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Preface

Studying cost accounting is one of the best business investments a student can
make. Why? Because success in any organization —from the smallest cornerstore to
the largest multinational corporation—requires the use of cost accounting concepts
and practices. Cost accounting provides key data to managers for planning and con-
trolling, as well as costing products, services, and customers. Topics covered in this
book also are of great value in personal financial management. For example, gaining
an understanding of budgeting yields lifelong returns.

The central focus of this book is how cost accounting helps managers make
better decisions. Cost accountants are increasingly becoming integral members of
decision-making teams instead of just data providers. To link to this decision-making
emphasis, the “different costs for different purposes” theme is used throughout this
book. By focusing on basic concepts, analyses, uses, and procedures instead of proce-
dures alone, we recognize cost accounting as a managerial tool for business strategy
and implementation. We also prepare students for the rewards and challenges facing
them in the professional cost accounting world both today and tomorrow.

STRENGTHS OF THE NINTH EDITION RETAINED AND ENHANCED

Reviewers of the ninth edition praised the following features, which have been re-
tained and strengthened in the tenth edition:

@ Exceptionally strong emphasis on managerial uses of cost information
@ Clarity and understandability of the text

@ Excellent balance in integrating modern topics with existing content
¢ Emphasis on human behavior aspects

® Extensive use of real-world examples

@ Ability to teach chapters in difference sequences

¢ Excellent quantity, quality and range of assignment material

The first thirteen chapters provide the essence of a one-term (quarter or semester)
course. There is ample text and assignment material in the book’s twenty-three
chapters for a two-term course. This book can be used immediately after the stu-
dent has had an introductory course in financial accounting. Alternatively, this book
can build on an introductory course in managerial accounting.

Deciding on the sequence of chapters in a textbook is a challenge. Every in-
structor has a favorite way of organizing his or her course. Hence, we present a
modular, flexible organization that permits a course to be custom-tailored. This or-
ganization facilitates diverse approaches to teaching and learning.

As an example of the book’s flexibility, consider our treatment of process cost-
ing. Process costing is described in Chapters 17 and 18. Instructors interested in
filling out a student’s perspective of costing systems can move directly from job-or-
der costing described in Chapter 4 to Chapter 17 without interruption in the flow
of material. Other instructors may want their students to delve into activity-based
costing and budgeting and more decision-oriented topics early in the course. These
instructors may prefer to postpone discussion of process costing.

CHANGES IN CONTENT AND PEDAGOGY OF THE TENTH EDITION

The pace of change in organizations continues to be rapid. The tenth edition of
Cost Accounting reflects changes occurring in the role of cost accounting in organi-
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zations and in research on cost accounting. Examples of key additions and changes
in the topic areas of the tenth edition are:

L. Increased coverage of strategic uses of cost information. A new chapter (13) on Strat-
egy, Balanced Scorecard, and Strategic Profitability Analysis discusses the applica-
tions of management to strategy, implementation of strategy, and the balanced
scorecard to evaluate strategy, reengineering and downsizing, strategic profitability
analysis, and productivity measurement.

2. Activity-based costing (ABC) introduced in a single chapter (Chapter 5) with explicit
linkages to simpler job-costing systems (presented in Chapter 4). New ABC-related
material on budgeting (Chapter 6), variance analysis (Chapters 7 and 8), overhead allo-
cation (Chapter 14), and customer-profitability analysis (Chapter 16) has been added.

3. Increased attention to decision uses of cost accounting information. This increase occurs
in many topic areas, such as activity-based costing (Chapter 5), variance analysis
(Chapters 7 and 8), capacity analysis (Chapter 9), relevant costs and prices (Chap-
ters 11 and 12), and cost allocation (Chapter 14).

4. Systematic incorporation of new and evolving management thinking including supply
chain analysis (Chapters 1 and 20), theory of constraints (Chapter 19), intangible
asset valuation (Chapter 21), and EVA (Chapter 23).

5. Incorporating advances in technology into coverage of topics. This addition includes
the use of web-technology to fast-track the budgeting process (Chapter 6), use of
“push” technology in airline pricing decisions (Chapter 11), and use of the internet
in corporate purchasing/supply-chain analysis (Chapter 20).

Major Changes in Content and Sequence

The overwhelming feedback from instructors and students was for a reduction in
length. We have reduced the number of chapters in the tenth edition to 23 (from 26 in
the ninth edition). This was achieved by consolidating the coverage in three topic areas
(cost allocation, inventory management and JIT, and capital budgeting) from two
chapters in each case in the ninth edition to a single chapter in the tenth edition. One
chapter in the ninth edition (Chapter 24) was eliminated and much of its content in-
corporated into other chapters. In addition, special attention has been given to stream-
lining presentations in every chapter of the book as well as providing better and clearer
explanations. Each chapter was scrutinized by knowledgeable critics before a final draft
was completed. The result is a shorter and more student-friendly book.

Specific major changes in content and-in the sequence of individual chaprers are:

1. Chapter 4 now covers the basics of job costing methods, using manufacturing as
the detailed example followed by examples from the service and merchandising sec-
tors. Chapter 5 is a new chapter on activity-based costing that uses a new illustrative
example and draws on material in both Chapters 4 and 5 of the ninth edition. The
same seven-step approach to job costing used in Chapter 4 of the tenth edition is
contained in Chapter 5. Chapter 5 focuses on how ABC modifies the implementa-
tion of the basic steps. The cost hierarchy is discussed as an integral part of Chapter
5. These two chapters explain product costing using a single cost-pool system, a de-
partmental costing system, and an ABC system. Chapter 5 also presents activity-
based management (ABM), using ABC information for management decisions.

2. Chapter 13 is a new chapter that describes the applications of management ac-
counting to strategy. This chapter covers topics on the implementation of strategy
using the balanced scorecard, a new method by which accounting information can
be used to evaluate strategy, reengineering, and downsizing.

3. Chapters 14 through 23 of the tenth edition have been restructured to consoli-
date material in the ninth edition:
¢ Chapter 14 on “Cost Allocation” consolidates Chapters 13 and 14 of the ninth
edition.

¢ Chapter 20 on “Inventory Management, Just-in-Time, and Backflush Cost-
ing” consolidates Chapters 20 and 21 of the ninth edition.



¢ Chapter 21 on “Capital Budgeting” consolidates Chapters 22 and 23 of the
ninth edition.

¢ Chapter 13 Appendix (“Productivity Measurement”) of the tenth edition
draws on material from Chapter 24 of the ninth edition.

@ Chapter 16 Appendix (“Mix and Yield Variances for Substitutable Inputs”) of
the tenth edition draws on material from Chapter 24 of the ninth edition.

¢ Chapter 17 Appendix (Operation Costing) draws on material from Chapter
20 of the ninth edition.

4. Chapter 17 (Process Costing) has been rewritten, using the five-step approach of
the eighth edition, in place of the four-step approach used in the ninth edition. The
concept of equivalent units and the steps in the various methods of process costing
(weighted-average, FIFO, and standard costing) are explained in more detail. Chap-
ter 18 (Spoilage, Rework, and Scrap) uses the same five-step approach in Chapter
17 of the tenth edition.

5. Numerical company examples in key chapters have been updated or revised to
streamline the exposition and provide better explanations. Chapter 6 has a new
budgeting example of budgeting for a furniture manufacturer. Chapter 9 has a sin-
gle coordinating example to illustrate year-by-year differences among absorption,
variable, and throughput costing. Chapter 11 has a new example of relevant rev-
enues/relevant costs for sales office closings. Chapter 16 has a new example to illus-
trate sales variance analysis in multi-product settings.

The Solutions Manual for instructors includes a chapter-by-chapter listing of the
major changes in the text of the tenth edition.

Assignment Material

The tenth edition continues the widely applauded tight link between text and as-
signment material formed in previous editions. We have also significantly expanded
the assignment material, provided more structure, and added greater variety.

End-of-chapter assignment material is divided into four groups: Questions,
Exercises, Problems, and a Collaborative Learning Problem. Questions require stu-
dents to understand basic concepts and the meaning of key terms. Exercises are
short, structured assignments that test basic issues presented in the chapter. Prob-
lems are longer and more difficult assignments. Each chapter has an ethics-related
problem. The Collaborative Learning Problem is the last assignment in each chap-
ter. These problems are group assignments that require students to think critically
about a particular problem or specific business situation.

ILLUSTRATIONS OF ACTUAL BUSINESSES

Students become highly motivated to learn cost accounting if they can relate the
subject matter to the real world. We have spent considerable time interacting with
the business community, investigating new uses of cost accounting information and
gaining insight into how changes in technology are affecting the roles of cost ac-
counting information. Real-world illustrations are found in many parts of the text.

Concepts in Action Boxes. Found in many chapters, these boxes discuss how cost
accounting concepts are applied by individual companies. Examples are drawn from
many different countries, including the United States (Cummins Engine on p. 9,
Colorscope on p. 108, Wells Fargo Bank on p. 154, Commonwealth Edison on
p. 309, American Airlines on p. 391, and Cincinnati Bengals on p. 758), Brazil
(Volkswagen on p. 386), Canada (Toronto Dominion Bank on p. 190), Germany
(Mueller Lehmkuhl on p. 72), Indonesia (Asia-Pacific Rayon on p. 269), and the
United Kingdom (Cooperative Bank on p. 342 and Allied-Signal Skelmersdale on
p. 694).

New boxes covering the use by managers of the internet have been added.
These include budgeting (p. 190), pricing decisions (p. 391), and procurement/sell-
ing (p. 722).
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These Concepts in Action boxes cover a diverse series of industries including
airline transportation, automobiles, banking, ceramics, computers, electronics,
electric utilities, internet equipment, manufacturing, leasing, and sporting teams.

Surveys of Company Practice Boxes.  Results from surveys in more than 15
countries are cited in the many Surveys of Company Practice boxes found through-
out the book. Examples include:

@ Actvities of a management accountant (p. 14)—cites evidence from the
United States and Canada.

€ Management purposes for classifying costs (p. 34)—cites evidence from Aus-
tralia, Japan and the United Kingdom

® Activity-based cost information (p. 151)—cites evidence from United States,
Canada, Ireland, New Zealand and the United Kingdom

@ Standard costs (p. 226)—cites evidence from United States, Ireland, Japan,
Sweden and the United Kingdom.

® Variable costing (p. 302)—cites evidence from the United States, Canada,
Ireland, Japan, Sweden, and the United Kingdom.

@ Pricing practices (p. 438)—cites evidence from the United States, Australia,
Ireland, Japan and the United Kingdom.

@ Purposes of cost allocation (p. 499)—cites evidence from the United States,
Australia, Canada, and the United Kingdom.

¢ Customer profitability analysis (p. 585)—cites evidence from the United
States, Australia and the United Kingdom.

¢ Capital budgeting practices (p. 761)—cites evidence from the United States,
Australia, Canada, Ireland, Japan, Scotland, South Korea, and the United
Kingdom.

@ Transfer pricing practices (p. 802)—cites evidence from the United States,
Australia, Canada, India, Japan, New Zealand, and the United Kingdom.

® Performance measures (p. 831)—cites evidence from the United States, Aus-
tralia, Germany, Italy, Japan, Sweden, and the United Kingdom.

This extensive survey evidence enables students to see that many of the concepts
they are learning are widely used around the globe.

Photos from Actual Companies. All chapters open with a photo that illustrates
an important concept discussed in that chapter. These photos feature many different
companies including Boeing (p. 327), Carlton Hotel (p. 821), The Gap (p. 377),
General Motors (p. 135), John Deere (p. 95), PepsiCo (p. 27), Symantec (p. 59),
"Tabasco (p. 607), Xerox (p. 675), and Yahoo! (p. 1).

Each Concepts in Action box also has an accompanying photo.

SUPPLEMENTS TO THE TENTH EDITION

A complete package of supplements is available to assist students and instructors in
using this book. Supplements available to students include the following:

¢ Student Guide and Review Manual by John K. Harris.

¢ Student Solutions Manual by Charles T. Horngren, George Foster, and
Srikant M. Datar.

¢ Computerized Applications in Cost Accounting by David M. Buehlmann
and Dennis P. Curtin.

¢ ABC CD-ROM EasyABC Quick™ helps you create a model of a business
and identify and analyze the real costs associated with activities, processes, and
products. EasyABC Quick includes extensive on-line help and is an important
tool to help accelerate learning and understanding of activity-based costing.



¢ PHLIP/CW (Prentice Hall’s Learning on the Internet Partnership/Com-
panion Web site at www.prenhall.com/horngren) offers the most expansive
Internet-based support available. Our Web site provides a wealth of resources
for students and faculty.

¢ Spreadsheet Templates by Albert Fisher, Community College of Southern
Nevada. ‘

Supplements available to instructors include the following:

® Annotated Instructor’s Edition with annotations by Robert J. Capettini,
San Diego State University.

¢ Instructor’s Manual and Media Guide by Jean L. Hawkins, William Jewell
College.

Test Item File by Marvin L. Bouillon, Iowa State University, and Thomas
Hoar, Houston Community College.

2
¢ Prentice Hall Custom Test by ESA, Inc.
L 2

Solutions Manual by Charles T. Horngren, George Foster, and Srikant M.
Datar.

Solutions Transparencies by Horngren, Foster, and Datar.

Solutions Manual for Computerized Applications in Cost Accounting by
David M. Buehlmann and Dennis P. Curtin.

Solutions to Spreadsheet Templates by Albert Fisher

Videos: Beverly Amer, Northern Arizona University

Powerpoint Presentation: Olga Quintana, University of Miami

WebCT Customize your own on-line accounting course with WebCT. You
can create full-length on-line courses or simply produce on-line materials to
supplement existing courses. Even if you have no technical experience or

technical knowledge, WebCT is easy to use.

¢ PHLIP/CW (Prentice Hall's Learning on the Internet Partnership/Com-
panion Web site at www.prenhall.com/horngren) offers the most expansive
Internet-based support available. Qur Web site provides a wealth of resources
for students and faculty.
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