8






Managerial Accounting
Student’s Name
Institution

Required
1. Identify each of the costs with the appropriate division: Operations, Sales, Administrative.
	Operations
	Sales
	Administrative

	· Depreciation on factory equipment
· Assembly foreman’s salary
· Supplies for the Machining Department
· Electricity for the Assembly Department
· Lost materials (scrap) in a Machining Department
· Direct labor in the Assembly Department
· Packing supplies
· Supplies for Production Scheduling
· Cost of repairing parts improperly manufactured in the Machining Department
· Paint for the Assembly Department
· Heat, light, and power for the factory
	· Advertising manager’s salary
· Salesperson’s salaries
· Salesperson’s travel expense
· Advertising supplies used
· Sales Commissions
	· Depreciation on office equipment
· Depreciation on factory building
· Cost of hiring new employees
· Payroll fringe benefits for workers in the Shipping Department
· Leasing of computer equipment for the Accounting Department



2. Identify each of the costs with one of the following:
	Operations
	Sales
	Administrative

	· Depreciation on factory equipment (FACILITY-LEVEL ACTIVITY)
· Assembly foreman’s salary (FACILITY-LEVEL)
· Supplies for the Machining Department (UNIT-LEVEL)
· Electricity for the Assembly Department (UNIT-LEVEL)
· Lost materials (scrap) in a Machining Department (UNIT-LEVEL)
· Direct labor in the Assembly Department (UNIT-LEVEL)
· Packing supplies (BATCH-LEVEL)
· Supplies for Production Scheduling (UNIT-LEVEL)
· Cost of repairing parts improperly manufactured in the Machining Department (PRODUCT-LEVEL)
· Paint for the Assembly Department (FACILITY-LEVEL)
· Heat, light, and power for the factory (FACILITY-LEVEL)
	· Advertising manager’s salary (FACILITY-LEVEL ACTIVITY)
· Salesperson’s salaries (PRODUCT-LEVEL)
· Salesperson’s travel expense (FACILITY-LEVEL)
· Advertising supplies used (FACILITY-LEVEL)
· Sales Commissions (PRODUCT-LEVEL)
· Supplies for the sales office (UNIT-LEVEL)
	· Depreciation on office equipment (FACILITY-LEVEL ACTIVITY)
· Depreciation on factory building (FACILITY-LEVEL ACTIVITY)
· Cost of hiring new employees (FACILITY-LEVEL)
· Payroll fringe benefits for workers in the Shipping Department (FACILITY-LEVEL)
· Leasing of computer equipment for the Accounting Department (FACILITY-LEVEL)



3. Specify an appropriate cost driver for tracing costs associated with the various levels of activities to the next cost objective or products, whichever is appropriate
a) Depreciation on factory equipment- Number of Units
b) Depreciation on office equipment – Number of Units
c) Depreciation on factory building – Number of Years
d) Advertising manager’s salary- Number of Advertisements
e) Assembly foreman’s salary- Number of hours worked or number or units assembled
f) Salesperson’s salaries – Number of Units Sold
g) Salesperson’s travel expenses – Number of customers contacted
h) Supplies for the Machining department – Number of units supplied
i) Advertising supplies used – Number of advertisements developed
j) Electricity for the Assembly Department – No. of  hours
k) Lost materials (scrap) in a Machining Department – Volume lost
l) Direct labor in the Assembly Department – Number of Units 
m) Supplies for the sale office – Number of Units for each office
n) Sales Commission – Number of units sold
o) Packing supplies – No. of units sold
p) Cost of hiring new employees- Direct labor hours or cost
q) Payroll fringe benefits for workers in the Shipping Department – No. of units for each 
r) Supplies for Production Scheduling – No. of units for each
s) Cost of repairing parts improperly manufactured in the Machining Department – Machine hours or direct labor hours
t) Paint for the Assembly Department – Direct labor hours or cost
u) Heat, light, and power for the factory – No. of units consumed
v) Leasing of computer equipment for the Accounting Department – No of units 

4. Glaser Health Products is interested in using activity-based costing to identify as many costs as possible with the products. These costs will be used for planning and control decisions rather than for inventory valuation. The controller decided that all operation costs will be related to products but only those sales and administrative costs that are classified as unit-level, batch-level, or product-level costs should be related to products. Using preliminary state cost drivers, explain how individual items of costs will be traced to activity groupings. 
With Activity-Based Costing, Glaser Health Products will be looking at non-direct costs. With this understanding, the controller needs to know how to allocate various costs to performance objects. There are two types of costs to consider, direct and indirect costs. Direct costs can be traced from things like direct materials, direct labor etc. The controller can easily trace these costs to a product or a division. When thinking about non-direct costs, it is important to consider things that are not easily traceable. The controller has to come up with a way of allocating overheads associated with them to products. To do so, he should use state cost drivers such as the number of machine hours, number of labor hours and so forth. For example, assuming there is a $5,000 overhead for repairing parts improperly manufactured in the machining department, the controller can simply use the number of labor hours spent on repairing to figure out the non-direct cost. This could be done by dividing the $5,000 overhead by the number of labor hours. 
To effectively implement ABC, various types of activities one is trying to allocate should be identified (Cooper & Kaplan, 1991). For example, if the company had an overhead of $500,000, the controller can try to categorize the overhead in cost pools. Cost pools are categories or objects in which the money was spent (Weygandt et al., 2015). For example, supplies for the sales is a cost pool the controller would be required to measure. A measure of this object could be the number of units supplied to the sales department. If more units are supplied, then, this would mean that a huge overhead related to the supply could be incurred. To figure out how much of the $500,000 goes to different cost pools, the controller can estimate a percentage of the total overhead. To come up with an estimate, the controller can decide to do some kind of interviews, for example, with workers in the sales department to find out how many units were supplied and, then, try to come up with an estimate. The same method should be applied to all cost pools. 
5. Using primary stage cost drivers, show how the costs should be related to products.
[bookmark: _GoBack]Well, it is important to note here that the primary stage cost drivers encompass direct overheads, for example, manufacturing or SGA (Selling, General, Administrative) overheads. Assuming that the company has an overhead of $4,500 for both manufacturing and SGA, we would be required to break down this amount to different activities that are actually driving this overhead. For example, when assembling products in the assembly department, the company incurs an overhead, which is one of the drivers of the $4,500. Once the units have been assembled the company will go ahead to process some orders. This will also drive the overhead. Customer support where support is offered to customer’s complain or feedback e.g. product improvement is another driver for the overhead. 
The best way to show how the costs relate to products, is by looking at various activities and, then, determine how they drive the costs of producing the products. Langfield-Smith et al (2017) explains that a cost driver is an activity that causes cost to occur. Essentially, the more products a business makes, the more cost it incurs.  
6. Explain why it is necessary to use preliminary stage and primary stage cost drivers. 
Preliminary stage and primary stage cost drivers help determine what truly drives a cost. By looking at various cost pools, a business can be able to come up with more accurate numbers or costs when looking at different product lines or thinking about how much it is required to produce a particular product. Preliminary stage cost drivers help determine costly activities required to produce the products and they can help determine the total cost of production. These drivers can help in narrowing down activities to the most significant ones that would have impact on overhead costs. For example, preliminary stage cost drivers can help determine costs related to the cost of purchasing raw materials, setting up machines, and so forth.  
At the preliminary stage a cost can be assigned to more than one activity that ABC later accounts for as the primary stage cost driver. Primary stage cost drivers does not account for direct materials and direct labor, but help trace direct costs that are difficult to measure in a particular overhead e.g. in manufacturing or SGA overheads which are based on activities used to produce each product. 





References
Cooper, R., & Kaplan, R. S. (1991). Profit priorities from activity-based costing. Harvard business review, 69(3), 130-135.
Langfield-Smith, K., Smith, D., Andon, P., Hilton, R., & Thorne, H. (2017). Management accounting: Information for creating and managing value. McGraw-Hill Education Australia.
Weygandt, J. J., Kimmel, P. D., & Kieso, D. E. (2015). Financial & managerial accounting. John Wiley & Sons.
