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Providing
Clear
NV o

finding yourself in tall grass: surrounded

by dense concepts and far from the

path to mastery. Fundamentals of Cost
L e e Accounting gives students a clear view

el : by lifting them above the overgrowth. By
focusing on the fundamental concepts
that students will need and employing
damentals of a conversational writing style that keeps

COST ACCQUNTH\]G 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:

W. Anderson

N. Maher

ZOell wiitten, clear and concise. . . . géueé students the
basics but eliminates a Lot of the én-oéeyaé/; material that
tends te oanfuoe stwdents and have them Lose 009/1,15 of the
omr)cﬂ/fﬂné C/CTWC@ té t/Le« @@(«é(x(/&té Altﬂl?ébé ﬂlf\réé 6&060“550(«‘(1—
9ueoéoono at the e,ncé crf the c//ta}aée,‘b are excellent discussion
}aaénto foz either in-class discusscon ot cpritten tatke-bhome

}azaélemé .

Michael Fedoryshyn
St. Jobn Fisher College




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.

Conciseness

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.

intmateﬁa&ow (sswes.

... an excellent text fm, instructors cxho are loo
a cost Moountéwg text to faééa&q a fcnmoo»l accot
text. ?t ;auruéaéw coverage af traditional me«t/pccé.isr

teowueo and bhas Qeemé ex;almatéam of meas

Relevance

Each chapter of Fundamentals
Accounting opens with a real
faced by a manager in a varie
vice and manufacturing compani
Debrief feature links the topics
chapter to the decision dile
by the manager in the opening
In Action boxes in the text hig
related issues reported in the bu
press and the authors’ own exp
with companies where they ha
or conducted research.

NEW to this edition, the autho;s
tied the chapter opening vigne
Action box to demonstrate the r¢
of cost accounting to the real wor

University of M

2 E [ A ] great text that shoeys many aééffezewt 4
cost accounting—not yust a numée@-mow t&xﬁ

Morehead




LEARNING OBJECTIVES
After reading this chapter, you should be able to:

‘_m-l Understand the reasons for estimating fixed and

costs using

Estimate costs using account analysis.

L.0.2
L.O0.3
L.0.4 Estimate costs using statistical analysis.
L.0.5 Interpret the results of regression output.
L.0.6

Identify p with regr data.

into the

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

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-

ng Vignettes
ometimes wonder how
with their future?
with a vignette where
>ds cost accounting

took for granted in doing those problems. We were al-
ways given the data. Now | know that doing the analy-
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

tions for pricing services. Although | am in a different
industry, the basic principles still apply.

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.

Why Estimate Costs?
When make decisi they need to pare the costs (and benefits) among
alternative actions. Therefc need to esti the costs iated 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

After considering the cost estimates in Exhibit 5.8, Charlene
commented:

Although there is a range in the estimates, all of
the estimates are below my expected revenues.
This means | am not going to spend more time on

chapter, we discuss how to the cost data required for decision making. Cost es-
(0 : timates can be an important el in helping make decisions that add value
a better decision. This gl
e rest of the chapter and
s to think of concepts in
The Debrief Debrief

Do your students understand how
to apply the concepts in each

IS stoicion b boer very ekl for e Fist | fing the cost T chapter to become better decision
IaTed s diron regardless of which estimate | think s best, my de- 5 ;
costof a ne e importart, makers? All chapters now end with

cision will be the same.

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 In
Action examples are

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

ent for marketing and
drawn from contem- |_| e :gc must charge S50 r seatt
porary journals and i o
the authors’ own ex- 2
periences and illus- e
trate how to apply s n
cost accounting % T

methods and tools.

and efforts to grow market share, as in the following exam-  However, managers at the parent company of go! (Mesa

ples: Airlines) disputed the estimates with a CVP analysis of their
Aloha Airlines CEO David Banmiller and C. Thomas own:.
Nulty, senior vice president for :

Critical Analysis and Discussion Questions

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.

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 /n 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?

13-10. 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?

13-11. 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?

13-12. What is the difference between the planning and the control functions of the budget? What
problems do these differences create?

13-13. When might the master budget start with a forecast of something other than sales, for ex-
ample, producnon" Why?

13-14. In some ions (firms, ies, 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 fi ing.” C on this

jaccounTing

13-16. Estimate Sales Revenues (L.O.3)
SVl is 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 facturing 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

SVI's issil for the coming year.

chapter mate
quality and

Integrative Cases

Cases can generate classroom

8-49. Show Cost Flows: l-'[l-‘O“ hod. OV!FOI" d Overhead

Ve C

discussion or be the basis for good team
tile price of fine materials it uses in p

g to produce stuffed bears and FIFO process costing
to account for its production costs. lt uses FIFO because costs are quite unstable due to the vola-

projects. These integrative cases, which
rely on cost accounting principles from

: balances at the start of the current period:
previous chapters as well as the current

Overhead is applied on the basis ofdnect labor costs, and the apphcauon rate has not clunged over
the period covered by the problem. The Work-in-Process Inventory account showed the following

The bears are pi d through one d

chapter, ask students to apply the o s
different techniques they have learned i M

to a realistic situation.

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




‘goal in the third edition remains
in the previous two editions—to

L accounting text that lets the student
velopment of cost accounting
echniques as a natural response to
ing. We emphasize the intuition
epts and work to minimize the
morize.” We believe that students
this intuition will, first, develop
ion of what cost accounting is
second, will have an easier time

ing new developments that arise
careers. Each chapter clearly
learning objectives, highlights
real-world examples, and identifies
al issues arise and how to think about
Each chapter includes at least one
case that illustrates the links among

e material from the perspective
preparer of information as well as

1l use the information. We do this so
ounting majors and those students
her careers will appreciate the issues
y and using the information. The
mettes now tie to one of the /n Action
the chapter to highlight the relevance
ting to today’s business problems.
d edition, all chapters end with a
links the topics in the chapter to the
blem faced by the manager in the
ynette.

-chapter material has increased by
rcent, and more than 50 percent of
retained from the second edition has
sed. Throughout the revision process,
retained the clear writing style that is
cited as a strength of the text.

SIDDEE 1)

Chapter 1 Cost Accounting: Information for

Decision Making

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

* Updated In 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 In 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

* Revised cost diagrams to provide consistent
formatting.

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

* New Integrative Case.

Chapter 10 Fundamentals of Cost
Management

* 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.

* 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 B

* New In Action item illustrating t
to control cash flow.

* Five new questions, exercises,

Chapter 14 Business Unit Perfc
Measurement
 Six new questions, exercises, and

Chapter 15 Transfer Pricing

* Moved discussion of “Perfect Int
Markets with Quality Differences
to improve flow of material.

» New In Action item based on W
* Five new questions, exercises,

Chapter 16 Fundamentals of
* Six new questions, exercises, an

Chapter 17 Additional Topics
Analysis ;
* New introductory paragraph tb; i

from Chapter 16 more clearly.
* Six new questions, exercises, ani
Chapter 18 Nonfinancial and Mi
Measures of Performance

* New In Action feature on the pr
loyal customers. :

* New discussion of productivity
productivity.

* Six new questions, exercises, and
Appendix Capital Investment '
Overview

* Revised questions, exercises,



McGraw-Hill digital assets and course
nt tools to enhance your classroom,
brid course.

Connect
\ Succeed”

Accountmg

makes t easy for you 1o better connect your
‘students with thelr coursework.

Connect Accounting is an online

nt and assessment solution that

dents with the tools and resources

| to achieve success.

/-Hill Connect Accounting helps pre-

nts for their future by enabling faster

‘more efficient studying, and higher
knowledge.

Connect Accounting

unting offers a number of powerful
atures to make managing assignments
culty can spend more time teaching.
ct Accounting, students can engage
coursework anytime and anywhere,

e learning process more accessible

. Connect Accounting offers you the
ibed below.

gnment management.

Accounting, creating assignments
_ever, SO you can spend more time

nd less time managing. The assignment
nt function enables you to:

* 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
O e m— 0
1. =

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
Teview.

* 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:

* 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.

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

[ (G G
reports
‘section performance L
81.79%" overat schon sverage tor 3 assigrment(s)
A\ 0 student(s) have an overall average between 0-59%

report types
assignment results

“As of OR/ZI0 1045 AM COT

student parformancs
Ouiciey review sn ndvidusl SoenC's performence.

ansignment staststies
lmmwmmmw

e analysts
Haw your students scored on each assigament 2em.

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 p:
connect key concepts in a snap.

In short, Connect Accounting offers

your students powerful tools and
will optimize your time and energi
you to focus on course content, t
student learning. Connect Accou
offers a wealth of content resources
instructors and students. This state
art, thoroughly tested system supp
preparing students for the world th:

www.mcgrawhillconnect.com, or ¢
your local McGraw-Hill sales rep:!
Tegrity Campus: Lectures 2
Tegrity Campus is a service that
makes class time available 24/7
by automatically capturing every  L/lIS8
lecture in a searchable format for
students to review when they study and
assignments. With a simple one-click st
stop process, you capture all computer
and corresponding audio. Students can
part of any class with easy-to-use brov
viewing on a PC or Mac.

Educators know that the more s
see, hear, and experience class reso
better they learn. In fact, studies pro
Tegrity Campus, students quickly recz
moments by using Tegrity Campus’s t
search feature. This search helps stud
ciently find what they need, when the
across an entire semester of class r
turn all your students’ study time into
moments immediately supported b

To learn more about Tegrity wal
Flash demo at http://tegrity mpu

Assurance of Learning Re
Many educational institutions today a
on the notion of assurance of learning,
important element of some accredi
Fundamentals of Cost Accounting is
specifically to support your assurance
initiatives with a simple, yet powerful

Each test bank question for Fus
of Cost Accounting maps to a specifi
learning outcome/objective listed in
can use our test bank software, EZ Te
Test Online, or in Connect Accountin
ily query for learning outcomes/
directly relate to the learning obje
course. You can then use the reporting
of EZ Test to aggregate student results |
fashion, making the collection and
assurance of learning data simple and



tement

Hill Companies is a proud corporate
CSB International. Understanding

- and value of AACSB accreditation,
of Cost Accounting, 3e, recognizes
delines detailed in the AACSB
business accreditation by

selected questions in the text and

1e six general knowledge and skill
e AACSB standards.

ts contained in Fundamentals

g, 3e, are provided only as a

of this textbook. The AACSB
coverage and assessment within the
dividual schools, the mission of the
faculty. While Fundamentals of Cost
, and the teaching package make no
specific AACSB qualification or evalu-
e within Fundamentals of Cost Ac-
labeled selected questions according

al knowledge and skills areas.

lay Holmen, University of Wisconsin—

ndance of objective questions and

, this is a valuable resource for in-
prepare their own quizzes and ex-
Available on the Instructor’s Resource
e password-protected side of the
g Center.

ning Center (OLC)
com/lanen3e
nline Learning Center (OLC) that
'mentals of Cost Accounting chap-
. It doesn’t require any building or
on your part. It's ready to go the
and your students type in the URL.

ts study, they can refer to the OLC
such study resources as:

3 quizzes
loadable content
- presentations

ning Center Instructor
mbbe.com/lanen3e)
tected instructor supplements
online. A secured Instructor

Resource Center stores your essential course
materials to save you prep time before class.
The Instructor’s Manual, Solutions, PowerPoint
Slides, and sample syllabi are now just a couple
of clicks away.

Instructor’s Resource CD-ROM:
ISBN-13: 978-007-726921-0 ISBN-10: 007-726921-7

Instructor’s Resource Manual

Prepared by Chiabho Chang, Montclair State
University

Each chapter and appendix includes:
* Chapter Learning Objectives
* Chapter Outline

* Comments and observations concerning the
chapter content, methods of presentation,
and usefulness of specific assignment
material

* Many real-world examples not found in the
text, including Internet assignments, sample
assignment schedules, and suggestions for
using each element of the supplement
package

Available on the Instructor CD-ROM and the
password-protected side of the Online Learning
Center.

Solutions Manual
Prepared by William Lanen, University of Michigan

Solutions to all Discussion Questions, Exercises,
Problems, Cases, and Comprehensive Problems.
Available on the Instructor’s Resource CD-ROM
and the password-protected Instructor side of the
Online Learning Center.

Excel Spreadsheet Templates exce’
This resource includes solutions to
spreadsheet problems found in the
text end-of-chapter material. Available on the
password-protected Instructor side of the Online
Learning Center.

mhhe.com/lanen3e

PowerPoint Presentations
Prepared by Olga Quintana, University of Miami—
Coral Gables

This resource is available on the Instructor’s
Resource CD-ROM and the Online Learning
Center.



Total Study

Package for
Students

Use these McGraw-Hill digital resources to help
you get a good grade in Cost Accounting

McGraw-Hill
Connect Accounting
See page xii for details.
connect

|accounTinG

McGraw-Hill
Connect Plus Accounting
See page xiii for details.

Online Learning Center
www.mhhe.com/lanen3e

Go online and find Online Quizzing, PowerPoint
Presentations, Excel Templates, Connect
Accounting, and Text Updates.

iPod® (and other MP3 devices) Audio
and Visual Downloads

In your car, at your job, wherever you are:

listen or watch chapter-by-chapter MP3 (audio)
and MP4 (video) material (depends on device).
Synced to the textbook, wherever you see the
iPod icon, you have downloadable related study
material from the Web.

Quick Reference to Codes and Icons

eXcel

mhhe.com/lanen3e

Lecture presentations, GO tO

quizzes, and topical www.mhhe.com/lanen3e.
videos available for
download to your
iPod, Zune, or MP3.

Excel templates allow stu-
dents to practice account-
ing like real professionals.

Excel Spreadsheet Templat:
An icon denotes selected end-of-c
that come with Excel spreadsheet
you to use while solving them.

PowerPoint® Slides
Separate from the instructor Powe
this short and manageable supplem
on the most important topics in the
is perfect as a refresher for right b
or as a reference during homework
The student PowerPoint deck is a
Online Learning Center.

McGraw-Hill Customer C
Information

At McGraw-Hill, we understand
most from new technology can be
That's why our services don’t stop
purchase our products. You can
Product Specialists 24 hours a
product training online. Or you
knowledge bank of Frequently
on our support Web site. For cust
call 800-331-5094, or visit www.n
support. One of our Technical Sup
will be able to assist you in a timel

Service icons highlight non-
manufacturing examples.

Writing icons designate
end-of-chapter problem
material that has a writing
component.
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