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Teacher Resource 9.1
Answer Key: Cost Accounting in the Manufacturing and Merchandising Industries Venn Diagram
Answers may include the following:
[image: LP9 venn]	

Teacher Resource 9.2
Guide: Inventory Simulation
Use the following resource as a guide during the inventory simulation activity.
Purpose:
The inventory simulation activity demonstrates to students the flow of inventories in a manufacturing business. Students also become familiar with the three inventory accounts on a manufacturing business's balance sheet.
Background:
The simulation revolves around a manufacturing company called Convenient Campers Corp. Convenient Campers has just introduced a new product line, the Convenient Campers S'mores Kit. Students take part in the production and manufacture of this new product.
Materials:
The simulation is based on cost accounting teams of three students per team. Each team must produce 10 S'mores Kits. Depending on the size of your class, you will need enough of the following materials:
Graham crackers
Marshmallows
Chocolate pieces or bars
Sandwich-sized bags
Note: Feel free to substitute the S'mores Kits with another item that can be manufactured, such as a puzzle, frame, or greeting card. Whatever item you choose to produce, make sure that it has a minimum of three to four raw materials required for its assembly. Each item should take some time to produce so that when you have them stop after a couple of minutes, some products are only partially complete. 
Procedure:	
1. Introduce the simulation (have students read Student Resource 9.3).
2. Have students form groups of three and select their roles (as described on Student Resource 9.3, Step 1).
3. Distribute the raw materials to each group (graham crackers, chocolate bars, marshmallows, and sandwich-sized bags). 
4. Review vendor invoices (Student Resource 9.4) with the class. Make sure the students realize that the invoice totals reflect the amounts shared by the entire class.
5. Direct students to compare their materials inventory against vendor invoices and confirm the accuracy of the costs and counts (Student Resource 9.3, Step 2).
6. Instruct students to begin the production process (Step 3).
7. After two minutes, stop the student teams and evaluate their inventory and complete the table on Student Resource 9.3.
8. Instruct students to continue the production process for another three minutes and then stop them (Step 4). Again, students must evaluate their inventory and complete the table of Student Resource 9.3.
9. Tell student teams to complete the reflection questions on Student Resource 9.3.
Teacher Resource 9.3
Answer Key: The Manufacturing Environment Independent Practice
Answers may vary.
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 the material (canvas, nylon, zippers, straps) to make the backpacks.
b. An example of a direct labor cost would be the employees' salaries on the assembly line constructing the backpacks.
c. Examples of factory overhead costs would be the depreciation costs of the equipment, utilities, salaries of office workers, and spare parts to fix equipment.
2. Briefly describe the three inventory accounts that Backpack Brigade would use to keep track of its inventory. Raw materials, work in process, and finished goods are the three inventory accounts used by Backpack Brigade. The raw materials account would record the materials supplied by the vendors and/or distributors, specifically for the production of the backpacks. The work-in-process account would include any direct labor, direct materials, and factory overhead that had begun the production process. The finished goods account would include those backpacks that were complete and ready to be shipped off to the retailer, including all costs of production.
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? Perhaps the company was headed into a season that historically required extra inventory for production. The company may be introducing a new product line, or the company may be gearing up for higher production levels in general. The company may also be running less efficiently, or demand for backpacks has declined, so finished product levels have slowed. 
b. Why would this make some shareholders confident while causing others to worry? Some shareholders would see this as a projected increase in sales and profits, while others worry that production/sales have slowed.
4. If Backpack Brigade only sold backpacks and didn't manufacture them, explain how the cost of the merchandise inventory would be calculated. Merchandisers can determine the cost of the merchandise from vendors' invoices.
a. What inventory account(s) would it have? A merchandising business has only one inventory account because that single account represents the cost of the goods that have been purchased for resale. A merchandising business doesn't produce a product, so it doesn't need separate accounts for the inventory in each stage of the manufacturing process.

Teacher Resource 9.4
Test: The Manufacturing Environment
Student Name:_______________________________________________________ Date:___________
Directions: Use complete sentences to answer the following questions.
1. Describe some of the differences between cost accounting for a merchandising business and cost accounting for a manufacturing business.



2. Use the table below to record the three cost elements for the Convenient Campers S'mores Kit and provide two examples of each. 
	Cost Element:
	
	
	

	Example 1:
	
	
	

	Example 2:
	
	
	




3. What are the three inventory accounts used by a manufacturing business? What part of the production process does each account represent?


4. Imagine that Convenient Campers started to see its raw materials account and its work-in-process account decline while its finished goods account continued to increase. What are some of the possible explanations for this?



5. What are some of the dangers of a company carrying too little inventory? What about too much inventory? 


Teacher Resource 9.5
Answer Key: The Manufacturing Environment Test
Answers may vary.
1. Describe the differences between cost accounting for a merchandising business and cost accounting for a manufacturing business. There are many differences in cost accounting for a merchandising business compared with that of a manufacturing business. Inventory costs of a merchandising business can be determined from the vendor's invoice. In contrast, the costs of manufacturing business can be divided into three cost elements: direct labor, direct materials, and factory overhead. A merchandising business also has only one inventory account, whereas a manufacturing business has three. 
2. Use the table below to record the three cost elements for the Convenient Campers S'mores Kit and provide two examples of each. 
	Cost Element:
	direct materials
	direct labor
	factory overhead

	Example 1:
	marshmallows
	production employee's wages
	utilities cost

	Example 2:
	graham crackers
	production employee's benefits
	maintenance employee wages



3. What are the three inventory accounts used by a manufacturing business? What part of the production process does each account represent? The three accounts used by a manufacturing business include raw materials, work in process, and finished goods. The raw materials account represents the costs of the materials that will be a part of the finished product but have not yet been put into production. The work-in-process account refers to the items that are in the process of being manufactured into the finished product and includes direct materials, direct labor, and factory overhead. The finished goods account represents the completed product. At any given time, it is possible to have costs in all stages of the manufacturing process.
4. Imagine that Convenient Campers started to see its raw materials account and work-in-process account decline while its finished goods account continued to increase. What are some of the possible explanations for this? This could point to a slowdown in production and/or demand for the finished product. In other words, the company may be having trouble selling its finished products and is slowing down production until demand increases.
5. What are some of the dangers of a company carrying too little inventory? What about too much inventory? If a company carries too little inventory, it runs the risk of not supplying the demand. Not carrying enough inventory could create a shortage and hold up production. Too much inventory is risky, too, because you run the risk of items becoming obsolete. Excess inventory can also increase the company's storage costs.

Teacher Resource 9.6
Key Vocabulary: The Manufacturing Environment
	Term
	Definition

	cost accounting
	The process of collecting and reporting the direct materials, direct labor, and factory overhead costs related to producing a good or service. 

	direct labor
	The labor costs directly required to produce a product. For example, the salary and benefits of those employees who are working directly on producing a product are considered direct labor.

	direct materials
	All of the significant materials that are an integral part of the finished product.

	factory overhead
	All of the costs required to manufacture a finished product that are not related to the direct materials or direct labor costs. Examples include maintenance of the factory and utilities.

	finished goods
	A manufacturing inventory account that records products that are fully completed. It includes the direct materials, direct labor, and factory overhead specific to that product.

	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 production of the product. Examples include a maintenance manager and janitorial staff.

	indirect materials
	The materials that are used in the production of the product but are not as important as the direct materials. Glue, stain, and varnish are examples of indirect materials. 

	manufacturing business
	A company that buys finished goods to be resold for a profit.

	manufacturing costs
	The costs associated with the production of goods. 

	merchandising business
	A company that buys raw materials and converts them into a finished product to be sold either to a merchandiser, an end user, or another manufacturer for use in another product.

	raw materials
	Items in inventory to be used in the production of the products.

	work in process
	A manufacturing inventory account that represents the goods that are in production but are not yet considered a finished product. It includes direct materials, direct labor, and factory overhead allocated to the percent of completion for the merchandise.
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