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Chapter 1 Cost Accounting Theory
The accountant’s role in the organzation:
 Management accounting, Financial accounting, and cost accounting
 Financial accounting: focuses on reporting to external parties. It measures and
records business transactions and provides financial statements that are based on
generally accepted accounting principles (GAAP)/ IFRS.
 Management accounting: measures, analyzes, and reports financial and
nonfinancial information that helps managers make decisions to fulfill the goals of
an organization.
 Cost accounting: measures, analyzes, and reports financial and nonfinancial
information relating to the costs of acquiring or using resources in an organization.
Cost accounting provides information for management accounting and financial
accounting.

 Strategic decision and Management accountant
Management accountants contribute to strategic decisions by providing information
about the sources of competitive advantage. Management accounting information helps
managers formulate strategy by answering questions such as the following:
1. Who are our most important customers, and how can we be competitive and
deliver value to them?
2. What substitute products exist in the marketplace, and how do they differ from
our product in terms of price and quality?
3. What is our most critical capability? Is it technology, production, or marketing?
How can we leverage it for new strategic initiatives?
4. Will adequate cash be available to fund the strategy, or will additional funds need
to be raised?
 Value chain and supply chain analysis and key success factor

 Value chain is the sequence of business functions in which customer usefulness is
added to products. Six primary business functions: research and development, design,
production, marketing, distribution, and customer service.
 Supply chain: the parts of the value chain associated with producing and delivering a
product or service—production and distribution
 Key Success Factors: Customers want companies to use the value chain and supply
chain to deliver ever improving levels of performance regarding: Cost and efficiency,
Quality, Time, Innovation.
 Decision making, planning, and control: The five step decision making process
 The five step decision making:
1. Identify the problem and uncertainties
2. Obtain information
3. Make predictions about the future
4. Make decisions by choosing among alternatives
5. Implement the decision, evaluate performance, and learn.
 Example: How Accounting Aids Decision Making, Planning, and Control at the Daily
News:

 Key management accounting guidelines
Three guidelines help management accountants provide the most value to their
companies in strategic and operational decision making: Employ a cost-benefit approach
(Resources should be spent if the expected benefits to the company exceed the expected
costs.), give full recognition to behavioral (encourage managers and other employees to
strive for achieving the goals of the organization) and technical (providing the desired

information in an appropriate format and at the preferred frequency) considerations,
and use different costs for different purposes.
 Organizational structure and the management accountant
Where does the management accounting function fit into an organization’s structure?
Management accounting is an integral part of the controller’s function in an organization.
In most organizations, the controller reports to the chief financial officer, who is a key
member of the top management team.
 Profesional ethics
Management accountants have ethical responsibilities that relate to competence,
confidentiality, integrity, and credibility.

Part 2
2. Schedule Cost of Goods Manufactured and Income Statement
Coalie Ltd is a coffee manufacturing company. It buys coffee beans from several plantations
from the area and processes them into high quality coffee. The company ask you to prepare income
statement for the period of 2017. Information provided to prepare the financial statement were as
follows:
Information:
1. Beginning inventory of raw material during Jan 2017: $2.500. Purchase of raw material in
2017: $47.000. Raw materials issued to production in 2017 were $46.000.
2. Total payroll paid in 2017: $53.000, 50% for direct labor, 30% for salesman salaries, 10%
salaries of BOD and secretaries, while the rest is for indirect labor
3. Electricity expenses: $15.000, 40% for machines grinding the coffee, 30% for sales and
administrative office, and the rest is for factory building.
4. Depreciation expenses for stitching machine was $3.200, depreciation for factory building
$2.100, warehouse $1.200, car depreciation (for sales purposes) $1.000
5. The company rented the office building for sales and administrative purposes. Rental
expenses were prepaid for one whole year in the amount of $6.000. Rental period began on
June 1st 2017.
6. Other expenses incurred by the company were as follows, (1) machine maintenance $800,
(2) office supplies $200, (3) research and development $500, gain on sale of fixed asset
$700, indirect material $5.600, (6) advertising and promotion $4.300, (7) other FOH $1.300,
(8) interest expenses $400, (9) income tax expenses $13.600
7. Beginning WIP inventory were $1.400, while ending WIP inventory $2.100
8. Beginning finished goods inventory were $2.800, while ending finished goods inventory
%3.200
9. Revenue for 2017 were $189.700
Based on the information above, answer the following question:
1. Calculate prime cost and conversion cost for 2017
2. Calculate ending raw material inventory for 2017
3. Prepare Cost of Goods Manufactured Statement for 2017
4. Prepare Cost of Goods Statement for 2017
5. Prepare Income Statement for 2017

Part 3
Cost Behaviour
1. DoSilasol Company has assembled the following data pertaining to certain costs that cannot be
easily identified as either fixed or variable. Then DoSilasol Company has heard about a method of
measuring cost functions called the high-low method and has decided to use it in this situation.
The following data for working hours and costs incurred for the past 12 periods:

Period
1
2
3
4
5
6
7
8
9
10
11
12

$
$
$
$
$
$
$
$
$
$
$
$

Cost
100,000
120,000
110,000
130,000
95,000
115,000
105,000
125,000
105,000
125,000
115,000
140,000

Working Hours
205,000
240,000
220,000
260,000
190,000
235,000
215,000
255,000
210,000
245,000
200,000
280,000

Required:
A. Estimate the cost function for the period data using the high-low method.
B. Plot and comment on the estimated cost function.

C. DoSilasol Company anticipates that working time would be 6 million minutes in period 13.
Calculate the predicted maintenance costs in period 13 using the cost function estimated in
requirement 1.
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Answer Part 2:
PROBLEM 1:
A. The cost function for the period data using the high-low method:

Highest observation of cost drivers (Q12)
Lowest observation of cost drivers (Q5)
Difference

Cost Driver (Working hours)
140,000
95,000
45,000



Slope Coefficient=



Y= a + bX  (we can chose the highest or the lowest),
Assumption we use the highest observation cost driver:
280,000 = a + (2*140,000)
a
=0
Y
= 0 + 2X

Cost
$280,000
$190,000
$90,000

= $2/hour

B. Plot and High-Low Line:



Comment:
Economic plausibility. The cost function shows a positive economically plausible
relationship between working-hours and costs. There is a clear-cut relationship of higher
working-hours and costs.



Goodness of fit. The high-low line appears to fit the data well. The vertical differences
between the actual and predicted costs appear to be quite small.



Slope of high-low line. The slope of the line appears to be reasonably steep indicating that,
on average, Costs in a period vary with working-hours used.

C. Using the cost function estimated in 1, the predicted cost for 6 million minutes:


6 million minutes =



Predicted costs would be $2 × 100,000 = $200,000.

= 100,000 hours

DoSilasol Company should budget $200,000 in period 13 because the relationship between
working-hours and costs in this case is economically plausible, has an excellent goodness of
fit, and indicates that an increase in working-hours in a period causes costs to increase in the
period.

PROBLEM UTS SEMESTER GASAL 2014-2015:
a. Linear cost function equation:


COGS/Unit

=

= $200

Commisions/unit

=

= $18

Total Cost

= Total Fixed Cost + Total Variable Cost
= ($70,000 + $157,000 + $15,000) + ($200 + $18)Q
= $242,000 + 218Q

b. Estimated Cost:
Total Cost if sells 3,000 units

= $242,000 + 218 * 3000
= $242,000 + $654,000
= $896,000

c. Solution Store used Account Analysis Method, based on the unit sold that period.

Part 4
Job Costing:
(Actual Costing, Normal Costing, Standard Costing, Journal Recording with standard costing)
UTS SEMESTER GASAL 2014-2015:

Answer:
1. Journalize each transaction:
Elegant Tailor
General Journal
For the Period ended September 2014
(in Rp,-)
a. Raw Material Inventory
Account Payable
b. WIP Inventory – 601
WIP Inventory – 602
WIP Inventory – 603
FOH – Control
Raw Material Inventory
c. WIP Inventory – 601
WIP Inventory – 602
WIP Inventory – 603
FOH – Control
Cash
d. FOH – Control
Accumulated Deprecation
Cash
e. WIP Inventory – 601
WIP Inventory – 602
WIP Inventory – 603
FOH – Allocated
f. Finished Good Inventory – 601
Finished Good Inventory – 602
WIP Inventory – 601
WIP Inventory – 602
g. Account Receivable/Cash
Sales
COGS
Finished Good Inventory – 601
2. Ending Balance:
 Raw Material Inventory



WIP Inventory:
WIP Inventory – 603
Finished Good:
FG Inventory – 602

3. FOH – Allocated
FOH – Control
Over Allocated
4. Write off Over Allocated :

120,000,000
120,000,000
16,000,000
24,000,000
30,000,000
10,000,000
80,000,000
8,000,000
10,000,000
14,000,000
6,000,000
38,000,000
56,000,000
36,000,000
20,000,000
16,875,000
26,250,000
31,875,000
75,000,000
40,875,000
60,250,000
40,875,000
60,250,000
80,000,000
80,000,000
40,875,000
40,875,000

= Rp15,000,000 + Rp120,000,000 – Rp80,000,000
= Rp55,000,000
= Rp75,875,000
= Rp60,250,000
= Rp75,000,000
= (Rp72,000,000)
= Rp3,000,000

FOH – Allocated
COGS
FOH – Control

Rp75,000,000
Rp3,000,000
Rp72,000,000

5. In recording the amount of production cost:

6. WIP Inventory – 601
DM related Variance
Raw Material Inventory

Rp15,500,000
Rp500,000
Rp16,000,000

Part 5
Process Costing
Juniper Company manufactures single product in 2 departments, Cutting and Finishing. Units of
product are started in the cutting department and then transferred to finishing department
when they are completed. Units are inspected at the 80% stage of production process in the
finishing department. Goods unit are transferred to finished goods inventory. Normal
spoilage are determined at 5% of goods units inspected.
At the end of June, 500 units were still in process in the Finishing Department, 70% complete. During
July, 4.500 units were transferred from cutting department to the finishing department, and
3.800 units transferred from the finishing department to finishing goods inventory. At the
end of July, the finishing department still had 800 unit in process, 60% complete.
There are four types of material added in the finishing department. The first material all are added at
the beginning if process, the second material all are added when the production reach 40%
stage, the third material all are added when the production reach 70% stage, while the
fourth material all are added when the productions reach 90% stage. Data related to
finishing department on July were as follows:

Cost Charged to Finishing
Department
Cost from cutting department

Cost of beginning inventory

Cost added to this period

544.500

4.903.200

Cost of material 1

61.500

555.750

Cost of material 2

-

1.172.800

Cost of material 3

-

1.451.814

Cost of material 4

-

1.735.764

Conversion costs

112.500

3.337.500

total

718.500

13.156.828

Based on the information:
1. Prepare cost of production report for the month of July for Finishing Department
2. Prepare the necessary journal entries for finishing department
3. Calculate cost per unit of the goods unit transferred to finished goods inventory

WIP Department Finishing

4.916.128

Raw Material Inventory

WIP Department Finishing

4.916.128

3.337.500

Conversion Costs allocated

Finished goods inventory

3.337.500

11.854.712

WIP department finishing

Loss from abnormal spoilage
WIP department finishing

11.854.712

502.576,20
502/576,20

