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finding oneself in tall grass: surrounded
by dense concepts and far from the

path to mastery. Fundamentals of Cost
Accounting gives students a clear view
by lifting them above the overgrowth. By
focusing on the fundamental concepts
that students will need and employing

a conversational writing style that keeps
them engaged throughout the course,
Fundamentals focuses students on
comprehension rather than memorization
and provides a context for their learning.
The material is presented from both a
preparer and a user perspective, allowing
instructors to provide both accounting
majors and nonmajors with an effective
and relevant understanding of cost
accounting topics. In this third edition, the
text continues to provide the following
core features:




Readability

Fundamentals of Cost Accounting con-
tinues to be praised as one of the most
readable texts on the market. Lanen,
Anderson, and Maher employ a conver-
sational writing style that students can
understand, making concepts and topics
more accessible. Throughout the text,
exhibits and illustrations provide visuals
to further assist students in understand-
ing how complex topics fit together in a
logical way.

(onciseness

Short, readable chapters that focus on
core cost accounting concepts give Lanen,
Anderson, and Maher a leg up on the
competition. While other texts tend to tack
on topics and fit concepts into chapters in
seemingly arbitrary ways, Fundamentals
of Cost Accounting presents basic topics in
a coherent sequence, helping students to
see the integration of the concepts quickly
and easily.

énéet/}otxeéa&:on Cosees.

Relevance

Each chapter of Fundamentals of Cost
Accounting opens with a real dilemma
faced by a manager in a variety of ser-
vice and manufacturing companies. The
Debrief feature links the topics in the
chapter to the decision dilemma faced
by the manager in the opening vignette.
In Action boxes in the text highlight
related issues reported in the business
press and the authors’ own experiences
with companies where they have worked
or conducted research.

NEW to this edition, the authors have
tied the chapter opening vignette to an In
Action box to demonstrate the relevance
of cost accounting to the real world.

... an excellent text fcrz nstrwctors esho ate éaakéwg fcf‘z/
a cost ﬂooownién9 text e faéé(no a féno&noéaé aooawwé&wg
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Step into the

Real World

Cost Estimation

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

L.0.1 Understand the reasons for estimating fixed and
L.0.2 Estimate costs using engineering estimates.
L.0.3 Estimate costs using account analysis.

L.0.4 Estimate costs using statistical analysis.

L.0.5 Interpret the results of regression output.

L.0.6 Identify potential problems with regression data.

I've read several books on cost analysis and worked
through decision analysis problems in some of my col-
lege classes. Now that | own my own business, | real-
ize that there was one important thing that | always
took for granted in doing those problems. We were al-
ways given the data. Now | know that doing the analy-

about, of all things, the costs of text messaging [see the
In Action item “The Variable Cost of a Text Message”
on the next page]. The article talked about the low vari-
able costs of sending text messages and the implica-
tions for pricing services. Although | am in a different
industry, the basic principles still apply.

sis once you have the data is the easier part. How are
the costs determined? How do | know if they are fixed
or variable? | am trying to decide whether to open a
new store and | need answers to these questions.

| thought about the importance of being able to de-
termine fixed and variable costs after reading an article

Charlene Cooper owns Charlene’s Computer Care (3C), a
network of computer service centers located throughout the
South. Charlene is thinking about opening a new center and
has asked you to help her make a decision. She especially
wants your help estimating the costs to use in the analysis.

Chapter Opening Vignettes

Do your students sometimes wonder how
the course connects with their future?
Each chapter opens with a vignette where
a decision-maker needs cost accounting
information to make a better decision. This

Why Estimate Costs?

When managers make decisions, they need to compare the costs (and benefits) among
alternative actions. Therefore, managers need to estimate the costs associated with each
alternative. We saw in Chapter 4 that good decisions require good information about
costs; the better these estimates, the better the decision managers will make. In this
chapter, we discuss how to estimate the cost data required for decision making. Cost es-
timates can be an important element in helping managers make decisions that add value
to the company.

sets the stage for the rest of the chapter and
encourages students to think of concepts in
a business context.

Debrief

After considering the cost estimates in Exhibit 5.8, Charlene

Although there is a range in the estimates, all of

Do your students understand how

commented:

This exercise has been very useful for me. First, |
learned about different approaches to estimating
the cost of a new center. More important, | learned
about the advantages and disadvantages of each
approach.

When | look at the numbers in Exhibit 5.8, | have
confidence in my decision to open a new center.

the estimates are below my expected revenues.
This means | am not going to spend more time on
reconciling the cost estimates because | know that
regardless of which estimate | think is best, my de-
cision will be the same.

to apply the concepts in each
chapter to become better decision
makers? All chapters now end with
a Debrief feature that links the
topics in the chapter to the decision
problem faced by the manager in
the opening vignette.



Cost-Volume-Profit Analysis and Airline Pricing

In Action

Do your students
need help con-
necting theory to
application? The n
Action examples are
drawn from contem-
porary journals and
the authors’ own ex-
periences and illus-
trate how to apply
cost accounting

Cost-volume-profit analysis helps managers evaluate the im-
pact of alternative product pricing strategies on profits. It can
also be useful for evaluating competitors’ pricing strategies
and efforts to grow market share, as in the following exam-
ples:

Aloha Airlines CEO David Banmiller and C. Thomas
Nulty, senior vice president for marketing and sales,
explain that their airline must charge $50 per seat to
break even when planes are 62 percent full.

Hawaiian Airlines, Aloha Airlines and go! are each
losing money when they sell interisland tickets below
$50, according to a study commissioned by Aloha
Alirlines.

“Why would somebody come in and charge $19, and
$29, and $39 when their costs were substantially higher?
Why would somebody do it?” said Banmiller.

The Sabre study showed that when planes are
62 percent full, Aloha's costs are $50 per seat,
Hawaiian's are $55, and go!’s are $67.

However, managers at the parent company of go! (Mesa
Airlines) disputed the estimates with a CVP analysis of their
own:

Jonathan Ornstein, Mesa’s chief executive officer, said
yesterday that Aloha’s cost estimates are way off when
it comes to his airline. He said go!’s expenses per pas-
senger are about $40 when the planes are 80 percent

full.

Note: Aloha Airlines is no longer in business.

Source: Rick Daysog, “Below-Cost Fares Puzzle Aloha Airlines
CEO,” Honolulu Advertiser, December 21, 2006.

methods and tools.

Critical Analysis and Discussion Questions

13-7. “Preparing a budget is a waste of time. The strategic plan is what we work to accomplish.”
How would you respond to this comment?

13-8.  Inthe In Action feature, “Using the Budget to Help Manage Cash Flow,” smaller firms were
more likely to find the budget “extremely or very important™ than larger firms. Why might
this be the case?

13-9. What are the advantages and disadvantages of starting the budgeting process early in the

year versus later in the year prior to the budget year?

Would the budgeting plans for a company that uses a just-in-time (JIT) inventory system be

different than those for a company that does not? Why?

Government agencies are limited in spending by budget categories, not just by an overall

spending limit. What purpose does this serve? What problems does it create?

What is the difference between the planning and the control functions of the budget? What

problems do these differences create?

When might the master budget start with a forecast of something other than sales, for ex-

ample, production? Why?

In some organizations (firms, universities, government agencies), spending appears to in-

crease as the end of the budgeting period approaches, even if there are no seasonal differ-

ences. What might cause this?

13-15. “Our cash budget shows a surplus for the quarter, so we do not have to think about arrang-
ing any bank financing.” Comment on this statement.

13-10.
13-11.
13-12.
13-13.

13-14.

@ commect

|ACCOUNTING

Exercises

End-of-Chapter Material
Being able to assign end-of-chapter
material with confidence is important.
The authors have tested the end-of-
chapter material over time to ensure
quality and consistency with the
chapter content.

13-16. Estimate Sales Revenues (L.O.3)
SVIis a large securities dealer. Last year, the company made 150,000 trades with an average com-
mission of $60. Because of the general economic climate, SVI expects trade volume to decline
by 15 percent. In addition, employees at a local manufacturing plant have historically constituted
10 percent of SVI's volume. The plant just closed and all employees have closed their accounts.

Offsetting these factors is the observation that the average commission per trade is likely to
increase by 15 percent because trades are expected to be larger in the coming year.

Required
Estimate SVI's commission revenues for the coming year.

Integrative Cases

Integrative Cases

Cases can generate classroom
discussion or be the basis for good team
projects. These integrative cases, which
rely on cost accounting principles from
previous chapters as well as the current
chapter, ask students to apply the
different techniques they have learned
to a realistic situation.

8-49. Show Cost Flows: FIFO Method, Over- or Underapplied Overhead

Vermont Company uses continuous processing to produce stuffed bears and FIFO process costing
to account for its production costs. It uses FIFO because costs are quite unstable due to the vola-
tile price of fine materials it uses in production. The bears are processed through one department.
Overhead is applied on the basis of direct labor costs, and the application rate has not changed over
the period covered by the problem. The Work-in-Process Inventory account showed the following
balances at the start of the current period:

(L.O.5)

Direct materials ................. $131,000
Directlabor..................... 260,000
Overhead applied .. .............. 325,000

These costs were related to 52,000 units that were in process at the start of the period.




Edition?

Our primary goal in the third edition remains
the same as in the previous two editions—to
offer a cost accounting text that lets the student
see the development of cost accounting

tools and techniques as a natural response to
decision making. We emphasize the intuition
behind concepts and work to minimize the
need to “memorize.” We believe that students
who develop this intuition will, first, develop
an appreciation of what cost accounting is
about and, second, will have an easier time
understanding new developments that arise
during their careers. Each chapter clearly
establishes learning objectives, highlights
numerous real-world examples, and identifies
where ethical issues arise and how to think about
these issues. Each chapter includes at least one
integrative case that illustrates the links among
the topics.

We present the material from the perspective

of both the preparer of information as well as
those who will use the information. We do this so
that both accounting majors and those students
planning other careers will appreciate the issues
in preparing and using the information. The
opening vignettes now tie to one of the /n Action
features in the chapter to highlight the relevance
of cost accounting to today’s business problems.
As in the second edition, all chapters end with a
Debrief that links the topics in the chapter to the
decision problem faced by the manager in the
opening vignette.

The end-of-chapter material has increased by
over 10 percent, and more than 50 percent of
the material retained from the second edition has
been revised. Throughout the revision process,
we have retained the clear writing style that is
frequently cited as a strength of the text.

Chapter 1 Cost Accounting: Information for
Decision Making

* Enhanced development of the role of the
value chain in value creation.

* Updated Inn Action items, including discussion
of ethical issues.

* New material on lean accounting.

* New end-of-chapter material on the role of
cost accounting in decision making.

Chapter 2 Cost Concepts and Behavior

* New In Action item discussing how the
economic climate affects the decision about
where to locate manufacturing sites.

* Two new critical analysis assignments.
* Five new exercises and problems.

Chapter 3 Fundamentals of Cost-Volume-

Profit Analysis

* New In Action item illustrating CVP analysis in
a service industry (airlines).

* New Integrative Case.

* Eight new exercises and problems.

Chapter 4 Fundamentals of Cost Analysis for
Decision Making

* New In Action item on decision making in a
small business.

* Two new Integrative Cases.

* Eight new questions, exercises, and problems
in end-of-chapter material.

Chapter 5 Cost Estimation

* New [In Action items involving text messaging
and major league baseball.

* Revised discussion of using Microsoft Excel to
estimate regression (updated for Office 2007).

* Revised questions, exercises, and problems in
end-of-chapter material.

Chapter 6 Fundamentals of Product and
Service Costing

¢ New Integrative Case.

* New and updated questions, exercises, and
problems in end-of-chapter practice material.

Chapter 7 Job Costing

* New [n Action items on cost allocation and
government contracts, including ethical
implications.

* New Integrative Case.

* Eight new questions, exercises, and problems
in end-of-chapter material.



Chapter 8 Process Costing

* New [In Action feature on equivalent units and
fraud.

¢ New Integrative Case.
* Revisions of most exercises and problems.

Chapter 9 Activity-Based Costing

e Revised cost diagrams to provide consistent
formatting.

* New [n Action item illustrating the cost
hierarchy in a service (airline) example.

¢ New Integrative Case.

Chapter 10 Fundamentals of Cost
Management

e New In Action item on cost of customers
based on social networking sites.

* Six new exercises, problems, and cases in end-
of-chapter material.

Chapter 11 Service Department and Joint

Cost Allocation

* New learning objective and discussion on
using the reciprocal method for decision
making.

e New In Action feature on outsourcing
information services.

* Three new problems on decision making and
cost allocations.

Chapter 12 Fundamentals of Management
Control Systems

* New In Action item on compensation at AIG
and Goldman Sachs.

* New material motivating this overview chapter.
* Three new questions, exercises, and problems.

Chapter 13 Planning and Budgeting

* New /n Action item illustrating using the budget
to control cash flow.

* Five new questions, exercises, and problems.

Chapter 14 Business Unit Performance
Measurement

* Six new questions, exercises, and problems.

Chapter 15 Transfer Pricing

e Moved discussion of “Perfect Intermediate
Markets with Quality Differences” to appendix
to improve flow of material.

* New In Action item based on Weyerhaeuser.
* Five new questions, exercises, and problems.

Chapter 16 Fundamentals of Variance Analysis
* Six new questions, exercises, and problems.

Chapter 17 Additional Topics in Variance

Analysis

* New introductory paragraph to link the example
from Chapter 16 more clearly.

* Six new questions, exercises, and problems.

Chapter 18 Nonfinancial and Multiple
Measures of Performance

* New In Action feature on the profitability of
loyal customers.

* New discussion of productivity and measuring
productivity.
* Six new questions, exercises, and problems.

Appendix Capital Investment Decisions: An
Overview

* Revised questions, exercises, and problems.
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Less Managing. More Teaching.
Greater Learning.

McGraw-Hill Connect Accounting is an online
assignment and assessment solution that
connects students with the tools and resources
they’ll need to achieve success.

McGraw-Hill Connect Accounting helps pre-
pare students for their future by enabling faster
learning, more efficient studying, and higher
retention of knowledge.

McGraw-Hill Connect Accounting
features

Connect Accounting offers a number of powerful
tools and features to make managing assignments
easier, so faculty can spend more time teaching.
With Connect Accounting, students can engage
with their coursework anytime and anywhere,
making the learning process more accessible

and efficient. Connect Accounting offers you the
features described below.

Simple assignment management.

With Connect Accounting, creating assignments
is easier than ever, so you can spend more time
teaching and less time managing. The assignment
management function enables you to:

-
0Q

e Create and deliver assignments easily with
selectable end-of-chapter questions and test
bank items.

» Streamline lesson planning, student progress
reporting, and assignment grading to make
classroom management more efficient than ever.

* Go paperless with the eBook and online
submission and grading of student assignments.

Homework #2 Instructions | help

[Questonwi(ofie)  [v] mexi» COF= Y| save & exit ‘submit assignment

1. Whome

Exarcise 2.2 Analyzing account entris and balancos LO. A1

Exercise 2-2: Analyzing account entries and balances L.O. A1

Use the informaton in each of the folowing Separate cases o calculae the unknown amount

(Amounts In parenthases do not require a minus sign in fron of them. Omit the "$" sign in your

response.)

2. During October, Alcom Company had $10,000 of cash receipts and $108,120 of cash
disbursements. The Cctober 31 Cash balance was $18.164. Determine how much cash the
company had at the close of business on Septerer

b. On Sepleribver 30, Mordish Co. had a $132.750 balance in Accounts Recevable. During October,
the company collected $121,088 from its credit customers. The October 31 balance in Accounts
Recevable was 5. Determine the amount of sales on account thal occurred in October,

<. Strong Co. had $145,500 of accounts payable on September 30 and $135,170 on October 31. Total
purchases on account during October were $267,284. Determine how much cash was paid on
accounts payable during October.

3. Beginning cash balance s

Cash received in October s 106000
Cash disbursed in October s
Encing cash balance g 18164
b. Beginning accounts receivable § 132750
Sales on account in October $
Callections on account in October s (121,088)
Ending accounts receivable s 136,865
. Beginning accounts payable g 145,500
Purchases on account in October $ 267,204
Payments on accounts in October 3 )
Ending accounts payable $ 135170

Smart grading.

When it comes to studying, time is precious.

Connect Accounting helps students learn more

efficiently by providing feedback and practice

material when they need it, where they need

it. When it comes to teaching, your time also is

precious. The grading function enables you to:

* Have assignments scored automatically, giving
students immediate feedback on their work and
side-by-side comparisons with correct answers.

* Access and review each response; manually
change grades or leave comments for students to
review.

* Reinforce classroom concepts with practice tests
and instant quizzes.

Instructor library.

The Connect Accounting Instructor Library is your
repository for additional resources to improve
student engagement in and out of class. You can
select and use any asset that enhances your lecture.
The Connect Accounting Instructor Library includes:



¢ PowerPoint presentations

* Accounting videos

* Instructor’s Manual

Student study center.

The Connect Accounting Student Study Center is
the place for students to access additional resources.
The Student Study Center:

» Offers students quick access to lectures, practice
materials, an eBook, and more.

* Provides instant practice material and study
questions, easily accessible on the go.

¢ Gives students immediate feedback on their work.

Student progress tracking.

Connect Accounting keeps instructors informed

about how each student, section, and class is

performing, allowing for more productive use of
lecture and office hours. The progress-tracking
function enables you to:

e View scored work immediately and track
individual or group performance with assignment
and grade reports.

* Access an instant view of student or class
performance relative to learning objectives.

e Collect data and generate reports required by
many accreditation organizations, such as AACSB
and AICPA.

home [[1.1¢:14% reports

reports

section performance
81.79%* overall section average for 3 assignment(s)

A\ 0 student(s) have an overall average between 0-59%

100
&
L
S
2
0

report types

score(%

assignments

“As of 05/23/2009 10:45 AM CDT

assignment results
‘See student scores in high, medium and low ranges.

student performance
Quickly review an individual student's performance.

assignment statistics
Mean, highest, lowest scores on each assignment

item analysis
How your students scored on each assignment item

category analysis
Performance based on item category criteria you chaose

McGraw-Hill Connect Plus Accounting.
McGraw-Hill reinvents the textbook learning
experience for the modern student with Connect
Plus Accounting. A seamless integration of an
eBook and Connect Accounting, Connect Plus
Accounting provides all of the Connect Accounting
features plus the following:

* An integrated eBook, allowing for anytime,
anywhere access to the textbook.

* Dynamic links between the problems or
questions you assign to your students and the
location in the eBook where that problem or
question is covered.

* A powerful search function to pinpoint and
connect key concepts in a snap.

In short, Connect Accounting offers you and
your students powerful tools and features that
will optimize your time and energies, enabling
you to focus on course content, teaching, and
student learning. Connect Accounting also
offers a wealth of content resources for both
instructors and students. This state-of-the-

art, thoroughly tested system supports you in
preparing students for the world that awaits.

For more information about Connect, go to
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on the notion of assurance of learning, an
important element of some accreditation standards.
Fundamentals of Cost Accounting is designed
specifically to support your assurance of learning
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course. You can then use the reporting features
of EZ Test to aggregate student results in a similar
fashion, making the collection and presentation of
assurance of learning data simple and easy.
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Product Specialists 24 hours a day to get
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