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PREFACE

Studying cost accounting is one of the best business decisions a student can make.
Why? Because success in any business—from the smallest corner store to the largest
multinational corporation—requires the use of cost accounting principles and prac-
tices. Cost accounting provides key data to managers for planning and controlling,
as well as for costing products, services, and customers. Today especially, as more
and more cost accountants are being called on to become decision makers instead of
data providers, our theme of “different costs for different purposes,” which we stress
throughout the book, is essential for a thorough and useful accounting education. By
focusing on basic concepts, analyses, uses, and procedures instead of procedures
alone, we recognize cost accounting as a managerial tool for business strategy and
implementation, and we also prepare students for the rewards and challenges facing
them in the world of professional cost accounting both today and tomorrow.

STRENGTHS OF THE EIGHTH EDITION RETAINED AND ENHANCED

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

@ Clarity and understandability of the text

@ Coverage of important topics, including current developments in actual prac-
tice

#® Extensive use of real-world examples

@ Excellent quantity, quality, and range of assignment material
¢ Helpful Problems for Self-Study for each chapter

@ Flexible organization through a modular approach

The first fourteen chapters provide the essence of a one-term (quarter or se-
mester) course. There is ample text and assignment material in the book’s twenty-six
chapters for a two-term course. This book can be used immediately after the student
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 mod-
ular, flexible organization that permits a course to be custom-tailored. This organiza-
tion 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 fill-
ing out a student’s perspective of costing systems can move directly from job-order
costing described in Chapters 4 and 5 to Chapter 17 without interruption in the flow
of material. Other instructors may want their students to delve into 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 NINTH EDITION

The pace of change in organizations continues to be rapid. The ninth edition of Cost
Accounting reflects changes occurring in the role of cost accounting in organizations
and in research on cost accounting. We have shortened and streamlined individual
chapters, focused on the major issues facing the management accountant, and
achieved greater integration across chapters. Each chapter was scrutinized by knowl-
edgeable critics before a final draft was reached.

L. Newly evolving management themes. These themes guided us in choosing the topics
to be given increased emphasis.

@ Focus on customers. Chapter 1 takes a customer-driven perspective on changes in
cost accounting. The customer focus is emphasized in many other chapters.
For example, Chapters 11 and 16 include sections on customer costing and
profitability analysis.

@ Key success factors, such as cost, quality, and time. Chapters 8 and 12 include dis-
cussion on cost planning and cost management. Chapter 19 discusses cost
management aspects of quality and time. Chapter 21 describes cost manage-
ment issues in just-in-time environments.

® Total value-chain analysis. The value chain is systematically emphasized
throughout the book. Chapter 1 introduces the value chain. The text in many
areas (such as Chapter 2 on cost drivers, Chapter 6 on budgeting, Chapter 7 on
explanations for variances, and Chapter 12 on pricing decisions) emphasizes
the importance of considering all areas of the value chain. We have also inte-
grated value-chain analysis in our discussion of quality in Chapter 19 and just-
in-time in Chapter 21.

® Dual internal/external focus. Topics such as benchmarking (Chapter 7) and cus-
tomer satisfaction (Chapter 19) highlight the increased attention given to ex-
ternal factors in management accounting. Greater recognition is given to how
cost accounting is expanding its horizons to incorporate environment-related
considerations, for example in capital budgeting (Chapter 22) and performance
evaluation (Chapter 26).

® Continuous improvement. Topics such as kaizen budgeting (Chapter 6) and pro-
ductivity (Chapter 24) focus on the heightened emphasis companies now give
to continuous improvement.

2. Broad coverage of the service sector: The service sector is now the single largest sec-
tor in the economy, and it is sometimes easier to use in teaching because there is no
work in process to consider. Chapter 2 discusses cost concepts in the service sector
as well as in the merchandising and manufacturing sectors. Chapter 4 illustrates job
costing in the service sector. Chapter 16 on revenue analysis, Chapter 22 on capital
budgeting, Chapter 25 on transfer pricing, and Chapter 26 on performance evalua-
tion are discussed using service-sector illustrations.

3. Expanded global content of the text. Our coverage of international business is highly
visible in our continued use of boxed features: Surveys of Company Practice and
Concepts in Action. Both types of boxes, described in more detail later, draw on
businesses from around the globe. In addition, company examples from many differ-
ent countries are cited throughout the chapter material. Chapter 16 on revenue
analysis, Chapter 25 on transfer pricing, and Chapter 26 on performance evaluation
have expanded discussions within multinational contexts.

4. Professional ethics. The ninth edition continues our emphasis on ethics. The
second-to-last problem in every chapter of the book has a component on ethics.
This feature gives the instructor the flexibility to reinforce the importance of ethics
in as many areas as is deemed appropriate.

5. Cost management. The eighth edition expanded its coverage of cost management.
The ninth edition continues this expansion. Each chapter has an explicit discussion



of how the ideas described in it help the management accountant to plan, manage,
and control costs. ‘ i

Activity-based management is integrated into many chapters of the nlnth edition.
Chapter 2 discusses cost drivers and value-added costs. Chapters 4 and 5 illustrate
how an activity-based costing approach can be used to refine ]ob'—cosun.g_systems.
Chapter 6 illustrates activity-based budgeting. Chapter 11 applies act1v1ty-based
costing to decisions regarding adding or dropping customers. Chapter 12 dlscus.ses
how companies can reduce costs by reengineering product design or by reducing
individual activity costs. Chapters 5, 14 and 16 present cost hierarchies. Chapter 15
examines capacity costing issues. Chapter 19 describes how activity-based costing
can be used to manage quality.

6. Performance evaluation. Corporations have continued to innovate in their perfor-
mance evaluation systems, placing greater emphasis on nonfinancial measures and
combining these measures with financial measures. We describe performance evalu-
ation considerations throughout the text, for example, when describing costing sys-
tems, variance analysis, relevant costs, overhead cost allocations, quality, productiv-
ity, and just-in-time. Chapter 26 develops a conceptual framework, based on recent
research, for understanding performance evaluation issues.

Major Changes in Content and Sequence

1. The sequence of topics in Chapters 1 through 12 of the eighth edition is un-
changed in the ninth edition, except that Process Costing previously introduced in
Chapter 5 is instead presented comprehensively in Chapter 17. Material within these
chapters is updated, reorganized, and integrated to facilitate student learning. For
example, the discussion of cost hierarchies in Chapter 10 of the eighth edition is in-
tegrated with activity-based costing in Chapter 5 of the ninth edition; Chapters 4
and 5 streamline the presentation of job costing, cost-system refinements, and
activity-based costing; and Chapter 10 on estimating cost functions and determining
how costs behave is presented in a more graphical way.

2. The topics covered in the eighth edition Chapter 13 (“Management Control
Systems”) have been integrated into other chapters. Benchmarking is combined with
variance analysis in Chapter 7; discretionary and engineered costs are described in an
Appendix to Chapter 8 as an extension of overhead-variance analysis; value-added
and nonvalue-added distinctions are discussed in the context of value engineering in
Chapter 12; and management control issues are integrated with the transfer pricing
discussion in Chapter 25.

3. Old Chapters 14 through 16 (on cost allocation and joint costs) are now Chap-
ters 13 through 15.

4. Chapter 16 in the ninth edition is a new chapter that focuses on revenue man-
agement. Part One is new material on revenue tracing and revenue allocation. Part
Two covers sales variances from old Chapter 22, and Part Three describes the cus-
tomer profitability analysis from old Chapter 4.

5. Old Chapters 17 and 18 (on process costing and spoilage) continue as Chapters
17 and 18. However, the ninth edition introduces a new method for process cost-
ing. This method uses inventory-costing procedures that are virtually identical to
inventory-costing methods, which students encountered in their introductory finan-
cial accounting classes. The only additional feature is the equivalent unit cost calcu-
lations.

6. Old Chapters 19 and 24 (on operation costing, backflush costing, inventory
management, and just-in-time) have been reorganized into new Chapters 20 and 21
to achieve an expanded and integrated treatment of costing and cost management in
a just-in-time environment.

7. Old Chapters 20 and 21 (on capital budgeting) are now Chapters 22 and 23.
The new capital budgeting chapters include the topics of breakeven time (BET)




from old Chapter 23, control of projects from old Chapter 19, and expanded discus-
sions of post-investment audits and tax aspects.

8. Old Chapter 22 (Part Two on input variances and Part Three on productivity
measurement) is now Chapter 24.

9. Old Chapter 23 (on quality and time) is now Chapter 19. The discussi(?n of
quality cost management in new Chapter 19 builds on the accounting for spoilage,
rework, and scrap in new Chapter 18.

10. Old Chapters 25 and 26 (on transfer pricing and performance evaluation) con-
tinue as Chapters 25 and 26 but with an expanded multinational flavor.

Assignment Material

The ninth edition continues the widely applauded tight linkage 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. No-
table changes are as follows:

@ End-of-chapter assignment material are divided into three groups: Exercises,
Problems, and a Collaborative Learning Problem. Exercises are short, struc-
tured assignments that test basic issues presented in the chapter. Problems are
longer and more difficult assignments. The Collaborative Learning Problem is
the last assignment in each chapter. These problems are group assignments
that require students to think critically about a particular problem or specific
business situation.

® Each of the seven parts of the book has a video case. The video case covers and
integrates material from the various chapters in that part. For example, Nally
& Gibson Georgetown, Inc., a limestone mining and processing company, is
used to illustrate cost allocation and process costing at the end of Part Four. In-
structors can use these video cases and the accompanying photo walkthroughs
to summarize major segments of the course and to challenge their students’
comprehension of the topics covered in those segments.

ILLUSTRATIONS OF ACTUAL BUSINESSES

XXiv

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 data and gaining
insight into how changes in technology are affecting the roles of cost accounting in-
formation. 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 (Motorola on p. 15, Harley-
Davidson on p. 41, General Motors on p- 68, Clark-Hurth on p. 149, Parker-
Hannifin on p. 231), Canada (Ontario Hydro on p. 799), France (CFM International
on p. 441), Germany (Porsche on p. 757), Japan (Nissan and Toyota on p. 441 and
Japanese National Tax Agency on p. 916), Mexico (Crysel on p. 690), and the United
Kingdom (Allied-Signal Skelmersdale on p- 700).

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

# Growing Interest in Activity-Based Costing (p. 113)—cites evidence from the
United States, Canada, the United Kingdom, and New Zealand.

@ Budgeting Practices (p. 188)—cites evidence from the United States, Australia,
Holland, Japan, and the United Kingdom.



# Standard Costing (p. 225)—cites evidence from the United States, Canada,
Ireland, Japan, Sweden, and the United Kingdom.

# Variable Costing (p. 312)—cites evidence from the United States, Australia,
Canada, Japan, Sweden, and the United Kingdom.

# Pricing Practices (p. 445)—ites evidence from the United States, Australia,
Ireland, Japan, and the United Kingdom.

# Purposes of Cost Allocation (p. 490)—cites evidence from the United States,
Australia, Canada, and the United Kingdom.

# Performance Measures in Just-in-Time Systems (p. 761)—cites evidence from
the United States, Canada, Ireland, Italy, and the United Kingdom.

¢ Capital Budgeting Methods (p. 794)—<cites evidence from the United States,
Australia, Canada, Ireland, Japan, Poland, Scotland, South Korea, and the
United Kingdom.

@ Transfer Pricing Methods (p. 912)—cites evidence from the United States,
Australia, Canada, India, Japan, New Zealand, and the United Kingdom.

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

Photos from Actual Companies All chapters open with a photo that illustrates an
important concept discussed in that chapter. These photos feature companies from
many different countries, including the United States (Ben & Jerry’s), Canada (Cott
Corporation), and the United Kingdom (Tomkins, PLC). Each Concepts in Action
box has an accompanying photo.

¢ Photo Walkthroughs are a new feature of the ninth edition. These appear at
the end of each of the seven parts of the book and provide visual images of a
manufacturing or business process described in that part. Visualizing a process
helps students better understand the text descriptions. Video cases, tied to the
photo essays, help students to further consolidate their thinking.

SUPPLEMENTS TO THE NINTH 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 and Dudley W. Curry.

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

® Applications in Cost Accounting Using Excel by David M. Buehlmann and
Dennis P. Curtin.

& Spreadsheet Templates by Albert Fisher.

Supplements available to instructors include the following:

® Annotated Instructor’s Edition with annotations by Linda S. Bamber.
#® Prentice Hall Course Manager.

@ Instructor’s Manual and Media Guide by Michael C. Nibbelin.

@ Test Item File by Marvin L. Bouillon.

@ Prentice Hall Custom Test by ESA, Inc.

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

¢ Solutions Transparencies.
@ Solutions Manual for Applications in Cost Accounting Using Excel by David

M. Buehlmann and Dennis P. Curtin. XXV




Supplements new to the ninth edition include the following:

& PH Professor: A Classroom Presentation on PowerPoint by William O. Strat-
ton. Approximately 20 PowerPoint slides are available for each chapte‘r of the
text. This software allows instructors to offer an interactive presentation that
uses colorful graphics, outlines of chapter material, additional examples, and
graphical explanations of difficult topics. Some slides also have hidden spread-
sheets that allow instructors to do what-if analyses for the situation being dis-
cussed in the slide. It is not necessary to have PowerPoint to run the presenta-
tions. However, if PowerPoint is available, you will be able to add, delete,
revise, and change the order of the slides. Students may purchase a copy of
Power Notes, which is a print out of all of the slides along with additional space
for taking notes.

® Power Notes by William O. Stratton. This handy note-taking tool contains
print-outs of all PowerPoint slides available for the text. Students can focus
their attention on the lecture because they already possess the information on
the slide. Extra space is provided next to each slide to jot down additional ex-
planations, examples, and so on that are supplied by the instructor.

¢ CD-ROM—Career Paths in Accounting by Convergence Multimedia. With
Career Paths, students can explore facts and trends in business, find out where
the jobs are, and find out how to succeed in marketing themselves in the infor-
mation age. Each CD-ROM contains 250 original video clips describing the
nature of specific jobs, successful applicant profiles and entry requirements in
today’s volatile business world; interviews with key practitioners in the field;
modules for preparing a winning resume, interviewing, networking, and nego-
tiating; and interactive aptitude tests to determine skills and preferences.

® ABC News/PH Video Library for Cost Accounting. Video is a dynamic way to
enhance your class presentations. However, the quality of the video material
and how well it relates to your course can still make all the difference. For these
reasons, Prentice Hall and ABC News worked together to bring you the best
and most comprehensive video ancillaries available in the college market.

# In addition to the ABC News Videos, and ON LOCATION! Videos, company-
specific plant tours from Fortune 500 service and manufacturing companies are

also provided. Through these videos your students are able to experience shop
floors like Chrysler and AT&T.

Through its wide variety of award-winning programs—“Nightline,” “Business
World,” “On Business,” “This Week with David Brinkley,” “World News Tonight,”
and “The Wall Street Journal Report”—ABC offers a resource for feature and docu-
mentary-style videos related to text concepts and applications. The programs have
extremely high production quality, present substantial content, and are hosted by
well-versed, well-known anchors. Prentice Hall—its authors and its editors—pro-
vides videos on topics that work well with this course and text and gives instructors
teaching notes on using them in the classroom.

@ ON LOCATION! Custom Case Videos for Cost Accounting. Broadcast jour-
nalism and accounting education meet to create a series of custom produced
case videos that have all the fast-paced and engaging qualities of TV and focus
on the successful cost accounting activities of five dynamic companies. Take
your students on a field trip to Dell Computers or Deer Valley Ski Resort to
see the impact of cost accounting on their business strategies. Each video is ap-
proximately six to eight minutes in length and is tied directly to the issue-
oriented end-of-part video case studies in Cost Accounting.

The ABC News/PH Video Library ON LOCATION! for Cost Accounting offers
video material for almost every chapter in the text. An excellent video guide that is
included in your Instructor’s Manual carefully and completely integrates the videos
into your lecture.
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