Week 2
5-2 Why should managers worry about a product over costing or undercoating? 


[bookmark: _GoBack]Product undercoting  occurs when a  product is reported at a lower cost than the actual cost of production, while overcasting occurs when a [roduct is reported at a higher price than the actual cost of production per unit. Since the price per unit is usually calculated based on the resources used in manufacturing each unit of product (cost per unit), undercoating will result in the product with lower prices, resulting in low sales revenue. Since the real cost is higher, the low priced products will earn losses for the organization, and thus the manager should be worried about undercoating. In addition, undercoating will result in low prices that will make it difficult for the company to break even. On the other hand, over costing products leads to high prices, which are less competitive, making the customers move to the competitors' products. Therefore the company loses market share to competitors, resulting in low sales and loses.therefore, managers must worry about undercosting and overcosting.



5-3 What is costing system refinement? Describe three guidelines for refinement. 

System refinement is making changes to costing system that helps in reducing the use of broad averages when assigning the cost of resources to cost objects and hence providing a better measurement of the costs of overhead resources that are used by different cost objects. The three guidelines for refinement include:

1. Classify as many of the costs as direct costs as economically feasible
2. Expand the number of indirect cost pools  until each of there pools is more homogeneous
3. Use the cause and effect criterion to identify the cost allocation base for each indirect cost.


5-6 Why is it important to classify costs into a cost hierarchy? 

It facilitates easy identification of the activities that are strictly associated with a product and that which are not, and therefore makes it easy to explain the costs. Through hierarchy costing, it is easy to identify the closly related costs, and therefore easy to effective institute costs reduction strategies. Cost allocation into hierarchy also helps to reduce the chances of misallocation of costs that are  not unit-level costs




5-12 "ABC systems only apply to manufacture companies." Do you agree? Explain. 


I disagree, ABC can be applied to both manufacturing and non-manufacturing companies such as in healthcare, airlines, hotels, financial service providers, and insurance. To apply this technique in the service industry, the manager needs to identify the costs of providing each service.






5-13 “Activity-based costing is the wave of the present and the future. All companies should adopt it.” Do you agree? Explain. 
No, I don't agree. This is because activity-based costing should only be adopted if the expected benefits exceed the expected costs.it is also applicable when the produscts, or services utilize costs at a different level. This indicates that if they are similar in the manner in which they utilize costs, the best method would be simple costing.



5-16 Conroe Company is reviewing the data provided by its management accounting system. Which of the following statements is/are correct? 
I. A cost driver is a causal factor that increases the total cost of a cost object. 
II. Cost drivers may be volume-based or activity-based. 

III. Cost drivers are normally the largest cost in the manufacturing process. 
1. I, II, and III are correct. 
2. I and II only are correct. 
3. I only is correct. 
4. II and III only are correct
The correct statement is I  and II hence choice two is correct.
A cost driver is a causal factor that increases the total cost of an object. Thus option 1 is correct.  Statement two is also correct because cost divers may be volume-based or even activity-based. Cost divers are what causes costs, so they are not the largest costs in the manufacturing process. Thus II is incorrect.





5-17 Nobis Company uses an ABC system. Which of the following statements is/are correct with respect to ABC? 
I. Departmental costing systems are a refinement of ABC systems. 
II. ABC systems are useful in manufacturing, but not in merchandising or service industries. 
III. ABC systems can eliminate cost distortions because ABC develops cost drivers that have a cause-and-effect relationship with the activities performed. 
1. I, II, and III are correct. 
2. II and III only are correct. 
3. III only is correct. 
4. None of the listed choices is correct.

The correct answer is choice 3.(only III is correct)
ABC develops cost drivers that have a cause‐and‐effect relationship with the activities performed, and therefore, statement III is correct.

ABC systems are refinements of departmental costing systems thus statement I is incorrect
ABC systems are useful in manufacturing, merchandising, and service industries, and thus, statement II is incorrect.

