The key points to study for Test 2 are:

Chapter 11

1.  Understand the methods for “Cooking the Books”, pages 253 thru 261.

Chapter 13

1. Know how to classify costs

a. Manufacturing or Non-manufacturing or

b. Product or Period

2. Know the difference between

a. Direct and indirect labor

b. Direct and indirect material

c. Prime cost = DM + DL

d. COGS for manufacturing and Purchases for Merchandising operations.

3. Know what goes into Overhead

4. The two methods for costing data collection; Job Order or Process

5. The two methods for applying costs; Actual or Standards

6. The three steps for calculation the Overhead Rate

7. Allocating Overhead

a. Quantity x Rate

b. Over-absorbed and Under-absorbed Overhead (which is a credit variance and which is a debit variance)

c. Know the Overhead Variance account and understand what goes into the debit side and what goes into the credit side (my slides are descriptive)

d. The variance is transferred to COGS account at the end of the accounting period using double-entry bookkeeping. (Note: this was not discussed with your class but, at the end of the accounting period, the remaining variance is transferred to COGS as an Adjusting Entry).

e. Traditional vs ABC Costing methods

f. Absorbed and Allocated overhead terms can be used interchangeably.

Chapter 13A and 13B.

1. The double-entry bookkeeping process for Direct Materials, Direct Labor and Overhead components to the Overhead Variance, Inventory (WIP and FG) and COGS accounts.

2. The graphical understand for volume and spending variances with variable and full-absorption costing.

3. Know how to use the Variance Analysis models.  Remember that when calculating Overhead Variance under Full-absorption costing, leg 3 is the Allocated Overhead and leg 2 is y=mx+b.  For the other versions (DL, DM, variable OH only) leg 1 = AQxAP; leg 2 = AQxSP; and leg 3 = SQxSP.

Chapter 14.

1. Breakeven point using the CPV Curve

2. Calculating the Breakeven point using the Contribution Margin, fixed and variable expenses.

3. Know the difference between the CM and GM versions of the Income Statement (only the GM version is acceptable for financial reporting per GAAP).

Chapter 15.

1. Understand the Features of Managerial Accounting

2. Know that Budgeting is profit planning and a road map for decision making

3. Know the difference between strategic and operational objectives.

4. Understand the budget cycle and the interrelationship between budgets (how they connect).  The Sales Budget is the core of the Master Budget.

5. Understand that budgets are based on either historical data or zero-based budgeting.  Know what zero-based budgeting is.

6. Know the difference between Static and Flexible budgets (and how they affect Variance Reports)

7. Know the three types of Mixed Expenses

8. Understand the definition of Positive (Favorable) and Negative (Unfavorable) Variances.

9. Know the difference between Committed and Deterministic costs

10. Understand how to determine which variances to address.

11. Know the difference between bottom up and top down budgeting and the problems created with bottom up.

12. Know the different accountablility centers (Cost center, Profit center and Investment center).

13. Understand Goal Congruency alignment between managers and the organization and Optimistic and Pessimistic view towards budgeting.

14. Know what is meant by “Pro-Forma” budgets and Operating Statements.

