CHAPTER 2     
Basic Cost Management Concepts     

2-4 The four types of production processes are as follows:

· Job shop:  Low production volume;  little standardization;  one-of-a-kind products.  Examples include custom home construction, feature film production, and ship building.

· Batch:  Multiple products;  low volume.  Examples include construction equipment, tractor trailers, and cabin cruisers.

· Assembly:  A few major products;  higher volume.  Examples include kitchen appliances and automobile assembly.

· Continuous flow:  High production volume;  highly standardized commodity products.  Examples include food processing, textiles, lumber, and chemicals.

2-15
Examples of direct costs of the food and beverage department in a hotel include the money spent on the food and beverages served, the wages of table service personnel, and the costs of entertainment in the dining room and lounge. Examples of indirect costs of the food and beverage department include allocations of the costs of advertising for the entire hotel, of the costs of the grounds and maintenance department, and of the hotel general manager's salary.

2-17
a.
Uncontrollable cost

b.
Controllable cost

c.
Uncontrollable cost

EXERCISE 2-24 (20 MINUTES)

1. Advertising costs: Period cost, fixed

2. Straight-line depreciation: Product cost, fixed, manufacturing overhead

3. Wages of assembly-line personnel: Product cost, variable, direct labor

4. Delivery costs on customer shipments: Period cost, variable

5. Newsprint consumed: Product cost, variable, direct material

6. Plant insurance: Product cost, fixed, manufacturing overhead

7. Glass costs: Product cost, variable, direct material 

8. Tire costs: Product cost, variable, direct material

9. Sales commissions: Period cost, variable

10. Wood glue: Product cost, variable, either direct material or manufacturing overhead (i.e., indirect material) depending on how significant the cost is

11. Wages of security guards: Product cost, variable, manufacturing overhead 

12. Salary of financial vice-president: Period cost, fixed
Exercise 2-28 (25 minutes)

	1.
	Alhambra Aluminum Company
Schedule of Cost of Goods Manufactured
For the Year Ended December 31, 20x1

	
	

	
	

	
	
	
	

	
	Direct material:
	
	

	
	
Raw-material inventory, January 1

	$  70,000
	

	
	
Add: Purchases of raw material

	  380,000
	

	
	
Raw material available for use

	$450,000
	

	
	
Deduct: Raw-material inventory, December 31

	  90,000
	

	
	
Raw material used

	
	$360,000

	
	Direct labor

	
	540,000

	
	Manufacturing overhead:
	
	

	
	
Indirect material

	$ 23,000
	

	
	
Indirect labor

	35,000
	

	
	
Depreciation on plant and equipment

	132,000
	

	
	
Utilities

	30,000
	

	
	
Other

	  40,000
	

	
	
Total manufacturing overhead

	
	    260,000

	
	Total manufacturing costs

	
	$1,160,000

	
	Add: Work-in-process inventory, January 1

	
	    210,000

	
	Subtotal

	
	$1,370,000

	
	Deduct: Work-in-process inventory, December 31

	
	    240,000

	
	Cost of goods manufactured

	
	$1,130,000

	
	
	
	

	
	
	
	

	2.
	Alhambra Aluminum Company
Schedule of Cost of Goods Sold
For the Year Ended December 31, 20x1

	
	

	
	

	
	
	

	
	Finished-goods inventory, January 1

	$   190,000

	
	Add: Cost of goods manufactured

	  1,130,000

	
	Cost of goods available for sale

	$1,320,000

	
	Deduct: Finished-goods inventory, December 31

	     200,000

	
	Cost of goods sold

	$1,120,,000

	
	
	

	3.
	Alhambra Aluminum Company
Income Statement
For the Year Ended December 31, 20x1

	
	

	
	

	
	
	

	
	Sales revenue

	$1,950,000

	
	Less: Cost of goods sold

	 1,120,000

	
	Gross margin

	$ 830,000

	
	Selling and administrative expenses

	  190,000

	
	Income before taxes

	$ 640,000

	
	Income tax expense (at 35%)

	  224,000

	
	Net income

	$  416,000


4.
In the electronic version of the solutions manual, press the CTRL key and click on the following link:  10E - Build a Spreadsheet  02-28.xls
Problem 2-37 (25 minutes)

	1.
	a.
	Total prime costs:
	

	
	
	
	

	
	
	Direct material

	$    950,000

	
	
	Direct labor:
	

	
	
	    Wages

	310,000

	
	
	    Fringe benefits

	     50,000

	
	
	Total prime costs

	$  1,310,000


	
	b.
	Total manufacturing overhead:
	

	
	
	
	

	
	
	Depreciation on factory building

	$   61,000

	
	
	Indirect labor: wages

	80,000

	
	
	Production supervisor's salary

	30,000

	
	
	Service department costs

	40,000

	
	
	Indirect labor: fringe benefits

	20,000

	
	
	Fringe benefits for production supervisor

	5,000

	
	
	Total overtime premiums paid

	35,000

	
	
	Cost of idle time: production employees

	    22,000

	
	
	Total manufacturing overhead

	$  293,000

	
	
	
	

	
	c.
	Total conversion costs:
	

	
	
	
	

	
	
	Direct labor ($310,000 + $50,000)

	$   360,000

	
	
	Manufacturing overhead

	    293,000

	
	
	Total conversion costs

	$    653,000

	
	
	
	

	
	d.
	Total product costs:
	

	
	
	
	

	
	
	Direct material

	$   950,000

	
	
	Direct labor

	360,000

	
	
	Manufacturing overhead

	   293,000

	
	
	Total product costs

	$1,603,000

	
	
	
	

	
	e.
	Total period costs:
	

	
	
	
	

	
	
	Advertising expense

	$   43,000

	
	
	Administrative costs

	81,000

	
	
	Rental of office space for sales personnel

	8,000

	
	
	Sales commissions

	3,000

	
	
	Product promotion costs

	     7,000

	
	
	Total period costs

	$ 142,000


2.
The $8,000 in rental cost for sales office space is an opportunity cost. It measures the opportunity cost of using the former sales office space for raw-material storage.

Problem 2-54 (20 minutes)
1.
a, d, e, k

2.
a, d, e, k

3.
j

4.
g (The $200 cost savings is a differential cost.)

5.
a, c, e

6.
b, d, e, k

7.
d, e, k

8.
b, d*, e, k


*Unless the dishwasher has been used improperly.

9.
b, d, e, k

10.
a, c, e, k

11.
h

12.
a, d, e*, j


*The hotel general manager may have some control over the total space allocated to the kitchen.

13.
d, e, i, j
14.
i

15.
d, e, i
