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To: CFO (Mr. Smith) of Wilson–West Manufacturing Company
From: Managerial Accountant
Date: ______________

Subject: The Need for Product Costing System

[bookmark: _GoBack]The product costing system is a structure utilized by firms to appraise their products' cost for analysis of profitability, stock valuation, and cost control and hence the Wilson–West Manufacturing Company is not exceptional. Assessing the actual expense of products is necessary for profitable activities (Product Costing, n.d.) (Rudnäs, 2019). Our firm should know which items are beneficial and which ones are not, and this can be determined just when it has assessed the right expense of the item. Further, an item costing framework will help in evaluating the end estimation of materials stock, work-in-progress. There is no doubt that the product costs that entail production supplies and the overhead costs must be included in the accounting system of Wilson–West Manufacturing. As evident, the product costs incorporate manufacturing overhead necessitated by both Generally Accepted Accounting Principles (GAAP) and International Financial Reporting Standards (IFRS).


Wilson–West Manufacturing needs to have a product costing system that is intended to screen the business's expenses. The framework contains many structures, cycles, controls, and reports that are intended to aggregate and answer to the board about incomes, expenses, and profitability. The following types of expenses can be classified as fixed, mixed, or variable coast.

	Fixed 
	Mixed 
	Variable cost 

	Depreciation 
	Insurance on the equipment
	Direct materials 

	Rent on the plant
	Rent for the office
	Utilities 

	Administrative salaries
	
	Maintenance 




By checking on the costs that we have, our fixed costs will be insurance on the equipment, depreciation, rent, and administrative salaries since they remain to be the same all through. Utilities are considered as mixed costs in with various designations that change. Our variable costs will be direct materials, maintenance, and direct labor because o of they will not be the same each time (Fixed and Variable Expenses, n.d.).

Calculation of variable, mixed, and total costs. 
i. Variable cost
Variable cost = unit rate ($0.25) × actual hours used for manufacturing. 
Therefore; 0.25×15000 = $3750
ii. Mixed cost
Y= aX + B
Where;
“a” represents the variable cost per unit of activity.
“b” represents the fixed element of the monthly bill.
“X” represents the volume of activity.
Y=0.25(10000) + 5000
Y=2500+5000
Y=7500
The mixed cost total is $7500
iii. Total cost 
The Total cost is $11,250. Making the above calculations after every month will allow us to create a trend analysis and help us efficiently develop a history of the sales made by the manufacturing company and develop the total expenses for the benefit of making better plans. The plans in the subject are those that are meant to feature the budgets and better get the preparations for future influxes that are based on preceding developments in both sales and the expenses (Joshi, 2019). For this reason, the managerial accountant is responsible for preparing these calculations every month.
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