Cost Classification, Concepts and Terminology
Classwork
(Questions and Solutions)
Lesson 1 - Classwork
Peter Chan, the financial controller of ABC Company, has come across the following situations in the past few months:
     (1) Susan Tam, head of the production department, wondered whether it would be more profitable to buy components from an outside supplier or continue to produce by the company itself.

     (2) The president of the company reminded Peter that the Board meeting was coming up, and he needed Peter to present the information extracted from the financial statements of last year.

     (3) Alan Chan, head of the marketing department, had been approved to expand the sales office in next year. He then estimated and sent related information to Peter for budgeting purpose.

     (4) Peter received the information from Alan on depreciation and added it to depreciation expenses and accumulated depreciation on office equipment.

     (5) Peter compared the estimated spending on wages and salaries used in production with the actual spending. He found out that the spending was significantly higher than expected. He called for a meeting with Susan so that he could explain it.

Required:
Determine whether each of the above situations belongs to cost accounting scope or financial accounting scope. 

Solution:
     (1) Cost accounting

     (2) Financial accounting

     (3) Cost accounting

     (4) Financial accounting

     (5) Cost accounting
Lesson 2 – Classwork (1)
Company Y assembles personal computers from components supplied by various manufacturers. Listed below are some of the costs incurred by the company.
     (1) The cost of a hard drive installed in a computer.

     (2) The cost of advertising on the South China Morning Post.

     (3) The wages of the company’s accountant.

     (4) The wages of employees who assemble computers from components.

     (5) The wages of the assembly line’s supervisor.
Required:
Classify the above costs as either a direct cost or an indirect cost.
Solution:
     (1) Direct cost

     (2) Indirect cost

     (3) Indirect cost

     (4) Direct cost

     (5) Indirect cost
Lesson 2 – Classwork (2)
Company X has produced 500 units of Product A and the cost data is presented as follows:
         $


Direct labour
110,000
Advertising expenses
30,000
Factory supervisors’ salaries
10,000
Direct materials
40,000
Depreciation on factory building
65,000
Sales commissions
8,000
Rent expenses of the factory
50,000
Administrative costs
70,000
Required:
     (a) Calculate for Product A on its:

     (I) Prime cost.
     (II) Unit production cost.

     (a) Calculate the selling and administrative overheads for Company X.
Solution:
(ai)
Prime cost = Direct materials + Direct labour
= $40,000 + $110,000 = $150,000
(aii)
Unit production cost = (Prime cost + Factory overheads) ÷ Number of units produced

= $[150,000 + (10,000 + 65,000 + 50,000)] ÷ 500

= $550
     (b) Selling and administrative overheads 

= Advertising expenses + Sales commissions + Administrative costs


= $30,000 + $8,000 + $70,000 
= $108,000
Lesson 3 – Classwork
Classify each of the following as fixed, variable, mixed or step cost:
     (1) A warranty agreement in which the company pays $800 per month and $100 per hour of service time.

     (2) Fuel cost of the company’s motor van.

     (3) The cost of beer for a restaurant.

     (4) The cost of computer printers in the company’s office.

     (5) The salary of a receptionist in an audit firm. 

     (6) Electricity cost which includes a monthly bill charge amounted to $250 and an additional amount depending on the number of kilowatt-hours used.

     (7) The cost of hiring 10 new employees because the factory requires to add a new shift to increase its capacity.
Solution:
     (1) Mixed cost

     (2) Variable cost
     (3) Variable cost

     (4) Fixed cost

     (5) Fixed cost

     (6) Mixed cost

     (7) Step cost
