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	Resource
	Description

	Student Resource 9.1
	Venn Diagram: Cost Accounting in the Manufacturing and Merchandising Industries

	Student Resource 9.2
	Reading: Cost Accounting in the Manufacturing and Merchandising Industries

	Student Resource 9.3
	Simulation: Manufacturing Inventories

	Student Resource 9.4
	Reference: Vendor Invoices

	Student Resource 9.5
	Independent Practice: The Manufacturing Environment




Student Resource 9.1
Venn Diagram: Cost Accounting in the Manufacturing and Merchandising Industries
Student Name:_______________________________________________________ Date:__________
Directions: Use the Venn diagram below to compare and contrast cost accounting systems in manufacturing industries with merchandising industries. In the appropriate circle, record the characteristics of the cost accounting system of the manufacturing industry, and in the other, write the characteristics of the cost accounting system of the merchandising industry. If any of the characteristics overlap, record those characteristics in the section where the circles overlap. When you have finished, share your findings with a partner. 

	           Manufacturing Industries   		          Merchandising Industries
Student Resource 9.2
Reading: Cost Accounting in the Manufacturing and Merchandising Industries
Cost accounting is an essential part of managerial accounting. Cost accounting is the process of tracking and recording all of the costs in manufacturing a product—the direct materials, the direct labor, and the factory overhead. Managers use the data from cost accounting to compare sales against costs and compare costs from one period to another. This information is valuable because it can help reduce a company’s costs and improve overall profitability.
Cost Accounting in the Merchandising Industry
A merchandising business buys finished goods to be resold for a profit. Many retail stores (like Walmart) are considered merchandising businesses because they buy products from a distributor or a vendor and then sell them to their customers. They are not manufacturing or producing anything; they are selling specific items for a profit. With this type of business model, figuring out the cost is relatively straightforward. Merchandisers can determine the cost of the merchandise from vendors’ invoices. 
Merchandising businesses have one inventory account, which is called merchandise inventory. This account represents the cost of goods on hand that has already been purchased. Although the process sounds simple, merchandising companies must keep careful track of their inventory. They must understand and predict the demand for their products—otherwise they will be left with excess inventory, which will most likely end up being sold at a discounted rate, or they could have too little inventory, which means they would lose sales.
Cost Accounting in the Manufacturing Industry
A manufacturing business buys raw materials and converts them into a finished product to be sold to a merchandiser, the end user, or another manufacturer for use in another product. Assessing the costs for a manufacturing business is more complicated than a merchandising business because some more factors and variables must be considered. 
Because manufacturing companies produce the items they sell, their costs include those necessary to manufacture their product. The cost of any finished product includes three cost elements: direct materials, direct labor, and factory overhead. 
Direct materials consist of all the materials that are a significant part of the finished product. For example, Sami’s Skateboards is a manufacturing business that produces skateboards. Some of its direct material costs would include the wood for the skateboard deck, wheels, trucks, freight, storage costs, and any other costs that directly affect how the company acquires those direct materials.
Direct labor consists of all the personnel costs required to manufacture the finished product. Direct labor should include the wages, the payroll taxes, and the benefits associated with those employees who are manufacturing the finished product. For instance, those employees who work to assemble the skateboards, press the skateboard decks and apply the graphics would all be a part of Sami’s Skateboards’ direct labor costs. 
Factory overhead consists of all the other costs required to manufacture the finished product that is not explicitly related to direct material or labor elements. Factory overhead consists mainly of indirect materials (those materials that are used in the production of the product but that are not as important as the direct materials), and indirect labor (the labor costs associated with those employees who are a part of the company but are not necessarily working directly with the actual product). Utilities, insurance, maintenance costs, the salaries of maintenance workers, and depreciation costs are all examples of factory overhead costs.
Student Resource 9.3
Simulation: Manufacturing Inventories
Student Names:_______________________________________________________ Date:___________
Directions: In this activity, you will be introduced to how manufacturing inventories work. Carefully read through the entire resource before beginning the simulation, and ask questions if anything isn’t clear.
Background
You recently started working for Convenient Campers Corporation. Convenient Campers is a company that specializes in manufacturing and producing traditional campfire treats. One of their newest products is the Convenient Campers S’mores Kit, which includes in one handy bag all of the ingredients to make the classic camping treat. Convenient Campers is in the process of identifying and analyzing all of the costs that are involved with the manufacture of its new product line. 

Inventory Accounts
When a business manufactures a product, it needs to keep meticulous track of its inventory. A business’s inventory is classified as a current asset on its balance sheet. Manufacturing companies use the following three inventory accounts to aid them in this process: 
Raw materials are the materials that will be used in the manufacturing of the product. For Convenient Campers, this includes the graham crackers, marshmallows, chocolate bars, and creative packaging, all supplied by separate vendors. Remember, as soon as the production process starts, the raw materials are no longer considered a part of the raw materials account. 
Work in process represents goods that are in production but are not yet complete. In other words, it refers to those products that are partially assembled. The work-in-process account includes the money spent on the raw materials (only the materials that have already been put into production), direct labor, and factory overhead. If Convenient Campers had some of its s’mores kits partially completed, an accountant would record this data in the work-in-process account. 
Finished goods represent the total cost of the completed product. For Convenient Campers, this would include the completely assembled Convenient Campers S’mores Kit.

Step 1:
Create a factory cost accounting team that consists of three people. Read each job description and then decide which of you will take each of the following roles.
The raw materials cost accountant will compare materials against vendor invoices and confirm the accuracy of the materials costs and count. Raw materials need to be readily on hand for the manufacturing process, and the raw materials cost accountant needs to make sure that this inventory is available.
The work-in-process cost accountant will request materials from the materials inventory and begin assembling the product. The work-in-process products are in the production process but are not yet completed. Labor costs will arise as factory workers begin the process of constructing the products. Work in process needs to be carefully monitored to make sure that inventory is completed on schedule. 
The finished-goods cost accountant needs to be able to predict the demand for the product. The finished product needs to meet sales demands but should not be produced in excess, as extra storage costs would incur and we do not want it too low or sales will be lost. 

Step 2:
After your teammates have chosen their roles, check each of the raw materials you received from your teacher against the vendor invoices in Student Resource 9.4 to ensure that accounts have been charged correctly and that all of the supplies have been delivered. Remember that the vendor invoices reflect totals that the whole class must share. Make sure that you calculate your unit prices from the vendor invoices accurately. 
It is also essential that you have an accurate materials count because you will be taking the raw materials and assembling them into the finished product. If you are short of any item, you will lose out on producing that item, and your sales will be affected accordingly. Although your team should work efficiently, the goal is not to see who can produce the most s’mores kits but to experience the manufacturing and accounting process.

Step 3:
Once all of the raw materials have been accounted for, your team may begin to assemble the s’mores kits. Remember that everyone on your team must participate in the manufacturing process. After two minutes, your teacher will signal all of the teams to stop production. At this point, your team must audit your inventory. There should be goods in each of the three stages. Each of the cost accountants must perform a count for his or her stage. Record your inventory on the table below:
	Inventory Account
	Description
	Quantity
	Comments

	Raw Materials
	Graham crackers
Marshmallows
Chocolate pieces or bars
Sandwich-sized bags
	
	

	Work in Process
	



	
	

	Finished Goods
	



	
	



Step 4:
Begin the assembly line process again, and continue to make the s’mores kits. When your teacher signals you to stop, you must stop the assembly-line production. Complete a final inventory audit on the table below. At this point, your team may likely have only finished goods to report.
	Inventory Account
	Description
	Quantity
	Comments

	Raw Materials
	Graham crackers
Marshmallows
Chocolate bars
Sandwich-sized bags
	
	

	Work in Process
	


	
	

	Finished Goods
	


	
	



Once the simulation is complete, work with your teammates to complete the following questions. Although you may discuss the questions as a group, each group member responds to the questions individually. 
Evaluate your raw materials inventory and then consider the following: imagine that your team will be manufacturing the s’mores kits during tomorrow’s class period. You will be working with the same team and have the same amount of time to assemble the kits. You must complete your ordering of the raw materials today. Write your raw materials order below. Would you order more, less, or the same amount of raw materials? Explain your reasoning.


Why would Convenient Campers want to make sure that it didn’t have too much inventory? Too little?



If the unit product cost of one s’mores kit is $1.75 and 10 units were produced, what is the total cost? 

Student Resource 9.4
Reference: Vendor Invoices
Directions: Refer to the following vendor invoices and check each item against the raw materials inventory supplied to you by your teacher. Review the documents carefully to ensure that accounts have been charged correctly and that all of the supplies have been delivered. Remember that the invoices reflect the total shipment that was received by your class. You must divide the totals according to the amount of materials that your team received.
Invoice #1:


[image: ]










Invoice #2:
[image: ]
Invoice #3:
[image: ]
Student Resource 9.5
Independent Practice: The Manufacturing Environment
Student Name:_______________________________________________________ Date:___________
Directions: Answer the following questions using complete sentences. 

1. Imagine that you are the CEO for Backpack Brigade, Inc., a backpack manufacturing company. Give an example of three costs your company would have, one for each cost element category: 
a. An example of a direct materials cost would be….
b. An example of a direct labor cost would be….
c. An example of a factory overhead cost would be….

2. Briefly describe the three inventory accounts that Backpack Brigade would use to keep track of its inventory.


3. Some of your shareholders have noticed and brought to your attention a substantial increase in your raw materials inventory. 

a. What are some possible explanations for this? 

b. Why would this make some shareholders confident while causing others to worry?


4. If Backpack Brigade only sold backpacks and didn’t manufacture them, explain how the cost of the merchandise inventory would be calculated.

a. What inventory account(s) would it have?
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Tusty Sweets and Alternative Treats Corp. Invoice date: 12/12/2013
123 Industrial Ave - ' Invoice number: 0121-3477
Burington, VT 05401 ‘ Customer acet, number: 1470

Terms: Net 10 after invoice date

To: Convenient Campers Corp. Ship To: Convenient Campers Corp.
2020 Hampton Street 2020 Hampton Street
Salt Lake City, Utah 84101 SaltLake City, Utah 84101
o | tem# Description Unitprice | Discount | _Unit Total
1 | 1 carton marshmaliows (nc. 10 packs
! 46321 ‘each with 10 marshmallows) 2100 32100
1 case small chocolate bars (100
1 6732-1 small bars) $35.00 $35.00
Subtotal $56.00
Sales Tax

Total | $56.00
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Zip-lt, Inc.

1400 Crescent Drive
Burlington, VT 05401

Invoice date: 12/12/2013

Invoice number: 467931276
Customer acet. number: 1675

Terms: Net 10 after i

date

To: Convenient Campers Corp.
2020 Hampton Street

Salt Lake City, Utah 84101

‘Ship To: Convenient Campers Corp.
2020 Hampton Street
Salt Lake City, Utah 84101

ar [ rems Description UnitPrice | Discount | UnitTotal
1 5 | 1caseZipitHandy Bags (4packs) | $749 s749
Subtotal | 749
SalesTax | 5045
Towl | st





image4.jpg
Dayton Corp.
1010 Dayton Ave
East Hanover, NJ 07036

Invoice date: 12/122013
Invoice number: 0-122

Customer acet. number: 441

Terms: Net 30 after invoice date

To: Convenient Campers Corp.
2020 Hampton Street
Salt Lake City, Utah 84101

onvenient Campers Corp.
2020 Hampton Street
Salt Lake City, Utah 84101

ary | tem# Description UnitPrice | Discount | unit Total
1 case graham crackers (inc. 10
i A3 | packs each with 10 graham crackers) | S15%0 500,
Subtotal | $15.00
Sales Tax.
Total | $15.00
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