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PREFACE AND

ACKNOWLEDGEMENTS

The aim of the seventh edition of this book is to provide an introduction to the theory and
practice of cost and management accounting. A cost accounting system is concerned with
accumulating costs for inventory valuation to meet external financial accounting and internal
monthly or quarterly profit measurement requirements. A management accounting system
accumulates, classifies, summarizes and reports information that will assist employees within
an organization in their decision-making, planning, control and performance measurement
activities. This book is concerned with both cost and management accounting, with similar
emphasis being placed on both systems.

Intended primarily for students who are pursuing a one-year cost and management
accounting course, the book is ideal for those approaching this subject for the first time.
The more advanced topics contained in the final stages of the cost and management
accounting syllabuses of the professional accountancy bodies and final year degree courses
are not included. These topics are included in the author’s successful Management and Cost
Accounting, the seventh edition of which is also published by Cengage Learning EMEA.

Feedback from instructors in a large number of universities indicated that they had found
the content, structure and presentation of Management and Cost Accounting extremely
satisfactory and most appropriate for students pursuing a two-year management accounting
course at an advanced professional or degree level. They also indicated that there was a need
for a book (based on Management and Cost Accounting) tailored to meet the requirements of
a one-year introductory course in cost and management accounting. Many lecturers, in par-
ticular those running introductory courses, felt there was a need for an introductory text which
covered the required ground in an academically sound manner and which was also appro-
priate for students on non-advanced courses. This book is aimed specifically at students who
are pursuing a one-year non-advanced cost and management accountancy course and is
particularly suitable for the following courses:

e Foundation/introductory professional accountancy (e.g. Chartered Association of
Certified Accountants, Chartered Institute of Management Accountants and one-year
college foundation courses).

e Association of Accounting Technicians.

e Higher National Certificate and Diploma in Business and Finance.

e A first-level course for undergraduate accounting and finance or business students.

An introductory course in financial accounting is not a prerequisite, although many students
will have undertaken such a course. The flexibility provided by modular courses can result in
introductory classes consisting of a group of students not studying management accounting

beyond an intermediate level and a further group continuing their studies beyond the inter-
mediate level. Cost and Management Accounting: An Introduction is appropriate for the

XV
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xvi PREFACE AND ACKNOWLEDGEMENTS

former group and Management and Cost Accounting can be adopted by the latter. Because
much of the content and assessment material in Cost and Management Accounting: An
Introduction has been extracted from Management and Cost Accounting, lecturers can
assign identical reading and assessment and also recommend two separate books that are
geared to the specific requirements of the students.

STRUCTURE AND PLAN OF THE BOOK

In writing this book | have adopted the same structure as that in Management and Cost
Accounting. The major theme is that different financial information is required for different
purposes. The framework is based on the principle that there are three ways of construct-
ing accounting information. The first is cost accounting with its emphasis on producing
product costs for allocating costs between cost of goods sold and inventories to meet
external and internal financial accounting inventory valuation and profit measurement
requirements. The second is the notion of decision-relevant costs with the emphasis on
providing information to help managers to make good decisions. The third is responsibility
accounting and performance measurement which focuses on both financial and non-
financial information, in particular the assignment of costs and revenues to responsibility
centres.

This book has 15 chapters divided into four parts. Part 1 consists of two chapters and
provides an introduction to cost and management accounting and a framework for studying
the remaining chapters. The following three parts reflect the three different ways of construct-
ing accounting information. Part 2 consists of six chapters and is entitled ‘Cost Accumulation
for Inventory Valuation and Profit Measurement’. This section focuses mainly on assigning
costs to products to separate the costs incurred during a period between costs of goods sold
and the closing inventory valuation for internal and external profit measurement. The extent to
which product costs accumulated for inventory valuation and profit measurement should be
adjusted for meeting decision-making, cost control and performance measurement require-
ments is also considered briefly. Part 3 consists of four chapters and is entitled ‘Information for
Decision-making’. Here the focus is on measuring and identifying those costs which are
relevant for different types of decisions. The title of Part 4 is ‘Information for Planning, Control
and Performance Measurement’. It consists of three chapters and concentrates on the
process of translating goals and objectives into specific activities and the resources that are
required, via the short-term (budgeting) and long-term planning processes, to achieve the
goals and objectives. In addition, the management control systems that organizations use are
described and the role that management accounting control systems play within the overall
control process is examined. The emphasis here is on the accounting process as a means of
providing information to help managers control the activities for which they are responsible.

In devising a framework around the three methods of constructing financial information
there is a risk that the student will not appreciate that the three categories use many common
elements, that they overlap, and that they constitute a single overall management accounting
system, rather than three independent systems. | have taken steps to minimize this risk in
each section by emphasizing why financial information for one purpose should or should not
be adjusted for another purpose. In short, each section of the book is not presented in
isolation and an integrative approach has been taken.
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MAJOR CHANGES IN THE CONTENT OF THE SEVENTH
EDITION

Feedback from a lecturers’ survey from users of the sixth edition indicated that many students
found cost and management accounting to be a complex subject and there was a need for a
simplified and more accessible text. The major objective in writing the seventh edition has there-
fore been to produce a less complex and more accessible text. This objective created the need
to thoroughly review the entire content of the sixth edition and to rewrite, simplify and improve
the presentation of much of the existing material. Most of the chapters have been rewritten.
The end result has been the most extensive rewrite of the text since the book was first published.

Feedback from the lecturers’ survey indicated that some of the more advanced and
complex topics in the sixth edition were not included in their teaching programmes whereas
a minority of respondents indicated that the same topics were included in their teaching
programmes. In order to meet the different requirements of lecturers, some of the advanced
and more complex topics from the sixth edition have been transferred from the text to learning
notes that can be accessed by students and lecturers on the companion website. Examples
of topics that are now incorporated as learning notes within the seventh edition include the
application of linear programming to management accounting, decision-making under condi-
tions of risk and uncertainty and responsibility accounting in profit and investment centres. All
learning notes are appropriately referenced within the text. For example, at appropriate points
within specific chapters the reader’s attention is drawn to the fact that, for a particular topic,
more complex issues exist and that a discussion of these issues can be found by referring to a
specific learning note on the open access website.

The feedback relating to the structure and content of the previous editions has been
extremely favourable and therefore only minor changes have been made to the existing
structure, while incorporating the extensive changes that have been made to the content of
the new edition. The sixth edition included the application of linear programming to manage-
ment accounting (Chapter 12), decision-making under conditions of risk and uncertainty
(Chapter 14) and a chapter on capital investment appraisal (Chapter 15). In response to
feedback from lecturers and examination of the syllabuses of the professional management
accounting bodies, these chapters have been deleted from the seventh edition and the
content relating to chapters 12 and 14 (sixth edition) can now be accessed on the open
access dedicated website. No other changes have been made to the structure of the text.

Finally, much of the assessment material has been extensively changed and new assess-
ment material added. In addition, many ‘Real World Views’ that provide examples of the
practical application of management accounting have been replaced by more recent exam-
ples that provide better illustrations of the practical applications. Questions have been added
to the ‘Real World Views’ to encourage readers to think about the issues involved.

Case studies

Over 20 case studies are available on the dedicated website for this book. A list of these case
studies is provided in a separate section immediately following the final chapter. Both lecturers
and students can download these case studies from the open access section of the website.
Teaching notes for the case studies can be downloaded only by lecturers from the password-
protected lecturers’ section of the website. The cases generally cover the content of several
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chapters and contain questions to which there is no ideal answer. They are intended to
encourage independent thought and initiative and to relate and apply your understanding of
the content of this book in more uncertain situations. They are also intended to develop your
critical thinking and analytical skills.

International focus

The book has now become an established text in many different countries throughout the
world. Because of this a more international focus has been adopted. A major feature is the
presentation of boxed exhibits of surveys and practical applications of management
accounting in companies in many different countries, particularly the European mainland.
To simplify the presentation, however, the UK pound monetary unit has mostly been used
throughout the book. Most of the assessment material has incorporated questions set by
the UK professional accountancy bodies. These questions are, however, appropriate for
worldwide use.

Assessment material

Throughout this book simple illustrations have been provided. You can check your under-
standing of each chapter by answering the review questions. Each question is followed by
page numbers within parentheses that indicate where in the text the answers to specific
questions can be found. More complex review problems are also set at the end of each
chapter to enable students to pursue certain topics in more depth. Fully worked solutions to
the review problems are provided in a separate section at the end of the book.

This book is part of an integrated educational package. A Students’ Manual that includes
additional review problems and accompanying answers is available to download from the
accompanying website. Additional review problems and case studies are available for
students and lecturers to access on the accompanying website www.drury-online.com.
Solutions to the review problems and case study teaching notes are only available to lecturers
on the lecturer’s password-protected section of the website.

Also available for adopting lecturers to download from the companion website is an
Examview® testbank, offering over 1000 questions tailored to the content of the book, for
use in classroom assessment.

In recognition of the increasing need for the integration of IT teaching into the curriculum,
this book is accompanied by an online Spreadsheet Applications Manual, which has been
written by Dr Alicia Gazely. This explains basic spreadsheet techniques and then builds up ten
spreadsheet models which illustrate, and allow students to explore, examples in the main text.
The spreadsheets, guidance notes and online access are available to teachers on adoption.
Further details of this package are given in the section covering the dedicated website below.

SUPPLEMENTARY MATERIAL

Dedicated website

The dedicated website can be found at www.drury-online.com. The lecturer section is
password-protected and the password is available free to lecturers who confirm their

Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Licensed to: CengageBrain User

PREFACE AND ACKNOWLEDGEMENTS  xix

adoption of the seventh edition. Lecturers should complete the registration form on the
website to apply for their password, which will then be sent to them by e-mail. The following
range of material is available:

For students and lecturers (open access):
Learning notes

The learning notes relate to either specific topics that may be only applicable to the curriculum
for a minority of the readers, or a discussion of topics where more complex issues are involved
that not all readers may wish to pursue. All learning notes are appropriately cross-referenced
within the text to the website. For example, at appropriate points within specific chapters the
reader’s attention is drawn to the fact that, for a particular topic, more complex issues exist
and that a discussion of these issues can be found by referring to a specific learning note on
the student resources section of the website.

Case studies

Internationally focused case studies. (Teaching notes to accompany the cases are available in
the password-protected lecturer area of the website.)

Examview® interactive self-test questions
(compiled by Wayne Fiddler of Huddersfield University)

Interactive multiple choice questions to accompany each chapter. The student takes the test
online to check their grasp of the key points in each chapter. Detailed feedback is provided for
each question if the student chooses the wrong answer.

PowerPoint™ slides

PowerPoint presentations to accompany each chapter.

Guide to Excel
(written by Steve Rickaby)

A PDF guide to Microsoft Excel giving you all the information you need to train yourself in basic
Excel skills.

Links to accounting and finance sites on the web

Including links to the main accounting firms, accounting magazines and journals, and careers
and job search pages.

Definitions of accounting and finance terms

A handy introduction to accounting and finance techniques, disciplines and concepts
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Students’ manual and extra review problems

The students’ manual is now provided free from the site in PDF (Portable Document Format),
the students’ manual contains further questions for students which are accompanied by the
supporting answers.

Extra review problems are also provided and solutions to these appear in the instructor’s
manual on the lecturer’s password-protected section of the website.

For lecturers only (password protected)

ExamView®

This testbank and test generator provides a huge amount of different types of questions,
allowing lecturers to create online, paper and local area network (LAN) tests.

Instructor’s manual

Available to download free from the site in PDF (Portable Document Format), the manual
includes answers to the extra review problems on the open access website.

Teaching notes to the case studies

To accompany the case studies available in the student area of the website.

Spreadsheet exercises
(compiled and designed by Alicia Gazely of Nottingham Trent University)

Created in Excel to accompany the self assessment exercises in the book, the exercises can
be saved by the lecturer to their own directories and distributed to students as each topic is
covered. Each exercise explains a basic spreadsheet technique which illustrates, and allows
the student to explore, examples in the main text.

tTM

PowerPoin slides

PowerPoint presentations to accompany each chapter.

Overhead transparencies

Available to download as pdf files.
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50 CHAPTER 3 ACCOUNTING FOR DIRECT COSTS

the purchase department to obtain the re-order quanlity from an appropriate. suppler.
Methods that are used for establshing optimum stock levels, re-order points and re-order
‘quantites will be explained later in this chapter.

Purchase of materials
Wihen a purchase requision s recaived, purchasing depariment taf solect an approprata
supplier and then complete a purchase order requesting that the supplier supply the
materas lsed on the order. A copy of the purchase arder s sent 1o Ihe receving section
it the stores departmen fo checking wih the goads when they arve,

CHAPTER 1
INTRODUCTION TO
MANAGEMENT ACCOUNTING

Receipt of materials
e goods ars received by the recening secton they are nspected and checked with
the supplier's devery noto and a copy of the purchase order. Tho racoving section then Ists
" o forwar AN o
the purchasing and accounting depriments, The purchasing depariment records that the
order has been complted, and the accounting department checks the GRN wih the
suppler's invoice 0 ensuro fhat payment s mado ol in rospect of goods actualy eoeived
The depertment also uses the invoice o price each of the s fsted on the GRN. The GRN

LEARNING OBJECTIVES

After studying this chapter, you shoud be abe to:
« distinguish between management accounting and financial accounting;

s the
appropriate stores ledger account, as in Exnibit 3.1. This document is merely a record of
the quantity and value of each individual tem of material stored by the organization.

) planning

and control process;
ustify the view that a major objective of commercial organizations is to
broadly seek to maximize future profits;

r th toias is a stores requisition, which st th
‘explain the factors that have influenced the changes in the competitive: for the ssuo of q ch ists the type
environment; s issued. This d eiher the customer's
outline and describe the key success factors that directly affect customer
satistaction; Stores ledger account

Issue of materials

identiy and describe the functions of a cost and management accounting

Maximm quantiy:

here are many defintions of accounting, but the one that captures the theme of Receipts Issues.
s book i the defiton formulated by the American Accounting Assodiaton. It - oo T U oot tiatin] U [omons]
descrbes accounting as: - £ m“"““ ! ety £ e
() no. ®

o permit and of
I other words, accounting is concemed with providing both financial and non-
financial information that wil help. decisionmakers 1o make good decisions. In
order to understand accounting, you need to know something about the decision-

EXHIBIT 3.1
A stores ledger account

Exhibits lllustrations of accounting techniques and information are
presented throughout the text.

Learning objectives Listed at the start of each chapter, highlighting
the core coverage that you should acquire after studying each chapter.
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Grouped i decrasing cres i e, of ek rchise cost for e perio. Thetop 10 per
Cont of s stock e of the purchase cost o the o ae clasfe a A tems,
e next 20 pe cent a5 fets and e ol 70 pe cent e ‘C s 1 generly found
e fover 70 per cent of foraperod. Te
EXAMPLE 5.1 o apen T
* Outline the main features of a just-in-time approach. A just-in-time (JIT) approach
P ams o it non vie-aed st (o st ) By sgnanty o

st times, smaler el
| R S G R O i I 0 ‘economical. Many companies have developed strategic supply partnerships Wwo\vmg Jr
2 Raw materials of £2 000 were retumed 1o the suppler because of defects. purchasing arrangements whereby the elivery of materias immediately precedes their
3 Th ot f store requistosfordrectmaterias ssue forthe period ws 165,000 e, By amanging with supplrs for more frecuent deveres, stocks can bo ut 0.2
4T totl 50 for crectmatersfor e perod s £10 GO0 i and orderng cost substantal reduced. The ovealmpact of adopting this
5 Gross wages of £185 000 were Incuired cring the perod consstng of wages approach i that the EOQ decines
e 0 mployees £105 000
Tax deductions payable to the Govemment (Le. Inland Revenue) £60 000 Note.
Natona Insrance conrotons e 20000 1 o steps e s o
e T e et I e
7 Th alocation o he gross wages forth perio was as folows:
Dioctwages £145 000
Incirect wages 240 000
& Tho emploer's contruton for Natona Insurancs doducions was £25.000.
9 et fctory expenses of £41 000 weed icure kg tha prio
10 Deprciato offactry machiney was £30 00.
11 Oviosa expenses socata o o by meansofcvehead socaton s was
£14000 for s pors
12 Nor marufactung oveead et cuing 1 i s 40 000
13 Th cos of s compeed and ransfaed f rished goods sodk was £300 020 e
i e T e 7 A

£400 000 for 1 porid.

T e i e A e T
e e

KEY TERMS AND CONCEPTS

An ledger records and in
the indvidual creditors’ accounts.

RECORDING THE ISSUE OF MATERIALS

stores requisi-
tion. For direct materias the job number wil be oo anhe s requisiion, whie for
the recuisiton. The fssue of
direct materas involves a transfer of the materials from stores to producton. For transacton 3,
materal requsitons are summarized and the resuling totals are recorded s folows:

Dr Work in progress account 165 000
Cr Stores edger control account 165 000

ABC classification method dassifes stocks
categories of importance o that
most eiaborate procedures of controling
stocks can be appled 0 the most important
ftems.

Complete periodic stockeount the pro-
s of el cantng s of ik
and comparing them

Economic order quantity (EOQ) the opt-
mum size of rder, where th total amount
of ordering and holding costsare minimized.

Employment costs the costs 1o the com-

of employng staf they ncluce wages.

or salary and employer's contbutons to
National Insurance and pension funds.

First in, first out (FIFO) a system of issting
items in the order in which they were
received.

Goods received note (GRN) a document
prepared by the receiving section of the
stores department when goods are deliv-
ered and forwarded to the purchasing
‘and accounting departments.

Holding costs the Gosts 1o the company of
holding. stocks; they inciude opportunity
costs, incremental nsusance, warehousing,

Key terms and concepts Highlighted throughout the text where they
first appear alerting the student to the core concepts and techniques.

Examples Worked accounting examples are shown throughout the text.
predll
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Sometimes it may be found that the actual stock level is diferent from the clerical or
computer records. The reasons for this may be:

1 an entry having been made in the wrong stores ledger account;

2 the items having been placed in the wrong physical location;

3 arithmetical errors made when calculating the stores balance on the stores ledger when

amanual system is operated;

4 theft of stock,

When a discrepancy arises the individual stores ledger accounts must be adjusted so that
they are in agreement with the actual stock. Assume, for example, that the actual stock is less
than the clerical or computer record. The quantity and value of the appropriate stores ledger
account must be reduced and the difference charged to an overhead account for stores
losses. The total amount charged to the stores losses overhead account shouid be allocated
o cost objects based on the overhead procedure described in the next chapter.

storage and handiing costs and the cost of
obsolescence and deterioration.

Just-in-time (JIT) an approach that aims to
reduce and eventualy eliminate non-
value-added activities such as set-up
times and to cut stocks to a minimum.

rst out (LIFO) a system of issting
ftems in the reverse order to when they
were received.

Lead time is the time that elapses between
the re-order point and deiivery.

Material handiing costs the expenses

wolved in receiving, storing, issuing and

handing materials,

Materials handiing rate the percentage

WALK THROUGH TOUR  xxiii

KEY EXAMINATION POINTS 67

Ordering costs the clerical costs of prepar
ing purchase orders, receiving delveries
and paying invoices.

Purchase order a document sent by the
purchasing department to a  supplier
requesting that items listed are suppled,

Purchase requisition a document issued
by the stores department of a manufac-
turing  organization to the  purchase
department, requesting that stocks of an
item are re-ordered

Re-order point is the point at which an
order is actualy piaced.

Stores ledger account a record of the
quantity and value of each item of material

REAL WORLD VIEWS 3.1

Inventory management practices

Managing inventory in a business is an ongoing job.
Depending on the type of business, some items held
in inventory will have strict controls  both physical
and system contros. For example, retalers like Tesco
(UK) and Wal-Mart (US) used sophistiated inventory
systems to control inventory in each store or ware-
house. They also use technologes like ‘radio barcodes'
to keep an eye on tems like DVDs or computer
‘games which are often pifered,

While retailers may be able to keep track of some
inventories 1o the item level, not all are tracked in
such detail. Other businesses don't have such detail
available on inventory levels or movements. There-

producs. In this chapter, mothods used by manage-

ountants are descibed, and Firstin first out
(FIFO) and Last in first out (LIFO) are two_possible
methods. FIFO means that it is assumed that oidest
items are used/sold first, whereas LIFO assumes that
newest items are used/sold first,

In practce however, this may or may not b the case,
with the physical movement of items determined by
other operational factors. For example, at  building
aggregates company like Lafarge (afarge.com), LFO
may be at play. Aggregates refe to naturaly occurring

sandloravel, crushed rock or recycled demolition
material. Regardless of source, aggregates are typi-
cally seen in large mounds in quaries or building
stes, which means that the last materials dumped
onthe mound are ikely o be some of the firstused. In
their accounting polcies secton of the Annual Report
however, Lafarge state inventoris are valued using a
weighted average cost method. On the other hand,
mamm like Tesco are likely to follow FIFO pinciples

fs on their shelves —you might nofice that
frotit it el b s b h e e e
always towards the front of th shelt. Tesco too use
weighted average method 1o value their inventories
accordingto heir Amual Report

Questions

1 Can you think of other businesses where the
physical flow of goods might ollow FIFO or LIF0?
2. How does the value of inventory affect the profts
of a business?

References

“Tesco has stock control in the bag® Sunoy Times
(UK), 13/09/2004

Lafarge 2009 Annual Report, avaiable at lafarge.com
Tesco 2009 Annual Report, availabe at tescoplc.com

rate at which some companies assgn  Stored by the organization

handing costs to cost objects. Stores requisition a document that lists
the type and quantity of any ftem issued
by the stores department.

Non-value-added activities activities that
‘add nothing to the customer's perception
ofthe ussfuiness of a product or service and
provide an opportunity for cost reduction,

KEY EXAMINATION POINTS

ical examination questions relating to the content of this chapter inciude questions on
incentive schemes, stores pricing and computations of the economic order, maximum, mini-
mum and re-order quantities. Question 3.30 is an example of a question relating to incentive
‘schemes. Questions on stores pricing often require you to calculate the amount charged to
products/production, to determine the stock valuation and discuss arguments for and against
using each method. Question SM3.7 in the Students’ Manual on the website is concemed with
most aspects covered i this chapter relating to the computation of the econormic order quantity
and is typical of the type of examination questions set on this topic. A common mistake that
students make in computing the EOQ is to unitize fixed holding and ordering costs. The EOQ
shouid be calouiated using only variable costs. Also note that the purchase cost of materials
shouid not be included in EOQ calculations. When the purchase cost per unit varies with the
quantity orderedt you should prepare a schedule of relevant costs for different order quantiies.
For an ilustration of this approach, see Exhibit 3.4 in this chapter. Sometimes examination
questions (see questions 3.22 and SM3.6c in the Students’ Manual on the website) require you
to caloulate maximum, minimum and re-order levels. You shoukd use the following formuae:

Re-order level = Maximum usage x maximum lead time
Minimum stock level = Re-order level - average usage during average lead time
Maximum stock level = Re-order level + EOQ ~minimum usage for the minimurn lead time

Real world views Real world cases are provided throughout the text,
they help to demonstrate the theory in practice and practical application
of accounting in real companies internationally.

Key examination points Important examination tips are presented at
the end of each chapter. They show the main concepts to be learnt from
the chapter when studying for your examinations.
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ASSESSMENT MATERIAL

REVIEW PROBLEMS

an

rate. The folowing stuations arose last month:
) Actual hours worked exceeded planned hours.

hort questions that the
main topics included in the chapter. The numbers in parentheses provide you with the page
numbers to refer o ifyou cannot answer a specifc questir

T T S S i ) G

(i) Actual overhead expenditure excseded planned expenditure.

Which of the folowing statemens is correct?
mmms choice questions e demandmg and romaly ko 05 than 10 mios &

() Gty d situation (i) woud
Cozed overheads to be under-absorbed.
R S T e e e
tudent's Manual B e
and an Instructor's Manual, Students can acoess both questions and answers from the ause overheads 1o be over-absorbed.
Student’s Maral and the questions from the Insinuctor's Manual The answers to problems. ©
inthe Instuctor's 1olecturers on the leturers
section of the webste. (@ Both situations wouk cause overheads to be under-absorbed.

ACCA Financialinformetion for manegement
412 The following data are to bo used for sub-questions () and (i) below:

REVIEW QUESTIONS

Budgeted labour hours 8500
3.1 Explain the accounting treatment for holday pay, overtime payments and employment. Budgeted overheads £148 750
costs. (op. 48-49) Actual labour hous 7928
Actu overheads £146 200

32 Describe the materials recording procedure, (op. 49-51)

) Based on the cata gven above, wht s the abour hour overhead absorption
33 Explan the purpose of astors ledger account. . 50) rate?

34 Dosro s, s ot FFO). bt st ot L) nd avrge ot o of (@) £17.50 por hour

stores picng. (0p. 51-55)

() £17.20 per hour

55 Expein the accounting treatment of stores losses and materials handing costs

o, 55-57) (©) £18.44 per hour
36 What ae holding costs? Provide some examples. (. 57-56) (@) £18.76 per hour
37 Wihat aro ordering costs? Provide some exampls. o, 53) i) Based on the data gien above, what is the amount of overhead under-
38 What deternines which holding and ordering cosis should be incuded in the eco- overabsorbed?

nomic order quantiy caculaton? (op. 55-60) (8) £2550 uncir-absorbed
39 What ao the assumptions undering the economic order quaniity? (5, 67) (o) £2529 over-absorbed
310 Define lead time. > 62) (©) £2550 over-sbeorbed
341 Explain what is meant by the re-order poit, (0p. 61-62) (@) £7460 undor-absorbed
312 Descrbe the ABC cassifcation method. W purposes does it serve? (op. 62-64) A stage 1
343 What are the main estures of thejust-n-tme approach? . 64) 413 J L1d uses standard absorpton cosiing and absorbs producion overheads on the

basis of standard machine hours. The following budgeted and actual information
applied in s last accounting period:

Review questions Review questions allow revision of the main issues
and concepts learnt within the chapter. Page numbers next to the
questions show where the answers can be found.

Review problems Review problems allow you to relate and apply the
chapter content to various business problems. Fully worked solutions are
found in the back of the text.
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ABOUT THE WEBSITE

-

A companion website accompanies

COLIN DRURY

COST AND MANAGEMENT ACCOUNTING 7TH EDITION

FOR STUDENTS

e Learning notes for more complex and
advanced topics

e Downloadable PowerPoint slides

e Multiple-choice self-test questions for each
chapter

o Related weblinks

e Extra review questions — answers are
provided on the lecturer’s side of the site

e Student’s manual — including additional

Virtual learning environment

sales representative.

e Case studies with accompanying questions

questions and accompanying answers, now
available free to download from the website

Visit the Cost and Management Accounting, 7th edition companion website at www.drury-online.com
to find further teaching and learning material including:

FOR LECTURERS

Instructor’'s manual — including suggested
answers to extra review questions found on the
student’s side of the site

ExamView® testbank and test generator
software

e Downloadable PowerPoint slides

e Case study teaching notes to accompany the

case studies on the website and within the text

Spreadsheet models to accompany exercises
within the text. The models incorporate a range
of spreadsheet techniques which are explained
in text notes adjacent to the calculations

All of the web material is available in a format that is compatible with virtual learning environments such
as Blackboard and WebCT. This version of the product is only available from your Cengage Learning
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CASE STUDIES

AVAILABLE FROM THE WEBSITE

The dedicated website for this book includes over 20 case studies. Both students and
lecturers can download these case studies from the open access website. The authors of
the cases have provided teaching notes for each case and these can be downloaded only by
lecturers from the password-protected lecturers’ section of the website.

The cases generally cover the content of several chapters and contain questions to which
there is no ideal answer. They are intended to encourage independent thought and initiative
and to relate and apply the content of this book to more uncertain situations. They are also
intended to develop critical thinking and analytical skills. Details relating to the cases that are
available from the website are as follows:

Anjo Ltd
Lin Fitzgerald, Loughborough University Business School

Variance analysis that provides the opportunity for the case to be used as a role-playing
exercise.

Berkshire Threaded Fasteners Company
John Shank, The Amos Tuck School of Business Administration, Dartmouth College

Cost analysis for dropping a product, for pricing, for product mix and product
improvement.

Berkshire Toy Company
D. Crawford and E.G. Henry, State University of New York (SUNY) at Oswego

Variance analysis, performance evaluation, responsibility accounting and the balanced
scorecard.

Blessed Farm Partnership
Rona O’Brian, Sheffield Hallam University

Strategic decision-making, evaluation of alternatives, ethics, sources of information.

Bohemia Industries
Colin Drury, Huddersfield University Business School

The application of variable and absorption costing for internal monthly profit reporting.

427
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428 CASE STUDIES AVAILABLE FROM THE WEBSITE

Chadwick’s Department Store
Lewis Gordon, Liverpool John Moores University

The application of budget-building techniques and spreadsheet skills to a retail sector situation.

Company A

Mike Tayles, University of Hull Business School and Paul Walley, Warwick Business School.
Evaluation of a product costing system and suggested performance measures to support key
success factors.

Company B

Mike Tayles, University of Hull Business School and Paul Walley, Warwick Business School.
The impact of a change in manufacturing strategy and method upon product costing and
performance measurement systems.

Dumbellow Ltd

Stan Brignall, Aston Business School

Marginal costing versus absorption costing, relevant costs and cost-volume—profit analysis.

Edit 4U Ltd

Rona O’Brien, Sheffield Hallam University

The case study explores and evaluates the role of management accounting information in a
small business context.

Electronic Boards plc

John Innes, University of Dundee, and Falconer Mitchell, University of Edinburgh

A general case that may be used at an introductory stage to illustrate the basics of manage-
ment accounting and the role it can play within a firm.

Endeavour Twoplise Ltd

Antony Head, Brenda McDonnell, Jayne Rastrick, Sheffield Hallam University, and Susan
Richardson, University of Bradford Management Centre

Functional budget and master budget construction, budgetary control and decision-making.

Fleet Ltd
Lin Fitzgerald, Loughborough University Business School

Outsourcing decision involving relevant costs and qualitative factors.

Global Ltd
Susan Richardson, University of Bradford Management Centre

Cash budgeting, links between cash and profit, pricing/bidding, information system design
and behavioural aspects of management control.
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CASE STUDIES AVAILABLE FROM THE WEBSITE 429

Hardhat Ltd
Stan Brignall, Aston Business School

Cost-volume-profit analysis.

High Street Reproduction Furniture Ltd

Antony Head, Rona O’Brian, Jayne Rastrick, Sheffield Hallam University, and Susan Richardson,
University of Bradford Management Centre

Relevant costs, strategic decision-making and limiting factors.

Majestic Lodge
John Shank, The Amos Tuck School of Business Administration, Dartmouth College

Relevant costs and cost—volume—profit analysis.

Merrion Products Ltd
Peter Clarke, University College Dublin

Cost-volume—profit analysis, relevant costs and limiting factors.

Moult Hall

Antony Head, Brenda McDonnell, Jayne Rastrick, Sheffield Hallam University, and Susan
Richardson, University of Bradford Management Centre

Organizational objectives, strategic decision-making, evaluation of alternatives, relevant costs,
debating the profit ethos, break-even analysis.

Oak City

R.W. Ingram and W.C. Parsons, University of Alabama, and W.A. Robbins, Attorney, Pearson
and Sutton

Cost allocation in a government setting to determine the amount of costs that should
be charged to business for municipal services. The case also includes ethical considera-
tions.

Quality Shopping
Rona O’Brian, Sheffield Hallam University

Departmental budget construction, credit checking, environmental issues, behavioural issues
and management control systems.

Rogatec Ltd

Antony Head, Brenda McDonnell, Jayne Rastrick, Sheffield Hallam University, and Susan
Richardson, University of Bradford Management Centre

Standard costing and variance analysis, budgets, ethics, sources of information.
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The Beta Company
Peter Clarke, University College Dublin

Cost estimation involving regression analysis and relevant costs.

Traditions Ltd

Antony Head, Brenda McDonnell, Jayne Rastrick, Sheffield Hallam University, and Susan
Richardson, University of Bradford Management Centre

Relevant cost analysis relating to a discontinuation decision and budgeting.
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ABC classification method, 62, 66
abnormal gain, 141-3, 156
abnormal losses, 13840, 155-6
absorption costing system, 185, 189-90, 198
arguments in support, 195-6
impact on profit, 190-1
accounting definition, 5
accounting information users
creditors, 6
employees, 6
external, 7
government agencies, 6
internal, 7
managers, 6
non-profit-making organizations, 6
shareholders, 6
Accounting Standards Board (ASB), 7
action accountability, 356-7
action controls, 356, 371
activities, 295, 313
activity cost centres, 306-7
activity cost drivers, 307, 313
activity measure, 238, 261
activity-based cost management (ABCM), 369-70, 372
activity-based management (ABM), 369-70, 372
activity-based-costing (ABC) systems, 78-9, 99
assign cost to products, 307-8
comparison with traditional systems, 295-300
cost assignment, 306-7
cost versus benefits considerations, 309
designing, 306-8
hierarchies, 308-9
identify activities, 306
management applications, 312
select cost drivers, 307
service organizations, 309-11
two-stage process, 300-5
actual product costs, 384
actual profit, 403, 407-8
airline sector, 14, 31
allocation base, 78, 99
allocation of service department costs, 95
direct allocation method, 98-9
repeated distribution method, 95-6

simultaneous equation method, 97-8
specified order of closing, 98
arbitrary allocation, 78, 99
architect’s certificate, 121, 126
aspiration level, 367, 371
avoidable costs, 30, 35

batch costing, 151, 157
batch-related activities, 308, 313
behavioural controls, 356, 371
bill of materials, 385, 417
blanket overhead rate, 81, 99
bottom-up budget setting, 368, 372
break-even chart, 217-18, 226
break-even point, 210, 214, 215, 226
budget costs, 382, 417
budget period, 326-7
budget/s, 10, 18, 323, 345
bottom-up, 368, 372
cash, 341-2
communicating details of policy, 328
communication, 325
conflicting roles, 326
control, 325-6
coordination, 325
coordination and review, 331-2
departmental, 339
direct labour, 337-8
direct materials purchase, 337
direct materials usage, 336
effect on motivation and performance, 367-8
final acceptance, 332
final review, 342
initial preparation, 330
master, 340-1
motivation, 325
multiple functions, 324-6
negotiation, 330
performance evaluation, 326
planning, 324-5
production, 336
review, 332
sales, 329-30, 333-5
selling and administration, 338-9
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budgeted overhead rate, 91
budgeted profit, 403, 407-8
budgeted stock levels, 336
budgeting, 323, 324, 345
computerized, 342
criticisms, 343-4
participation, 368
process, 328-32
relationship with long-term planning, 324
Web technology, 343
budgeting administration, 327
accounting staff, 327-8
committee, 327
manual, 328
Bushmiills Irish Whiskey, 139
business-sustaining activities, 309, 313
by-products, 168, 179
accounting, 176-8

capacity usage ratio, 407, 417
cash budget, 341-2, 345
cause-and-effect allocations, 78, 99
Chartered Institute of Management
Accountants (CIMA), 194
China, 364
coefficient of determination, 247, 261
coefficient of variation, 247, 261
common operations, 382
communication, 325
competitive environment, changing, 11
complete periodic stockcount, 55, 66
computerized budgeting, 342-3
constant gross profit percentage
method, 173, 179

constant sales mix, 223
construction costs, 244
consumption ratios, 298, 313
continuous budgeting, 327, 345
continuous improvement, 13, 18
contract costing, 119-23, 126
contract value, 124
contribution graph, 218, 226
contribution margin, 213
contribution margin ratio, 216, 226
control, 8, 18, 325-6, 355, 372

account, 110, 126

action or behavioural, 356-7

cultural, 357

definition, 355

feed-forward, 359

Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.

feedback, 359
personnel, 357
process, 16, 18
results or output, 357-9
social, 357
controllability principle, 362, 372
dealing with distorting
effects, 363-6
guidelines, 366
controllable losses, 138-40, 156
conversion cost, 23, 35, 138, 156
corporate ethics, 13
corporate planning, 323, 345
correlation coefficient, 247, 261
cost accounting, 16, 18
cost accumulation system, 294
cost centre, 82, 99, 360, 372
cost driver, 78, 99, 238, 261, 295, 313
cost estimation, 237-8
collect data, 249
general principles, 238-9
plot observation on graph, 249
select dependent variable y, 249
select potential cost drivers, 249
summary of steps, 248-9
tests of reliability, 246-8, 249
cost estimation methods, 239
engineering methods, 239-40
graphical or scattergraph, 240-2
high-low method, 243-5
inspection of accounts, 240
least-squares method, 245-6
cost management, 369-70, 372
cost object, 22, 35
cost pools, 82, 99
cost systems design, 80
cost tracing, 78, 99
cost-benefit issues, 80
cost-volume-profit (CVP) analysis, 209-10
alternative presentation, 218-20
assumptions, 223-4
break-even chart, 217-18
curvilinear relationships, 210-11
impact of information technology, 224-5
linear relationships, 211-13
margin of safety, 216-17
multi-product, 220-3
numerical approach, 213-15
profit-volume ratio, 216
relevant range, 216
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cost/s
allocation, 24, 35, 78, 99
assignment, 51, 78-9
avoidable, 30, 35
behaviour, 27-9, 237-8
control, 34
differential, 33, 35
direct, 22-4, 78-9
direct labour, 22-3, 35
direct material, 22, 35
efficiency, 11-12
employment, 49, 66
facility sustaining, 258, 278
fixed, 28, 35, 195, 212
function, 239, 261
holding, 58, 66-7
incremental, 33, 35
information, 79-80
irrelevant, 29, 35
joint allocation, 168-76
labour, 48-9
marginal, 33, 186, 198
material handling, 57, 67
mixed, 29
opportunity, 32, 35, 263, 278
ordering, 58, 67
prime, 23, 36
product, 25, 36, 307-8
semi-fixed, 29, 36
semi-variable, 29, 36
standard, 382, 384-7, 417
step-fixed, 29
total, 223
unavoidable, 30, 36
variable, 27, 36
crime-fighting targets, 358
cultural controls, 357, 372
customer satisfaction, 11-13
cycle time, 12, 18

decision-making process, 8
actual-planned outcome comparison, 10
alternative courses of action, 9
appropriate courses of action, 9-10
cost accumulation system, 294
cost information, 79-80
discontinuation decisions, 272-3
divergencies from plan, 10
extracting relevant costs, 90
identifying objectives, 9

implementation, 10

incorporating uncertainty, 275

irrelevance of joint cost allocations, 175-6

special pricing, 259-64

variable costing information, 193
decreasing returns to scale, 211, 226
departmental budgets, 339
differential calculus, 276-8
differential cash flow, 258, 278
differential costs, 33, 35
direct allocation method, 98-9
direct costing system, 186, 198
direct costs, 22-3

assigning to cost objects,

24-5, 78-9

distinction with indirect cost, 23-4
direct labour

budget, 337

costs, 22-3, 35

standards, 385-6
direct material/s

costs, 22, 35

purchase budget, 337

standards, 385

usage budget, 336
discontinuation decisions, 272-3
discretionary expense centres, 360, 372
duration drivers, 307, 313

e-budgeting, 343
easydet, 14
economic order quantity (ECQ), 58, 66
assumptions, 61
formula method, 60-1
graphical method, 59-60
tabulation method, 59
employment costs, 49, 66
engineered targets, 366, 372
engineering methods, 239-40, 261
engineering studies, 385, 417
enterprise resource planning
systems (ERPS), 14, 18
equipment replacement, 266-8
equivalent production, 143, 157
ethics, 13
expense centre, 360, 372
external reporting, 186-7, 196

facility sustaining costs, 258, 278
facility-sustaining activities, 309, 313
factory overhead budget, 338
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feed-forward control, 359, 372 inventory valuation, 34
feedback control, 359, 372 investment centres, 361, 372
financial accounting, 7, 18 iron ore mining, 219

differences with management accounting, 7-8 irrelevance of past costs, 266-8
Financial Accounting Standards Board (FASB), 7 irrelevant costs and revenues, 29, 35
financial performance targets, 366-8
first in, first out (FIFO), 52, 66, 146, 149-50, 157 job completion, 117-18
fixed cost function, 212 job costing system, 109, 126
fixed costs, 28, 35, 195 joint cost allocation, 168
fixed overhead expenditure variance, 400, 417 comparison of methods, 174-5
flexible budgets, 365-6, 372 constant gross profit percentage method, 173
flow of production, 136 irrelevance for decision-making, 175-6
full costing system, 185, 198 net realizable value method, 171-3
further processing points, 168, 179 physical measures method, 169-70

sales value at split-off point method, 171

generally accepted accounting principles, 7-8 joint products, 168, 179
goods received note (GRN), 50, 66 just-in-time (JIT), 64, 67

graphical method, 240-2
labour cost accounting, 114-15, 126

Hewlett-Packard, 299 labour costs
high-low method, 243-5, 261 employment costs, 49
historical targets, 366, 372 holiday pay, 48
holding costs, 58, 66-7 overtime, 48-9
labour efficiency variance, 396, 417
IBM, 268 labour variances, similarities with material
increasing returns to scale, 211, 226 and overhead variances, 399
incremental cash flow, 258, 278 last in-first out (LIFO), 52, 67
incremental costs, 33, 35 lead time, 62, 67
indirect costs, 23, 35 least squares method, 245-6, 261
assigning to cost objects, 24-5, 78-9 legislation, 7
distinction with direct cost, 23-4 limiting factors, 264, 278
information long-range planning, 323, 345
cost control, 34 long-term contract balances, 124
feedback, 16 longer-term orders, 262-4
inventory valuation, 34
performance measurement, 34 make or buy decisions, 26871
planning, 16 management accounting, 7, 18
provision, 15-16, 33-4 difference with cost accounting, 16
users, 6-7 difference with financial
information technology, impact, 13-14, 224-5 accounting, 7-8
innovation, 12-13 feedback information, 16
inspection of accounts method, 240, 261 functions, 15-16
integrated cost accounting system, 110, 126 international convergence of practice, 14-15
inter-service department reallocation, 95 planning information, 16
direct allocation method, 98-9 profit calculation, 15
repeated distribution method, 95-6 provision of financial information, 15-16
simultaneous equation method, 97-8 tools and techniques, 194
specified order of closing, 98 management accounting control systems, 359
interlocking cost accounting system, 110, 118-19, 126 nature of, 361-2
internal reporting, 186-7 management by exception, 10, 18

inventory management practices, 56 management control system, 356, 372
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manufacturing overheads
absorption, 410-11
costs incurred, 410
margin of safety, 216-17, 226
marginal cost, 33
marginal costing system, 186, 198
marginal revenue, 33
master budget, 332, 340-1, 345
material price variance, 393-4, 417

calculation on quantity purchased or used, 393-4

material usage variance, 394-5, 417
material variances, 392

similarities with labour and overhead variances, 399

materials
handling costs, 57, 67
handling rate, 57, 67
pricing, 51-5
purchase, 409
usage, 409
materials accounting
delivery costs, 57
stores losses, 55-6
materials recording procedure, 49, 110-11
assigning cost of materials to cost objects, 51
issue of materials, 50-1, 111-14
purchase of materials, 50
receipt of materials, 50
storage of materials, 49-50
materials requirement planning (MRP), 64
mixed costs, 29
Mohawk Forest Products, 397
Montclair Papers, 397
motivation, 325
effect of budget difficulty, 367-8
movie industry, 329
multi-product cost-volume-profit analysis, 220-3
multiple regression, 238, 261

negotiated targets, 367, 372

net realizable value method, 171-2, 179
new management approaches, 11-13
non-financial performance measures, 368-9
non-manufacturing overheads, 92-3, 117
non-value-added activities, 12, 18, 64, 67
non-volume-based cost driver, 297, 313
normal losses, 138, 153-5, 157

notional profit, 123, 126

operation costing, 151, 157
opportunity cost, 32, 35, 263, 278
optimum selling prices, 276-8

INDEX 473

order placement, 62
ordering costs, 58, 67
output controls, 357-9, 372
outsourcing, 268-71, 278
overhead standards, 386

overhead variances, similarities with material and labour

variances, 399

overheads, 23, 35
absorption costing effects, 196
accounting procedure, 116-17
blanket rate, 81, 99
budgeted rates, 91
cost assignment, 84-7, 89-90, 299
manufacturing costs incurred, 410
non-manufacturing, 92-3, 117
under- and over-recovery of, 92
variable costing effects, 195
views on, 88

paper/pulp industry, 177
participation, 368, 372
payroll accounting, 114, 126
performance
effect of budget difficulty, 367-8
evaluation, 326
reports, 10, 18
restriction, 329
performance measurement, 34
non-financial, 368-9
period cost adjustment, 190, 198
period costs, 25, 35
personnel controls, 357, 372
physical measures method, 169-70, 179
planning
corporate, 323, 345
long-range, 323, 345
relationship with budgeting, 324-5
strategic, 323, 345
plant-wide rate, 81, 99
policing, 358
preaction reviews, 356
previous process cost, 144-6
prime cost, 23, 36
process costing system, 109, 126
batch/operating costing, 151

beginning/ending work in progress of uncompleted

units, 146-50

ending work in progress partially complete, 143-6

flow of production, 136
output fully complete, 136-43
partially completed output and losses, 150-1
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product
attractiveness, 264
costs, 25, 36, 307-8
diversity, 297
quality, 388
sales, 119-20
product mix decisions, 264-6
product-sustaining activities, 308, 313
production
budget, 336
completion, 411
cost centres, 87
efficiency ratio, 407, 417
flow, 136
volume ratio, 407, 417
profit
actual, 403, 407-8
centres, 361, 372
notional, 123, 126
profit calculation, 190, 413-14
absorption costing system, 197-8
effects of variable costing, 193-4
impact of sales fluctuation, 191
mathematical model, 192-3
production equals sales, 190
production exceeds sales, 191
reconciling budgeted and actual, 403, 407-8
sales exceeds production, 191
variable costing, 223-4
profit and loss accounting, 118
profit-volume graph, 219-20, 226
profit-volume ratio, 216, 226
progress payments, 121, 126
purchase order, 50, 67
purchase requisition, 49-50, 67

qualitative factors, 259, 278
quality, 12, 388
quantitative models
planning/control of stocks, 57
relevant costs under conditions of certainty, 57-8

ratios
capacity usage, 407, 417
consumption, 298, 313
contribution margin, 216, 226
production efficiency, 407, 417
production volume, 407, 417
profit-volume, 216, 226

re-order point, 67

regression equation, 238, 261
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relevant costs and revenues, 29, 36, 258, 278
direct labour, 274
direct materials, 274
relevant range, 212, 216, 224, 226
reliability tests, 246-8
repeated distribution method, 95-6
repetitive operations, 382
report frequency, 8
resource cost drivers, 307, 313
responsibility accounting, 34, 36,
362, 372
responsibility centre, 34, 36, 360, 372
cost or expense, 360-1
investment, 361
profit, 361
revenue, 361
variances allocated to, 383
responsibility cost control systems, 364
results controls, 357, 372
retail operations, 264
retention money, 121, 126
revenue centres, 361, 372
rolling budgeting, 345

sales budget, 329-30, 333-5

sales margin price variance, 402, 417

sales margin volume variance, 402, 417

sales value at split-off point method, 171, 179

sales variances, 400-3, 411-13
difficulties in interpreting, 402-3

scattergraph method, 240-2

selling and administration budget, 338-9

semi-fixed costs, 29, 36

semi-variable costs, 29, 36

semiconductor industry, 172

sensitivity analysis, 224, 226

service departments, 87, 100

service organizations, ABC in, 309-11

service quality, 388

service-sustaining activities, 308, 313

simple regression, 238, 261

simultaneous equation method, 97-8

single product, 223

Small Business Administration (SBA), 215

social controls, 357, 372

social responsibility, 13

special pricing decisions, 259-62
evaluation of longer-term order, 262-4

special studies, 257-8, 278

specified order of closing, 98

spending variance, 400



Licensed to: CengageBrain User

split-off point, 168, 179
standard absorption costing, 403-5
reconciling budgeted and actual profit, 407-8
standard cost, 382, 417
centres, 360, 372
establishing, 384-7
standard cost recording, 408-9
absorption of manufacturing overheads, 410-11
calculation of profit, 413-14
completion of production, 411
direct wages, 410
manufacturing overhead costs incurred, 410
purchase of materials, 409
recording variances, 410-11
sales, 411-13
usage of materials, 409
standard costing, 381-2
direct labour standards, 385-6
direct material standards, 385
operation of, 382-4
overhead standards, 386
purposes, 388-90
standard hours produced, 386-7
standard hours, 386-7, 417

Statement of Standard Accounting Practice on Stocks
and Work in Progress (SSAP9), 119-20, 186

step-fixed costs, 29
stock
control through classification, 62—-4
quantitative models for
planning/control, 57
stores ledger account, 50, 67
stores requisition, 50-1, 67
strategic planning, 323, 345
strategies, 9, 18
sunk cost, 31, 36
support departments, 87, 100

target setting
challenges, 366-8
crime-fighting, 358
participation, 368
tests of reliability, 246-8, 261
time
as competitive weapon, 12
differences between financial-management
accounting, 8
short-term horizon, 224
top-down budget setting, 368, 373
total costs, 223
total fixed overhead variance, 405, 417
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total labour variance, 396-7, 417
total material variance, 395, 417
total quality management (TQM), 12, 18
total revenue function, 213, 223
total sales margin variance, 401, 417
total variable overhead
variance, 397-8, 417
traditional costing systems, 78, 100
comparison with ABC system, 295-300
transaction drivers, 307, 314
two-stage allocation process, 82-3
traditional system illustration, 84-7, 89-90

unavoidable costs, 30, 36

uncontrollable losses, 138, 157

under- or over-recovery of overheads, 92, 100
unit-level activities, 308, 314

variable costing system, 186, 187-9, 198
arguments in support, 193-5
impact on profit, 190-1
variable costs, 27, 36
variable overhead efficiency variance, 398-9, 417
variable overhead expenditure variance, 398, 417
variable overhead variances, 397-9
variance analysis, 364-5, 373, 390-2
detailed, 383-4
responsibility centres, 383
variances
fixed overhead expenditure, 400, 417
labour efficiency, 396, 417
material, 392
material price, 393-4, 417
material usage, 394-5, 417
overhead, materials and labour
similarities, 399
recording, 410-11
responsibility centre, 383
sales, 400-3, 411-13
sales margin price, 402, 417
sales margin volume price, 402, 427
spending, 400
total fixed overhead, 405, 417
total labour, 396-7, 417
total material, 395, 417
total sales margin, 401, 417
total variable overhead, 397-8, 417
volume capacity, 406-7, 417
volume efficiency, 406, 417-18
wage rate, 395-6, 418
variety of cost drivers, 296
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volume capacity variance, 406-7, 417 wage rate variance, 395-6, 418
volume efficiency variance, 406, 417-18 weighted average method, 146, 147-9, 157
volume variance, 190, 198, 405, 418 work in progress, 146-50
volume-based cost-drivers, valuation, 124
296-300, 314 written down value of equipment, 266, 278
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