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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 corner store to the largest multi-
national corporation—requires the use of cost accounting concepts and practices. 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 inte-
gral 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 procedures 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. 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:
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 introduc-
tory 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 instructor has
a favorite way of organizing his or her course. Hence, we present a modular, flexible orga-
nization 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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PREFACE

>

Enriched Content and Pedagogy
in the Twelfth Edition

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

1. Increased coverage of strategy and strategic uses of cost information. Chapter 13,
entitled “Strategy, Balanced Scorecard, and Strategic Profitability Analysis,” has been
revised and simplified. In addition, Chapter 1 describes strategy and strategy implemen-
tation; Chapter 3 presents the application of cost-volume-profit analysis to strategic deci-
sions as in pricing, product promotion, and choosing cost structures; Chapter 5 describes
how activity-based cost information helps companies choose strategies and design prod-
ucts and how it helps manage costs; Chapters 6, 7, and 8 discuss how budgets and vari-
ances provide managers with feedback about the validity of their strategies; Chapter 9
describes how managers make strategic decisions regarding capacity; Chapters 11 and 12
show the application of relevant costs and relevant revenues to strategic decisions such as
opening and closing divisions and pricing of products; Chapters 19 and 20 address the
strategic benefits of quality and just-in-time inventory systems. Chapter 21 shows how
capital budgeting techniques help in strategic decisions.

2. A framework for cost accounting and cost management introduced in Chapter 2
to provide a bridge between the concepts introduced in Chapters 1 and 2 and the topics
presented in Chapters 3 through 12. The framework emphasizes three key ideas for the
study of cost accounting and cost management: (1) calculating the cost of products, ser-
vices, and other cost objects, (2) obtaining information for planning and control and per-
formance evaluation, and (3) identifying relevant information for decision making. The
framework provides a structure for discussing topics in later chapters, such as strategy,
evaluation, quality and just-in-time systems, that invariably have product-costing, plan-
ning and control, and decision-making perspectives.

3. Increased coverage of the balanced scorecard in Chapter 13 describing how the
balanced scorecard can help companies determine whether the problems they are fac-
ing are the result of poor strategy or poor implementation. The balanced scorecard and
its four perspectives serve as an organizing framework for topics such as quality and
time in Chapter 19, management control in Chapter 22, and performance evaluation in
Chapter 23.

4. Activity-based costing (ABC) presented in a single chapter (Chapter 5) with links
to simpler job-costing systems (presented in Chapter 4). New ABC-related material
has been added on activity-based management and nonvalue-added costs (Chapter 5),
activity-based budgeting (Chapter 6), and customer-profitability analysis (Chapter 14).
Activity-based costing and activity-based management material is also included in
Chapters 7 and 8 on variance analysis; Chapter 10 on cost estimation; Chapter 11 on out-
sourcing and adding or dropping business segments; Chapter 12 on design decisions;
Chapter 13 on reengineering and downsizing; Chapter 19 on quality costs and quality
improvements; and Chapter 20 on supplier analysis.

5. Increased discussion of 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), cost estimation (Chapter 10),
relevant costs and prices (Chapters 11 and 12), process costing (Chapter 17), quality
management (Chapter 19), and transfer pricing (Chapter 20).

6. Systematic incorporation of new and evolving management thinking including
activity-based management (Chapter 5), integrated approach to variance analysis
(Chapter 8), and levers of control (Chapter 23).

7. Incorporating advances in technology into coverage of topics. Many of the
Concepts in Action boxes focus on technology, information systems, and the Internet—
for example, e-business strategies and the management accountant (Chapter 1); influence
of application service providers (ASPs) on cost structures (Chapter 2); cost structures and



the risk-return trade-off at Amazon.com (Chapter 3); using activity-based costing to
measure and manage e-banking (Chapter 5); budgeting using web-based technology
(Chapter 6); growth versus profitability choices of dot.com companies (Chapter 13);
making custom fit Adidas sneakers (Chapter 17); overcoming bottlenecks on the Internet
(Chapter 19); printing concert CDs on demand (Chapter 20).

New to This Edition
NEW! Excel Labs

m  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 demon-
strate 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.

(marked with an icon) are available online at www.prenhall.com/horngren/cost12e.

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 con- wpeblasfoyeasze
tent. This Excel-based learning is completely optional; therefore, students may choose

to solve these exercises and problems manually.

m  For Students: Excel templates for selected end-of-chapter exercises and problems “@
Ex

NEW! Focus on Values and Behaviors Boxes

As a result of a series of corporate scandals, companies are paying increasing attention
to values and ethics. The twelfth edition adds a new feature on values and behaviors
that explores the behavioral aspects of the management accountant’s job and the eth-
ical challenges management accountants face. The boxes describe the values and
behaviors that make management accountants effective. Examples of behaviors and
values are:

m  Working in cross-functional teams and as business partners of managers—XKrispy Kreme on
p.15, Enron on p. 107, Johnson & Johnson on p. 238, and Toyota, p. 429

m  Promoting fact-based analysis and making tough-minded, critical judgments without being
adversarial—Enron on p. 15, Fidelity Investments on p. 505, and Bridgestone/Firestone
on p. 668

m Leading and motivating people to change and be innovative—Kanthal on p. 15, and USAA
Federal Savings Bank on p. 159

m  Communicating clearly, openly, and candidly—Pitney Bowes on p. 15, Boeing on p. 201,
McDonald’s on p. 238, Starbucks on p. 238, and Boeing on p. 345

m  Having a strong sense of integrity and doing the right things—Worldcom on pp. 15 and
74, Halliburton KBR on p. 29, Bristol-Myers/Squibb on p. 303, Boeing on p. 536,
Royal Dutch/Shell on p. 599, and Enron on p. 741.

Note: Behavioral issues are also included in many other chapters such as building a culture
for learning and support and trade-offs between setting attainable versus ideal standards
(Chapter 7), effect of joint-cost allocations on performance measurement and managerial
behavior (Chapter 16), effect of management control and transfer pricing on managers’
behavior (Chapter 22), and the role of organization culture, values, and intrinsic motivation
in motivating managers (Chapter 23)

NEW! Opening Vignettes

Each chapter opens with a vignette that focuses on the chapter’s example company. The
vignettes engage the reader in a business situation, conversation, or dilemma, illustrating
why and how the concepts in the chapter are relevant in business.
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PREFACE

NEW! Prentice Hall Grade Assist (PHGA)

h PHGA is an online homework and quizzing program. Selected end-of-chapter exercises
g’ and problems from the text (marked with an icon) are available in PHGA. Instructors can
monderst | POSt assignments and receive grades. All questions are algorithmically generated so each
student session generates different problems and answers while providing immediate
feedback and scoring for instructors and their students. A comprehensive list of exercises

and problems in PHGA is available in the Instructor’s Resource Manual.

Special Section for Current Adopters

Thank you for your continued support of Cost Accounting. To ease your transition from the
eleventh edition, here are selected highlights of chapter changes for the twelfth edition.

Chapter 3 has been reorganized to first present cost-volume-profit analysis concepts and
then the formulae and breakeven calculations. These changes focus students more on the
chapter’s key concepts and framework and less on memorization. There is also more dis-
cussion of operating leverage.

Chapter 4 features more straightforward exhibits. A summary income statement has also
been added to show how all the transactions fit together.

Chapter 5 includes a more systematic incorporation of new and evolving management
thinking, including discussion of activity-based management, unused capacity, and
implementation of activity-based costing systems.

Chapter 7 has been reorganized so that the discussion on static and flexible budgets are
tied together, providing a more integrative and managerial chapter.

Chapter 8 offers a new discussion that links the production-volume variance to the sales-
volume variance and describes what each variance attempts to explain. New material has
also been added regarding disposing of the production-volume variance.

Chapter 9 strengthens the link between the two parts of the chapter by discussing how
under absorption costing operating income increases as a result of either producing more
units or increasing the cost per unit produced. More material has also been added on
managerial issues such as management control and performance evaluation.

The Chapter 12 discussion on target costing and target pricing has been strengthened by
focusing on the implementation of target costing. The chapter also uses one common
example to compare short-run and long-run pricing decisions.

Chapter 13 illustrates how companies can use the balanced scorecard to determine
whether the problems they are facing are the result of poor strategy or poor implementa-
tion. The presentation of strategic profitability analysis has also been simplified by show-
ing separate calculations for variable costs and for fixed costs.

Chapters 17 and 18 exhibits have been significantly simplified making it easier for the stu-
dent to focus on the core material.

Chapter 19 uses the balanced scorecard as an organizing framework for discussing issues
of quality and congestion.

Chapter 20 has been reorganized using the framework for management accounting pre-
sented in Chapter 2.

The Chapter 21 discussion on strategic considerations in capital budgeting has been rewrit-
ten to include a discussion of R&D investment decisions.

Chapter 22 offers an enhanced discussion on using the balanced scorecard for manage-
ment control.

Chapter 23 applies the balanced scorecard concepts to discuss nonfinancial performance
measures and the links to strategy. It adds new material on the levers of control arguing
that reward systems must be balanced with boundary systems (to prevent bad behavior),
belief systems (that inspire and motivate managers), and interactive control systems (to
monitor future strategic uncertainties).



Assignment Material

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

Questions require students to understand basic concepts and the meaning of key terms.

NEW EXCEL TEMPLATES! Excel templates for selected end-of-chapter exercises and prob-
lems (marked with an icon) are available online at www.prenhall.com/horngren/cost12e.
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 completely optional; therefore, students may choose to solve these
exercises and problems manually.

Exercises are short, structured assignments that test basic issues presented in the chapter.
Problems are longer and more difficult assignments.

Collaborative Learning Problems require students to think critically about a particular prob-
lem or specific business situation.

Get Connected Internet Exercises lead students to a Web site related to the material pre-
sented in the chapter.

Cases offer an in-depth description of a particular company and accompanying case ques-
tions that challenge students to apply the concepts in the chapter to a specific business
situation. Some cases are accompanied by a video.

Content that Motivates: Real Business Examples

Students become highly motivated to learn cost accounting if they can relate the sub-
ject matter to the real world. We have spent considerable time interacting with the
business community, investigating new uses of cost accounting information, and gain-
ing insight into how changes in technology are affecting the roles of cost accounting
information.

Concepts in Action Boxes. Found in every chapter, these boxes cover a diverse set of
industries including airline transportation, automobiles, banking, defense contracting,
electronics, entertainment, Internet services, manufacturing, and retailing. Examples are
drawn from many different companies, including Amazon.com on p. 75, Northrup
Grumman on p. 106, Hendrick Motorsports on p. 194, Sandoz on p. 232, The
Cooperative Bank on p. 348, Delta Airlines on p. 389, IKEA on p. 427, Web Van and
Peapod on p. 473, Nextel on p. 506, Adidas on p. 618, Toyota on p. 647, Clear Channel
Entertainment on p. 705, AES Corporation on p. 762, and CEO Compensation on p. 810.

Global Surveys of Company Practice Boxes. Results from surveys in more than two
dozen countries are cited in the many Global Surveys of Company Practice boxes
found in almost every chapter throughout the book. This extensive survey evidence
enables students to see that many of the concepts they are learning are widely used
around the globe. Selected Examples include: :

m  Activity-based cost information (p. 153)—cites evidence from United States, Holland,
India, Ireland, New Zealand, Singapore, and United Kingdom.

®m Budgeting (p. 185)—cites evidence from United States, Australia, Finland, Greece,
India, Japan, New Zealand, Singapore, Sweden, and United Kingdom.

m Variable costing (p. 304 )—cites evidence from United States, China, Estonia, Finland,
India, Malaysia, and Norway.

m Pricing (p. 435)—cites evidence from United States, Australia, Canada, China,
Denmark, Hong Kong, India, Ireland, New Zealand, and United Kingdom.

m Balanced scorecard (p. 464)—cites evidence from United States, Austria, Finland,
Germany, Hong Kong, Portugal, and Scandinavia.

10Vi3dd
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Teaching and Learning Support
For Instructors

m  Instructor’s Resource Center
www.prenhall.com/accounting
This password-protected site is accessible from the catalog page for Cost Accounting,
12th ed., and hosts the following resources:
m Instructor’s Manual
Test Item File
TestGen EQ for PC
Image Library—Access to most of the images and illustrations featured in the text.
Excel Labs
NEW PowerPoint Presentation
Solutions to Spreadsheet Templates provide instructors with answers to selected
exercises and problems.

m Instructor’s Resource Manual by Jay Law of Central Washington University offers help-
ful classroom suggestions and teaching tips.

m  Test Item File by John Haverty of St. Joseph’s University offers an array of questions
ranging from easy to difficult. An electronic version of these questions is also available.

m  Solutions Manual by Charles T. Horngren, Srikant M. Datar, George Foster, and Ratna
Sarkar provides instructors with answers to all end-of-chapter material.

Solutions Transparencies are also available to instructors.

m  Cost Accounting Video Library produced by Beverly Amer of Northern Arizona University
and Aspenleaf Productions provide real-company scenarios. Three (3) new clips are
available to add to your Cost Accounting library. These brief videos take students “on loca-
tion” to real companies where real accounting situations are discussed and explained.
These clips are available on video or online at www.prenhall.com/horngren/cost12e

m  PowerPoint Presentation created by Michael Flores of Wichita State University provides
you with a slide show ready for classroom use! Use the slides as they are, or edit them
to meet your classroom needs.

m  PH Accounting Excel Tips covers basic tasks, navigation keys, shortcuts, productivity
tips, and new features of Microsoft Excel 2003.

m Instructor Resource Center on CD-ROM contains every print and technology ancillary.
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.

For Students

m  Prentice Hall Companion Website offers access to:
m Online quizzes
m  Cost Accounting, 12th ed., Video Library segments
m Three (3) chapters of the Student Guide
m Spreadsheet templates for select end-of-chapter exercises and problems

Student Guide by John K. Harris helps reinforce key concepts

Student Solutions Manual by Charles T. Horngren, Srikant M. Datar, George Foster, and
Ratna Sarkar assists with solutions for all even-numbered end-of-chapter problems.

ACKNOWLEDGMENTS

We are indebted to many people for their ideas and assistance. Our primary thanks go to
the many academics and practitioners who have advanced our knowledge of cost account-
ing. The package of teaching materials we present is the work of skillful and valued team
members. John K. Harris aided us immensely at all stages in the development and pro-
duction of this book. He critiqued the eleventh edition and gave a detailed review of the
manuscript for the twelfth edition. Ratna Sarkar reviewed the manuscript, created Excel




