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The cost of each unit depend on the numbers of the units
produced (1) .

— —
(1) Gordon shillinglaw Cost Accounting Analysis’ an
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| V.ariable are the controllable costs because these under the
direction of intermediate management and supervisors who will
be held accountable for operating results . (1)

st Accounting
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Principles and practice , Richard D . I
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Consider the case of a company that antomates a hand
assembly operation which requires ten , man - hours per unit . At
$ 2 per hour , this results in a direct Jabor cost of $ 20 per unit .
If the machine costs $§ 100,000 has a Iife of ten years , and will
produce 1,000 units per year, the cost unitis $ 10. In this
example , depreciation expense has been substituted for direct
labor cost. (1)
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( October , 1967 ) , pp 49 - 94 .
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Wages , for example , are usually considered to be prodyct
costs , but in several companies , they are classified a periog
costs, because it is company Policy to maintain a study lahor
force (1)
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(1) National Associaticn of Accountants, « Current Applic
ation of Direct Costing » , Research Report series No . 37 , New -
York ,1961,p11.
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Variable Costg are tp
(a straight line) Actually y

hey do not
and because they change at dlfferent r;:)e
of the same product (1) . )
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Variable costing tends to ignore or understate the importance

of fixed costs . probably the most familiar example of thig

/argument is the contenton that pricing decisions

based upon
variable costs may result in prices that fail to cover ail costs (2)
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(1) A.j.Bergfeldand D. W . Schweppe , « Cost Control
and profit prediction » , From Industrial Engineering Ha.rtd - bool;
Third ed Edited by H.B . Maynard , McGraw Hill Boo
Company ,1971 , Section 8 - 17 .

w . Frank ,
(2) Adolph Matz , Othel J.  Curry Landwi:z:f: Publishing
‘ : : dition , South - W -
Cost Accounting , Third Edl

Company , 1962 , pp 798 -9 -
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It seems clear , however, that even if the « period » argument

is accepted , it is the production of the period rather than the
revenue of the period that supplies the test of the benefits
obtained . Machine rental may relate to a specific time period , but
‘it is hardly arguable that the campany has sustained a loss of the
amount of the rental because the product made in that period was
not sold in that period . Facilities are utilized to create values,

Lot to Profits. The values stored up in manufactured goods are
sacrificed when the goods are sold, not lost when the goods are

‘produced .
........ Simplicity , hawever , is not the exclusive or even

the major goal of cost analysis . If it were , it would be very
simple to write off all costs’ as incurred carrying inventories at

zero value (1) .

(1) Howard Clark Greer , « Alternative to direct Costing »
From ‘Roadingsin Cost accounting Budgeting and Control »
Thémas Third edition , South - western Publishing Company
1968 , p 279 .
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... This cost of the product depends on the specific
eircumstances under which it is expected to be produced and sold
For example , all other things.

Leing equal , the relevant cost of the produet will be greater
if the prices of raw matrieals are expected to go up (L)

Relevant Costing dunslil] dslal] G gluii

Under relevant costing , only one basic assumption is needed;
Any cost is carried forward as an asset if , and only if , it has
a favorable economic effect on expected future costs or future

revenues (2) .

To be relevant for decision making , costs must clear two
hundles ; They must be future and they differ between

alternatives (3) .

(1) George J . Benston , « Cost Measurement » , From Hand-
Book of Cost Accounting , Edited by Davidson and Roman
L. . Weil , CP8 , CMA , 1978 , Section b - 2.

(2) Sce , for example , Charles T . Horngren and Georg.e.
« Direct Costing for Extenal Reporting » , The Accounting RevieW
( January , 1961) , pp 84 - 93 .
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(3) Richard M. Lynch , Accounting for Mana o

McGraw - Hill Publishing , Company , New Delhi , 1967, P
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