Costs to a Cost Object Using a Second-Stage Allocation:
· Second-Stage Allocation: The process by which activity rates are used to apply costs to products and consumers in activity-based costing
· Step 4: Assign Overhead Costs to Cost Objects: Using activity rates, assigned overhead costs to cost objects using activity measures
(7.4) Use Activity-Based Costing to Compute Product and Customer Margins:
· Step 5: Prepare Management Reports: Analyze each product or job to determine the product margin of activities
(7.5) Compare Product Costs Using Traditional and Activity-Based Costing Methods:
· Plantwide Overhead Rate = Total Estimated Manufacturing Overhead / Total Estimated Machine-hours
· Difference Between Tradition Costing and Activity-Based Costing
· Traditional costing system allocates all manufacturing costs to products regardless of whether they consumed these costs. ABC does not.
· The traditional costing system allocates all manufacturing overhead costs using machine-hours, where as ABC uses unique activity measures
· The ABC systems assigns non-manufacturing overhead costs to products on a cause-and-effect basis
· Targeting Process Improvements:
· Activity-based Management: A management approach that, in conjunction with activity-based costing, improves processes reduces costs
· Benchmarking: A systematic Approach of comparing the performance of some aspects of an organization’s performance to external aspects
· Limitations of Activity-Based Costing:
· Implementing an ABC system requires substantial resources
· ABC Data can be easily misinterpreted
· ABC reports do no conform to GAAP

Chapter 8 - Variable Costing - A Tool For Management:
(8.1) Variable and Absorption Costing:
· Absorption Costing: Treats all manufacturing Costs as product costs, regardless of whether they are variable or fixed
· Variable Costing: Only those manufacturing costs that vary with output are treated as product costs (Direct or marginal Costing)
· Selling and Administrative Costs are treated as period costs in variable costing as well as absorption costing
· Unit Cost Computations differ for variable costing because it only includes variable costs in product costs
(8.2) Income Comparison of Absorption and Variable Costing:
· Fixed Manufacturing Overhead Cost Deferred in Inventory: Under the Absorption Costing Method, if there is an ending inventory, the fixed manufacturing costs associated with inventory will be carried forward as a balance sheet account
· Under the variable, fixed manufacturing overhead is incurred during the period only
· In variable costing, only variable manufacturing costs are assigned to units of products and therefore included in inventory
· The Absorption costing income statement makes no distinction between fixed and variable costing (Not good for CVP)
· The variable costing approach to costing units of products blends well with the contribution approach
(8.3) Reconciling Variable and Absorption Costing Operating Incomes:
· Reasons for differing incomes:
· When production and sales are equal, operating income will generally be the same regardless of whether absorption or variable costing is used (Because the only difference can be fixed manufacturing overhead on the income statement
· When production exceeds sales, the operating income for absorption will generally be greater than variable
· When Production is less than sales, the operating income in absorption will be less than variable
· Fixed Manufacturing Overhead released from Inventory: The portion of the fixed manufacturing costs of a prior period that becomes an expense of the current period
· Over an extended period of time, the cumulative income figures tend to be the same
· Variable Costing: Changes in production does not affect operating income
· Absorption Costing: Changes in production do affect operating income
(8.4) Choosing a Costing Method:
· Impact on the manager: Absorption costing can often lead to misconceptions whereas variable costing is easy to understand
· CVP and Absorption: Absorption costing does not work well with CVP
· Decision Making: Absorption Costing can lead to many problems with the misconception that product costs are variable
· External Reporting, Taxes, and Management Performance Evaluation: Absorption must be used for external
· Advantage of Variable Costing:
· Data can be taken directly for CVP
· Product for a period is not affected by changes in inventory
· Unit Costs are not confused with variable
· The impact of fixed costs is emphasized under variable costing
· Variable Costing data make it easier to estimate profitability
· Variable Costing ties in with cost control methods such as standard cost and flexible budgets
· Variable costing operating income is closer to cash flow

Chapter 9 - Budgeting:
(9.1) Framework of Budgeting:
· Budget: A detailed Plan for the future that is typically expressed in quantitative terms
· Master Budget: A summary of company plans in which specific targets are set for potential expenses and revenues
· Budgets serve as both a planning tool and control tool in an organization
· Budget Committee: A group of key management personnel responsible for overall policy matters related to the budget program
· Stretch Budget: A budget that is highly difficult to achieve or requires significant changes to the way activities are performed
· Advantages of Budgeting:
· Budgets communicate management’s plans to employees throughout the organization
· Budgets require managers to think about plans for the future
· The budgeting process provides a means of allocating resources to the most effective places
· The budgeting process can uncover potential bottlenecks
· Budgets coordinate the activities of the entire organization
· Budgets define goals and objectives that can serve as benchmarks for evaluating actual performance
· Responsibility Accounting: A system of accountability in which managers are held responsible for those items of revenue and cost over which they can exert significant influence for the differences between budgeted and actual results
· Continuous or perpetual budget: A 12-month budget that rolls forward as the current month is completed
· Participative Budget: A method of preparing budgets in which managers prepare their own budget estimates which are then reviewed by their supervisors
· Individuals at all levels of the organization are recognized as members of the whole
· Budget estimates prepared by front-line managers are often more accurate than those from top managers
· Motivation is generally higher when individuals participate in setting their own goals than when they are imposed from above
· A manager who is not able to meet a budget that has been imposed from above can always say that the budget was unrealistic or impossible to meet
· Zero-Base Budgeting: A method of budgeting in which managers are required to justify all costs as if the activities involved were being proposed for the first time
· Benchmarking: The process of measuring performance to other high-performing companies
(10.2) The Master Budget:
· Master Budget: A budget that consists of many various budgets
· Sales Budget: Detailed schedule showing the expected sales for the budget period in both dollars and units
· Cash Budget: A detailed plan showing how cash resources will be acquired and used over a specific time period
· Preparing the Master Budget:
· Sales budget, including a schedule of expected cash collection
· Constructed by multiplying the budgeted sales in units by the selling price
· A production budget: A detailed plan showing the number of units that must be produced during a period to meet both sales and inventory needs
· A direct material purchases budget: A detailed plan showing the amount of raw materials that must be purchased during a period to meet both production and inventory needs
· Raw Material needed + Desired Ending RM - Beginning RM = RM to be purchased
· A direct labour budget: A detailed plan showing labour requirements over a specified time period
· (Units to be produced) x (Direct labour time per unit) x (Direct labour cost per hour)
· A manufacturing overhead budget: A detailed plan showing the indirect production costs that will be incurred over a specific time period
· (Budgeted direct labour hours) x (Variable overhead rate) + Fixed Manufacturing Overhead = Total Manufacturing Overhead - Depreciation = Cash disbursements
· An ending finished goods inventory budget: A budget showing the dollar amount of cost expect to appear on the balance sheet for unsold units at the end of a period
· (DM + DL + MO) x (Budgeted Finished Goods in Units) = Ending finished goods in dollars
· A selling and administrative budget: A detailed schedule of planned expenses that will be incurred in areas other than manufacturing during a budget period
· Budgeted Variable Expense + Advertising + Senior Management Salaries + Insurance + Property Taxes + Depreciation = Total Budgeted Selling and Administrative - Depreciation - Insurance Expense + Insurance Payment - Property Tax Expense + Property Tax Payment 
· A cash budget
· Four Sections
· Receipts section
· Disbursements section
· Cash excess or deficiency section
· Financing section
· Beginning Cash Balance + Receipts - Disbursements = Excess of cash available
· Excess Cash + Borrowing - Interest on Borrowing = Target Cash Balance
· A budgeted income statement: Made based on other available budgets
· A budgeted balance sheet: Made based in other available budgets
(10.3) Flexible Budgets:
· Static Budget: A budget designed for only the planned level of activity
· Flexible Budget: A budget that provides estimates of what revenues and costs should be fore any level of activity within a specified range
(10.4) Flexible Budgeting in Performance Evaluation:
· Flexible Budget Variance: The difference between actual and flexible budget amounts for revenues and expenses
· Static Budget Variance: The difference between actual and static budget amounts for revenues and expenses
· Sales Volume Variance: The difference between flexible and static budget amounts for revenues and expenses caused by actual activity levels differing from static budget amounts
(10.5) Budgeting for NFP:
· Budgeting is import for NFP to help determines accountability and have expectations for donations

