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Praface

Studying Cost Accounting is one of the best business investments a student can
make. Why? Because success in any organization—from the smallest corner store to the
largest multinational corporation—requires the use of cost accounting concepts and prac-
tices. Cost accounting provides key data to managers for planning and controlling, as well
as costing products, services, and customers. 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 proce-
dures instead of procedures alone, we recognize cost accounting as a managerial tool for
business strategy and implementation. We also prepare students for the rewards and chal-
lenges facing them in the professional cost accounting world both today and tomorrow. In
this edition, for example, we emphasize both the development of analytical skills such as
Excel to leverage available information technology and also the values and behaviors that
make cost accountants effective in the workplace.

Hallmark Features of Horngren/Datar/Foster/Rajan/
lttner: Cost Accounting

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 different 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 student has had an intro-
ductory course in financial accounting. Alternatively, this book can build on an introduc-
tory course in managerial accounting.

Deciding on the sequence of chapters in a textbook is a challenge. Every instructor
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 organization facilitates
diverse approaches to teaching and learning.

As an example of the book’s flexibility, consider our treatment of process costing.
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-order 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 post-
pone discussion of process costing.
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New to This Edition

A New Framework for Decision Making

Chapter 1 introduces a five-step decision-making process that managers use when mak-
ing decisions. These steps are (1) identify the problem and uncertainties, for example,
whether a newspaper should increase its advertising rates and the effect this decision will
have on advertising demand; (2) obtain information, for example, by reviewing the
effects on demand of past increases in advertising rates or doing market research on
advertising rates charged by competing newspapers; (3) make predictions about the
future, for example, how demand will be affected by different potential increases in
advertising rates; (4) make decisions by choosing among alternatives, such as choosing a
new advertising rate, and (5) implement the decision, evaluate performance, and learn—
for example, by informing potential advertisers about the new rates and comparing what
actually happened against the plans. Almost all subsequent chapters use the five-step
decision-making process to describe the relevant management accounting concepts in the
context of management decisions. The framework helps students see how the demand
for various types of management accounting information is a response to the decision-
making needs of managers.

New Cutting Edge Topics

The pace of change in organizations continues to be rapid. The thirteenth edition of Cost
Accounting reflects changes occurring in the role of cost accounting in organizations.

®m The chapter on budgeting has been completely rewritten within a simple activity-
based framework to illustrate modern budgeting practices in companies.

m  Capacity management issues are discussed throughout the book because managing
capacity is key to improving performance in many organizations.

m  We introduce customer preference maps and strategy maps to describe how companies
are strengthening links between the development of their strategy and the measures on
the balanced scorecard.

® Value streams and lean accounting describes how companies are simplifying their cost-
ing systems.

Opening Vignettes

Each chapter opens with a vignette on a real company situation. The vignettes engage the
reader in a business situation, or dilemma, illustrating why and how the concepts in the
chapter are relevant in business. For example, Chapter 1 describes how Xerox uses cost
accounting information to make decisions relating to strategy formulation, research and
development, budgeting and pricing. Chapter 2 discusses how GM has met the challenge
of cutting costs during tough times. Chapter 3 explains a recent dilemma faced by the jew-
eler Tiffany & Co.—whether to increase the prices on one of its best-selling jewelry lines
recognizing that it will likely lower the quantity of jewelry sold. Chapter § shows how
Scotland Yard uses activity-based costing to reduce paperwork and improve operations.
Chapter 10 describes how Boeing, in undertaking a new contract, meets the challenge of
examining unfamiliar categories of costs. Chapter 11 shows how Delta Airlines decides
which costs and benefits are relevant when making pricing decisions for tickets.
Chapter 13 discusses how the bank holding company Keycorp has successfully used the
balanced scorecard approach to earn record profits. Chapter 14 shows how Best Buy
boosts profits by analyzing its customers and their buying habits.
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Concepts in Action Boxes

Found in every chapter, these boxes cover real-world cost accounting issues across a vari-
ety of industries including automobile racing, defense contracting, entertainment, manu-
facturing, and retailing. New examples include

How Flexcar Helps Reduce Business Transportation Costs
Sky-High Fixed Costs Trouble XM Satellite Radio
Time-Driven Activity-Based Costing at Charles Schwab
The Growth vs. Profitability Choice at YouTube

Streamlined Presentation

We continue to try to simplify and streamline our presentation of various topics to make
it as easy as possible for a student to learn the concepts, tools, and frameworks introduced
in different chapters. Examples of more streamlined presentations can be found in

Chapter 2, on the flow of revenues and costs for a manufacturing sector company
Chapter 4, on the accounting entries for a normal job-costing system in manufacturing

Chapter 9, which uses a single comprehensive example to integrate inventory costing
and capacity concepts

m Chapters 17 and 18, which use a simpler sequence for the five-steps in process costing
and so provides more structure for students to follow

Increased Excel Support

We continue to provide Professors and Students with Excel support inside and outside the
classroom.

New Excel Manual: For those students who need more required or optional Excel sup-
port, we have added an Excel supplement specifically designed to support this book. It
describes step-by-step how many of the Excel exhibits in the book were developed. The
goal of the supplement is to introduce students to the varied Excel tools that management
accountants use and to help them understand the relationships among different accounting
numbers.

For Professors: Key Tables and Exhibits from the text are reproduced online in Excel.
Instructors can access the Excel worksheets to support in-class discussion, to demonstrate
key concepts, to explain difficult points, or to perform what-if (sensitivity) analysis. The
Excel Labs can be found on the Instructor’s Resource Center (IRC) and inside OneKey.

For Students: Excel templates for selected end-of-chapter exercises and problems are
available online at www.prenhall.com/horngren/cost13e. These templates allow students
to complete selected exercises and problems using Excel. The focus is on having students
use Excel to understand and apply chapter content. This Excel-based learning is com-
pletely optional; therefore, students may choose to solve these exercises and problems
manually.

Selected Chapter-by-Chapter Content Changes

Thank you for your continued support of Cost Accounting. In every new edition, we
strive to update this text thoroughly. To ease your transition from the twelfth edition,
here are selected highlights of chapter changes for the thirteenth edition.
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Chapter 1 focuses on decision making and introduces a new five-step decision-making
framework that is featured in many chapters of the book. It introduces ideas of pre-decision
information (for planning decisions) and post-decision information (for performance evalu-
ation, control and learning).

Chapter 2 has been rewritten to emphasize managerial decisions. The chapter exhibits
have been completely redone so students can follow all the concepts, steps, and numbers
on the exhibits themselves.

Chapter 3 has been reorganized. It starts with an example that is then used to explain
assumptions and terminology. The managerial aspects of the chapter have been strength-
ened and the sections on alternative fixed cost/variable cost structures, multiple product
breakeven analysis, and contribution margin versus gross margin have been significantly
revised and shortened.

Chapter 4 concepts are developed within the context of the five-step decision-making
process introduced in Chapter 1. This allows for a richer managerial discussion of strat-
egy, risk, and uncertainty. The section on normal job-costing system in manufacturing has
been significantly shortened by adding a new exhibit.

Chapter § discusses the concepts of activity-based costing and activity-based manage-
ment within a decision-making framework. The exhibits have been redone to provide a
road map to the various steps in activity-based costing and to reduce chapter length.
There is more discussion of how managers choose cost-allocation bases and implement
activity-based costing.

Chapter 6 has been completely rewritten using a two-product example and two cost
drivers in manufacturing and distribution. Chapter 6 integrates activity-based costing
ideas from Chapter 5 into the budgeting discussion by describing how product quantities
lead to activities, that, in turn, lead to costs in different areas to support these activities.
The chapter frames the budgeting discussion within a decision-making framework. More
material has been added on learning, budgetary slack, and participative budgeting.
Exhibits have been redone to simplify the exposition.

Chapters 7 and 8 present a more streamlined discussion of different levels of variance
analysis and tighten the links between production and sales volume variances.

Chapter 9 integrates the two parts of the chapter on inventory costing and denominator-
level capacity concepts using a single comprehensive example.

Chapter 10 has greater discussion of managerial decision-making using quantitative
analysis.

Chapter 12 includes more discussion of product and customer life-cycles. Chapter 12
exhibits have also been streamlined.

Chapter 13 presents more discussion of strategy, including customer preference maps
and strategy maps. The material on the balanced scorecard has been significantly rewrit-
ten to cover strategy maps, departmental scorecards, tests of anticipated cause-and-effect
relationships, and performance evaluation uses of the scorecard.

Chapter 14 describes how the decision-making framework presented in Chapter 1
can be used to evaluate and manage customers.

Chapter 15 discusses alternative methods of cost and revenue allocations and simpli-
fies the example to illustrate different methods for allocating costs of multiple support
departments.

In Chapters 17 and 18, the sequence of the five-step procedure for process costing has
been slightly revised. The new formats and exhibits are more structured and so should
ease student learning.

Chapter 19 describes how theory of constraints can be implemented using a balanced
scorecard. There is also greater discussion of the service sector.

Chapter 20 introduces lean accounting. Performance measures and control in JIT
production is discussed in the context of the balanced scorecard.

Chapter 22 adds more material on market-based and negotiated transfer pricing.



Assignment Material

The thirteenth edition continues the widely applauded close connection between text and
assignment material forged in previous editions.

Problems are longer and more difficult assignments. Some problems span multiple
chapters and test student comprehension of related issues.

Collaborative Learning Problems require students to think critically about a particu-
lar problem or specific business situation.

For Instructors

Instructor’s Resource Center

These password-protected resources are accessible from www.pearsonhighered.com
for Cost Accounting, 13th ed. Resources include:

® Instructor’s Manual

Test Item File

TestGen EQ—A computerized test item file.

Solutions Manual

Image Library—Access to most of the images and illustrations featured in the text.
Excel Labs and their solutions. Also included are the Excel files of the figures and
tables in the text.

Complete PowerPoint Presentations

NEW PowerPoint slides of fully-worked-out solutions for selected problems.

® Check Figures

Instructor’s Resource Manual by John Stancil of Florida Southern College offers help-
ful classroom suggestions and teaching tips.

Test Item File by A.]. Cataldo II of West Chester University offers an array of ques-
tions ranging from easy to difficult. An electronic version of these questions is also
available. The Test Item File now supports Association to Advance Collegiate Schools
of Business (AACSB) International Accreditation. Each chapter of the Test Item File
was prepared with the AACSB curricula standards in mind and the answer line of each
question, where appropriate, indicates a category within which the question falls.

Solutions Manual by Charles T. Horngren, Srikant M. Datar, George Foster,
Madhav V. Rajan, and Christopher Ittner provides instructors with answers to all
end-of-chapter material.

Cost Accounting Video Library produced by Beverly Amer of Northern Arizona
University and Aspenleaf Productions provide real-company scenarios. These brief
videos take students “on location” to real companies where real accounting situations
are discussed and explained. These clips are available on video or online at www.
prenhall.com/horngren/cost13e.

PowerPoint Presentation created by Michael Flores of Wichita State University pro-
vides you with a slide show ready for classroom use. Use the slides as they are, or edit
them to meet your classroom needs. Each exhibit mentioned in the Instructor’s
Manual is included.

Instructor Resource Center on CD-ROM contains print and technology ancillaries.
This makes it extremely easy for faculty to (1) customize any supplement, (2) access
any supplement while using a computer, and (3) transport “the entire package” from
home, to class, to office.

PREFACE & v
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For Students

Prentice Hall Companion Website offers access to:
® Online quizzes
E [nternet Exercises
® Cost Accounting Video Library segments
Three (3) chapters of the Student Guide
Excel Labs for select end-of-chapter exercises and problems

8 Student Guide by John K. Harris is a self study aid that helps reinforce key concepts
with numerous review features for each chapter.

®  Student Solutions Manual by Charles T. Horngren, Srikant M. Datar, George Foster,
Madhav V. Rajan, and Christopher Ittner assists with solutions for all even-numbered
end-of-chapter problems.

® NEW Excel Manual for Cost Accounting by Laurie Burney of Mississippi State
University and Michele Matherly of Xavier University. This brief supplement is aligned
to bring students up to speed with using Excel in this course.

® VangoNotes. Study on the go with VangoNotes—chapter reviews from your text in
downloadable mp3 format. VangoNotes are flexible; download all the material
directly to your player, or only the chapters you need. And they’re efficient. Use them
in your car, at the gym, walking to class, or wherever. So get yours today. And get
studying. VangoNotes.com.

CHARLES T. HORNGREN
SRIKANT M. DATAR
GEORGE FOSTER
MADHAV V. RAJAN
CHRISTOPHER ITTNER
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