
International Journal of Management and Applied Science, ISSN: 2394-7926                                                 Volume-4, Issue-6, Jun-2018 
http://iraj.in 

How Cost Accounting Distort Product Costs 
 

21 

HOW COST ACCOUNTING DISTORT PRODUCT COSTS 
 

BASIL ALMUBADDIL 
 

 
Abstract- It is important for the managers to consider adopting product costing instead of cost accounting in order to ensure 
maximized returns on production. Product costing is described as a process of cost to production and inventory basing on the 
expenses that go into buying and producing inventory. It is a fundamental process for manufacturers (Banker, 2010). 
 
 
SUMMARY OF THE CASE 
 
The author argues that in order to make informative 
decisions concerning the products they are marketing, 
the organizations’ managers need to understand the 
implication of products’ cost.  The authors suggest 
that new product introduction decisions, product 
design and the effort expended on attempting to 
market a product or a line of product is influenced by 
the anticipated profitability and cost of the given 
product. Cost of the product plays a crucial role in 
setting prices especially for customized products with 
low sales volume. It should be noted that the 
cumulative effects of decision on introduction, 
product design, support, pricing and discontinuance 
can help to determine the business’ strategy (Cooper, 
2014). The authors argue that in a full-cost system, 
fixed cost of production is usually allocated to a 
product to ensure that the cost of product measure the 
manufacturing cost. However, in variable cost 
system, there is no allocation of fixed cost and hence 
cost of product reflects the marginal cost. Variable 
costs are useful for making product decisions 
(Kooper, 2014). In other words, setting marginal 
revenue equal to marginal cost can product high 
profit. 
Product cost can only be variable if they differ 
directly with quarterly or monthly changes in volume 
of production. However, organizations’ managers do 
not agree with this perspective because any decision 
to offer products in market can create a long-term 
commitment to market, manufacturing and support 
for the product to ensure increased sales. The cost of 
product plays an important role in decision that 
surrounds the pricing, introduction and product 
discontinuance. Further, the product cost plays a 
significant role in evaluating how much effort a 
company should invest in marketing and selling 
products (Cooper, 2014). 
The authors also opine that with the introduction of 
automated machinery, direct labor is being engaged 
in supervisory and setting up functions in firms. 
Therefore, direct labor no longer represent reasonable 
surrogate for resources demand. In order to achieve a 
correct product cost, the bases of allocation must be 
capable of accounting for all diversities of product. 
In summing up, the authors explore the marketing 
strategic decisions focusing mainly on implications of 
cost of product to product managers in making crucial 
decisions concerning the product. The anticipated 

profitability and product cost influence decisions 
about product introduction, design and efforts needed 
to marketing the product and/or product line. For 
instance, discontinuation can only become relevant if 
the profit drops and cost go up. 
 
THE RELATIONSHIP OF THE CASE TO MY 
WORK EXPERIENCE 
 
Direct labor and labor cost are fundamental concepts 
which have been explored in the case. In my 
workplace, these concepts are considered as key 
metrics especially in manufacturing sectors. They are 
based on labor needed to produce product versus 
required labor for smooth running of the business 
operations. Our organization requires a given number 
of employees for effective functioning of business 
activities. The indirect labor costs include accounting, 
secretariat, marketing, sales, inspectors and shipping 
along with other office functions that are critical to 
the generation operations. Manufacturing labor cost is 
directly attached to the employees who are 
responsible for goods’ production such as assembling 
of line workers (Duenke, 2010). 
Indentifying of labor cost – direct labor cost can be 
attributable to a given unit of production. Direct labor 
cost can be considerably difficult to determine on 
“special project” and “job order”, which is a critical 
order that needs special requirements. For instance, 
an order to manufacturing auto parts within a specific 
tolerance needs quality control employees to ensure 
that equipments function in order and hence maintain 
tolerance. In this case, employees are considered 
among the indirect labor cost. However, the 
employees that operate the machine are considered as 
direct labor costs (Duenke, 2010). 
Calculation of the direct labor cost – certain labor, 
such as product packages and handlers and forklift 
drivers, involve repetitive job in production of 
finished goods. However, the method of labor cost 
underestimate cost of labor. In other words, labor cost 
can be considered as direct labor cost if repetitive 
labor is taken as fundamental part of manufacturing 
process. My company uses this method and hence 
tends to have clear assessment of the sold goods 
(Duenke, 2010). 
Significance of indirect versus direct labor cost – 
attachment of labor cost to certain jobs is 
fundamental in evaluation of cost of sold goods. 
Further, the identification of the cost factors that are 
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attributable to production of goods is crucial in 
assessment of the labor input. In other words, the 
more labor cost applied directly to manufacturing of 
product, the more accurate the company can be able 
to measure the cost. When making analysis of 
indirect and direct cost in relation to profit, a clear 
delineation between indirect and direct labor cost 
helps to allow for the management to evaluate any 
change in production profits and rates in comparison 
to labor figures. For instance, if the production level 
and revenue have increased and direct labor is not 
increasing, with the fallen profit margin, the 
organization’s management can be able to determine 
the growth of indirect labor cost (Duenke, 2010). 
 
LABOR COST AND DIRECT LABOR IN 
MANUFACTURING 
 
Valuing and understanding two types of labor cost 
can provide the management with a clear 
understanding of how the organization control cost 
and generate revenue associating with generated 
revenue. Indirect and general labor costs such as 
management salaries, project design employees and 
research and development personnel exist since they 
are fundamental part of business operations (Duenke, 
2010). 
Relationship of the case to Accounting for Business 
Managers: 
Variable-costing approach has been widely explored 
in the article with the authors suggesting that 
manages of the studied organizations should have 
used it in their accounting. It is important to note that 
variable cost is an expense that different with the 
production output. In other words, it is a cost that 
varies depending on the production volume in the 
company (Banker, 2010). They fall as the production 
decrease and rise as the production increase. These 
types of costs differ from fixed cost such as 
advertising, rent, office supplies and insurance. It 
should be noted that variable costs and fixed costs 
comprise a total cost. 
It is important for the managers to consider adopting 
product costing instead of cost accounting in order to 
ensure maximized returns on production. Product 
costing is described as a process of cost to production 
and inventory basing on the expenses that go into 
buying and producing inventory. It is a fundamental 
process for manufacturers (Banker, 2010). There are 
various costing methods that an organization’s 
management can choose for ensuring accuracy, 
simplicity and other factors. If a firm involve in 
contracting accounting-related services, the 
accounting firm may decide to conduct in-depth 

analyses as part of its services. There are various 
benefits to this customized costing as described 
below: 
Project tracking – when a firm assigns a cost to 
different project’s stages and involves in evaluating 
product budget to determine whether the cost match 
their expectations, this is referred to as project 
tracking. Costing is a fundamental part of the project 
tracking, and if improper costing is applied, it can be 
extremely difficult to determine and analyze cash 
flows (Banker, 2010). Product costing can help to 
separating broad cost among different departments 
and teams for purpose of accuracy. 
Effectiveness in decision-making – when the 
managers make business-related decisions, such 
decisions may be about the profit made by the 
business and involve return on investment. Therefore, 
product costing can be used as a foundation on which 
to make such decisions (Banker, 2010). For instance, 
the managers who are used to absorption of costing 
whereby all production costs are divisible into 
products may not detect the benefits of given pricing 
contract. 
Project developments - this is defined the creation of 
new product. When a firm plan to design a line of 
products or recreates old products with added 
features, product costing can act as invaluable 
resource (Banker, 2010). Product costing helps to 
allow the company to attach certain cost not only to 
product materials but also the products, abilities and 
features that allow for ensuring accuracy in 
manufacturing cost. 
 
CONCLUSION 
 
From the foregoing we have seeing that product 
costing is a cost that is used to create a product. These 
costs include direct materials, direct labor, factory 
overhead, and consumable production supplies. 
Product cost is the cost of labor that is needed to 
delivering services to customers. In addition, product 
cost includes cost that relates to services such as 
payroll taxes, compensation, and employee benefits. 
It s important t note that product costing an cost 
accounting are two accounting methods for 
determination of the needed cash to creating services 
and goods. 
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