Week 5
9-2 Why is the term direct costing a misnomer? 
· Variable costing does not include all direct costs as inventoriable costs. Only variable
direct manufacturing costs are included. Any fixed direct manufacturing costs and
any direct nonmanufacturing costs (either variable or fixed) are excluded from
inventoriable costs.
· Variable costing includes as inventoriable costs not only direct manufacturing costs
but also some indirect costs (variable indirect manufacturing costs).
9-3 Do companies in either the service sector or the merchandising sector make choices about absorption costing versus variable costing?
· The main issue between variable costing and absorption costing is the proper timing of the release of fixed manufacturing costs as costs of the period:
(a) at the time of occurrence, or
(b) at the time the finished units to which the fixed overhead relates are sold
9-6 The main trouble with variable costing is that it ignores the increasing importance of fixed costs in manufacturing companies. Do you agree? Why?
· Do you agree? -No
· Why? - Variable costing does not think fixed costs are unimportant. Rather, variable costing believes the behavior of a cost is crucial for decision making.
9-7 Give an example of how, under absorption costing, operating income could fall even though the unit sales level rises. 
· Under absorption costing, heavy reductions of inventory during the accounting period might combine with low production and large production volume variance. This combination could result in lower operating income even if the unit sales level rises.
9-8 What are the factors that affect the breakeven point under (a) variable costing and (b) absorption costing? 
a. Under Variable Costing
i. Fixed (manufacturing and operating) costs
ii. Contribution Margin per unit
(b) Under Absorption Costing
i. Fixed (manufacturing and operating) costs
ii. Contribution Margin per unit
iii. Production level in units in excess of break- even sales in units
iv. Denominator level chosen to set the fixed manufacturing cost rate
9-10 What are two ways of reducing the negative aspects associated with using absorption costing to evaluate the performance of a plant manager?
· Change the accounting system; adopt an inventory holding charge for managers who tie up funds in inventory
· Extend the time period used to evaluate performance. By evaluating performance over a longer time period (3-5 years), the incentive to take short-run actions that reduce long-term income is lessened or Include non-financial as well as financial variable in the measures used to evaluate performance
9-16 In comparing the absorption and variable cost methods, each of the following statements is true except: 
a. SG&A fixed expenses are not included in inventory in either method. 
b. Only the absorption method may be used for external financial reporting. 
c. Variable costing charges fixed overhead costs to the period they are incurred. 
[bookmark: _GoBack]d. When inventory increases over the period, variable net income will exceed absorption net income.
