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OCUS on the

with Noreen/Brewer/Garrison

In Managerial Accounting for Managers, the
authors have crafted a streamlined managerial
accounting book that is perfect for non-
accounting majors who intend to move into
managerial positions. The traditional Process
Costing, Statement of Cash Flows, and Financial
Statement Analysis chapters have been
dropped to enable instructors to focus their
attention on the bedrocks of managerial
accounting—planning, control, and decision
making. Noreen/Brewer/Garrison focuses on the fundamentals, allowing
students to develop the conceptual framework managers need to succeed.

In its fourth edition, Managerial Accounting for Managers continues to
adhere to three core standards:

Noreen Brewer Garrison

Managerial Accounting for Managers

~ Fourth Edition

FOC U S . Noreen/Brewer/Garrison pinpoint the key managerial
concepts students will need in their future careers. With no journal entries
or financial accounting topics to worry about, students can focus on the
fundamental principles of managerial accounting. The manager approach
in Noreen allows students to develop the conceptual framework needed
to succeed, with a focus on decision making and analytical skills.

R E LE\/AN C E . Building student interest with its insightful Busi-

ness Focus vignettes opening each chapter, current In Business examples
throughout the text, and tried-and-true end-of-chapter material, students
will always see the real-world applicability of Noreen/Brewer/Garrison.

BALANC E . There is more than one type of business, and so

Noreen/Brewer/Garrison covers a variety of business models, including non-
profit, retail, service, wholesale, and manufacturing organizations. Service
company examples are highlighted with icons in the margins of the text.

“It’s a very clear book
with a healthy focus
on decision making

and service
businesses. Great for
non-majors.”

—Mark Holtzman, Seton
Hall University

“Very well-written and
compatible with a
user-based
approach.”

—Kay Poston, University
of Indianapolis

“The best introductory
management
accounting book |
have used. It is
complete, concise,
and written at a level
beginning students
can understand.”

—Christine Haynes,
University of West Georgia




New in the
Fourth Edition

All Chapters
All chapters (except Chapter 1) have a new Foundational 15
feature.

Chapter 1

This chapter has a new section titled Managerial Accounting:
Beyond the Numbers. It has expanded coverage of leadership
skills and an expanded set of end-of-chapter exercises.

Chapter 2

The learning objective pertaining to direct and indirect costs has
been moved to the front of the chapter to improve the students’
ability to understand the material. Appendix 2A has been
overhauled to simplify the explanation of how to use Microsoft
Excel to perform least-squares regression analysis.

Chapter 3

The assumptions of CVP analysis have been moved from the
end of the chapter to the beginning of the chapter. The target
profit analysis and break-even analysis learning objectives
have been reversed.

Chapter 4

This chapter has added Appendix 3A: Activity-Based Absorption
Costing. This material was formerly Appendix 7B in the previous
edition of the book. Moving this material to Chapter 3 offers
instructors greater flexibility when determining how to cover
activity-based costing.

Chapter 5

This chapter has added a new learning objective related to
calculating companywide and segment break-even points for
companies with traceable fixed costs. It has also added a new
appendix related to super-variable costing.

Chapter 6

This chapter has added a new exhibit and accompanying text
to better explain key concepts and terminology within the
chapter.

Chapter 7
A section illustrating the meaning of a constraint has been
added. Also, several new In Business boxes have been created.

Chapter 8

The learning objective pertaining to the payback period has been
moved to the front of the chapter. Adopted a Microsoft Excel-
based approach for depicting net present value calculations.
Added a discussion of the behavioral implications of the simple
rate of return method. Completely overhauled Appendix 8C so
that students can more easily grasp the impact of income taxes on
net present value analysis.

Chapter 9

We added new text and an exhibit to help students better
understand how and why a master budget is created and how
Microsoft Excel can be used to create a financial planning model
that answers “what-if” questions. Two new end-of-chapter
exercises that enable students to use Microsoft Excel to answer
“what-if” questions have also been added.

Chapter 10

The discussion of the variance analysis cycle and management
by exception have been moved into the front of this chapter.
This material was previously included in the standard costing
chapter. In response to customer feedback, we reversed the
headings in the flexible budget performance report. The actual
results are shown in the far-left column, and the planning
budget is shown in the far-right column.

Chapter 11

In response to customer feedback, we reversed the headings
in the general model for standard cost variance analysis. The
actual results (AQ X AP) are shown in the far-left column and
the flexible budget (SQ X SP) is shown in the far-right column.

Chapter 12
This chapter a new Business Focus feature and two new In
Business boxes were added.




Noreen's Powerful Pedagogy

Managerial Accounting for Managers is full of pedagogy designed to make
studying productive and hassle-free.

Opening Vignette

Each chapter opens with a Business Focus feature that provides a real-world
example for students, allowing them to see how the chapter’s information and
insights apply to the world outside the classroom. Learning Objectives alert
students to what they should expect as they progress through the chapter.

Managerial Accounting
and Cost Concepts

Lowering Health Care Costs and Improving.
Patient Care

“Many concepts in accounting are rather abstract if not
given some type of context to understand them in. The
business focus features help to provide this context and
can lead to discussions in class if the instructor wishes.”

_ —Jeffrey Wong, University of Nevada, Reno

Applying Excel
This exciting end-of-chapter feature links the power of Excel with
managerial accounting concepts by illustrating how Excel functionality
can be used to better understand accounting data. Applying Excel goes
beyond plugging numbers into a template by providing students with
an opportunity to build their own Excel worksheets and formulas.
Students are then asked “what if” questions in which they analyze not
only how related pieces of accounting data affect each other but why
they do. Applying Excel immediately precedes the Exercises in eleven
of the twelve chapters in the book and is also integrated with Connect,
“An excellent pedagogical feature that d/lowing students to practice their skills online with algorithmically
helps further reinforce students’ generated datasets and to watch animated, narrated tutorials on how
knowledge of key concepts in the text to use formulas in Excel.
book, while strengthening students’
Excel skills that are so important in the
work place.”

“[Applying Excel is] an excellent way for students to
programmatically develop spreadsheet skills without having
to be taught spreadsheet techniques by the instructor. A
significant associated benefit is that students gain more
exposure to the dynamics of accounting information by
working with what-if scenarios.”

—Marianne L. James, California State
University, Los Angeles

—Earl Godfrey, Gardner-Webb University




The Foundational 15 Additional student resources are available with Comnect. B COYW¥@CE The Foundational 15 I.
NEW to the fourth edition of Noreen! Martinez Company's relevant range of production is 7.500 units to 12.500 units. When it produces LE;R:INGZOEJZCTWES 2-1, 2-2,
Each chapter now contains one Foundational 15 e
exercise that includes 15 “building-block” questions perinm

Direct materials. ........................ $6.00

related to one concise set of data. These exercises e e e
. . . Fixed manufacturing overhead . . $4.00
can be used for in-class discussion or as homework Fired sellng expense . ... $3.00

Fixed administrative expense. ... $2.00
Sales COMMISSIONS. .. ................... $1.00

assignments. They are found before the Exercises Sl e v $050
and are available in Connect.

I n BUSi ness BOXGS @ FOOD PRICES HIT RECORD HIGHS FOR RESTAURANTS

These helpful boxed features offer a glimpse into gg
how real companies use the managerial accounting A g chek s o Sy oo Wittt e i e ek than sl et
concepts discussed within the chapter. Each

chapter contains from three to fourteen of these

current examples.

because of its buying power and long-term contracts.

Source: Anne VanderMey, “Food For Thought,” Fortune, May 9, 2011, p. 12.

© Digital Vision/PunchStock, RF

“I love these. Again, a connection to the real world that adds credence to the course.”
—Larry N.Bitner, Shippensburg University

Managerial Accounting in Action Job-Order Costing—An Example. |

= To introduce job-order costing, we will follow a specific job as it progresses through the
Vlgn ettes manufacturing process. This job consists of two experimental couplings that Yost Pre-
cision Machining has agreed to produce for Loops Unlimited, a manufacturer of roller

coasters. Couplings connect the cars on the roller coaster and are a critical component

These Vignettes depict CrOSS'funCtional teams Working in the performance and safety of the ride. Before we begin our discussion, recall from a

previous chapter that companies generally classify manufacturing costs into three broad
H H H H H categories: (1) direct materials, (2) direct labor, and (3) manufacturing overhead. As we
together In real_llfe Settmgs- USIng prOdUCtS and Sewlces s(ud; the operation of a job-order costing system, we will see how each of these three
. . . . types of costs is recorded and accumulated.
students recognize from their own lives increases
. . Yost Precision Machining is a small company in Michigan that specializes in fabricat-
en g agem ent an d en h ances prob Ie M-S0 IV| ng Sk' | IS. Stud- ing precision metal parts that are used in a variety of applications ranging from deep-sea AC::”:S:‘I";IEZI?I{I‘

exploration vehicles to the inertial triggers in automobile air bags. The company’s top ACTION
. managers gather every morning at 8:00 AM. in the company’s conference room for the
ents are Shown Step'by'step hOW aCCOU ntlng Concepts are daily planning meeting. Attending the meeting this morning are: Jean Yost, the com- WD EED
pany’s president; David Cheung, the marketing manager; Debbie Turner, the production
i ] 8 A manager; and Marc White, the company controller. The president opened the meeting:
Im plemented In Orga nlzatlons a nd hOW these Concepts a re Jean: The production schedule indicates we’ll be starting Job 2B47 today. Isn’t that the
o q Q special order for experimental couplings, David?
app“ed to Solve everyday busmess pr0b|ems_ F|rSt “The David: That's right. That's the order from Loops Unlimited for two couplings for their Y 0 S T
? new roller coaster ride for Magic Mountain. Precision Machining
Debbie: Why only two couplings? Don’t they need a coupling for every car?

|Ssue” iS intrOd uced throug h a dialog ue; the Student then David: Yes. But this is a completely new roller coaster. The cars will go faster and will

be subjected to more twists, turns, drops, and loops than on any other existing roller

Wa I kS th rough the im plementation process; ﬁna”y, “The coaster. To hold up under these stresses, Loops Unlimited’s engineers completely
Wrap-up” summarizes the big picture.

“This element is exceptional. The situations truly reflect real life issues business people would
face—not just “textbook” manufactured examples that always have black-and-white answers.”

—Ann E. Selk, University of Wisconsin—-Green Bay




I Applying Excel & CONMNECE  Additional student resources are available with Connect.

LEARNING OBJECTIVES 4-1,
4-2,4-4

The Excel worksheet form that appears below will reinforce your ability to compute underap
plied and overapplied overhead. It is based on the data pertaining to Turbo Crafters Company that
was discussed earlier in the chapter. Download the workbook from Connect, where you will also
receive instructions about how to use this worksheet.

I Exercises A (Dmect' Additional student resources are available with Connect.

EXERCISE 4-1 Compute the Predetermined Overhead Rate [LO4-1]

Logan Products computes its predetermined overhead rate annually on the basis of direct labor-
hours. At the beginning of the year, it estimated that 40,000 direct labor-hours would be required
for the period’s estimated level of production. The company also estimated $466,000 of fixed
manufacturing overhead expenses for the coming period and variable manufacturing overhead of

I Problems - | Comect' Additional student resources are available with Connect.
PROBLEM 3-19 Break-Even Analysis; Pricing [LO3-1, LO3-4, LO3-5]
Minden Company introduced a new product last year for which it is trying to find an optimal sell-
ing price. Marketing studies suggest that the company can increase sales by 5,000 units for each
$2 reduction in the selling price. The company’s present selling price is $70 per unit, and variable
expenses are $40 per unit. Fixed expenses are $540.000 per year. The present annual sales volume

I Cases

B connect

CASE 3-32 Break-E for Indivi Products in a ipi Company [LO3-5, LO3-9]

Additional student resources are available with Connect.

Cheryl Montoya picked up the phone and called her boss, Wes Chan, the vice president of market-
ing at Piedmont Fasteners Corporation: “Wes, I'm not sure how to go about answering the ques-
tions that came up at the meeting with the president yesterday.”

“What’s the problem?”

“The problem material is still the best |
can find.”

—Noel McKeon, Florida State College-
Jacksonville

“The teaching supplementary materials
are excellent for new professors as well
as seasoned professors.”

—Terence Pitre, University of St. Thomas

End-of-Chapter Material

Building on Garrison/Noreen/Brewer’s reputation for
having the best end-of-chapter review and discussion
material of any text on the market, Noreen’s problem
and case material continues to conform to AACSB
recommendations and makes a great starting point for
class discussions and group projects.

Applying Excel integrates key course concepts and
Excel—a software students will encounter in the
workplace, whether they go into accounting or any
other business major. With Applying Excel, students not
only gain practice working with Excel software, they
also learn how Excel can be used to present accounting
data and how that data is interrelated.

Author-Written Supplements

Unlike other managerial accounting texts, the book’s
authors write all of the major supplements, ensuring a
perfect fit between text and supplements. For more
information on Managerial Accounting for Managers’
supplements package.

« Instructor’s Resource Guide
« Test Bank

« Solutions Manual




Utilizing the Icons

To reflect our service-based economy, the

é i text is replete with examples from

service-based businesses. A helpful icon

distinguishes service-related examples in
the text.

Ethics assignments and examples serve
as a reminder that good conduct is vital in
business. Icons call out content that
relates to ethical behavior for students.

The writing icon denotes problems that
require students to use critical thinking as
well as writing skills to explain their
decisions.

The IFRS icon highlights content that may

@ be affected by the impending change to
IFRS and possible convergence between
U.S. GAAP and IFRS.

“I strongly recommend this book
to colleagues [for the]
introductory course in managerial
accounting. It fits students
without a background in
managerial accounting. It is the
best textbook in managerial
accounting.”

—Yousef Jahmani, Savannah State
University

“Excellent, comprehensive book.
Easy for students to read and
understand.”

—Sandy Copa, North Hennepin College

“Students can easily understand
the book. [Noreen] covers all the
pertinent topics needed in
Managerial Accounting in a
concise, easy to understand
format.”

—Linda Malgeri, Kennesaw State
University




A Market-l eading Book Deserves

Chapter 2

Mc ®
Graw

Hill

Education

Education is changing . . . and so are we.

McGraw-Hill’s Connect is a digital teaching and learning environment that support student’s skills in the classroom and
beyond. With Connect, instructors use technology to enhance learning by delivering interactive assignments, quizzes,
and tests easily online. Connect digital assets focus on concepts, application, and assessment. Students can practice
important skills at their own pace and on their own schedule.

Question 1 (of 5) -

& connect’
|
Assignment
value:
10.00 points
The number of X-rays taken and X-ray costs over the last nine months in Beverly Hospiial are given below:
Morith X-Rays Taken X-Ray Costs
January 6,250 $28.000
February 7,000 $29,000
March 5,000 $23,000
April 4250 $20,000
May 4,500 $22,000
June 3,000 $17,000
July 3,750 $18,000
August 5,500 $24,000
September 5,750 $26,000
Required:

1. Using the high-low method, estimate the cost formula for X-ray costs

High activity level
Low activity level

Change

The Empire Hotel in Vail, Colorado h lated

ds of the total

Online Assighments

Connect helps students learn more efficiently by providing feed-
back and practice material when and where they need it. Con-
nect grades homework automatically, and students benefit from
the immediate feedback that they receive, particularly on any
questions they may have missed. Furthermore, algorithmic ques-
tions provide students with unlimited opportunities for practice.

NEW! Excel Simulations

Simulated Excel questions, assignable within Connect, allow
students to practice their Excel skills—such as basic formulas and
formatting—within the content of financial accounting. These
questions feature animated, narrated Help and Show Me tutorials
(when enabled), as well as automatic feedback and grading for
both students and professors.

Interactive Presentations

f the hotel and

the number of

rented out for

the last year.

ane day. The Hotel's b with

summer.

Janvary | 2,890,

6,945

February 170 7,271
March | 3,79 8,860
April 1598 4464
May 599 2,541

3,986

Required:

to the nearest whole cent.

o | sweiog mso wasmn

54,115
3,68
5,768

the ski season and in the

Using the high-low method, estimate the fixed cost of electricity per month and the variable cost of
electricity per occupancy-day. Round off the fixed cost to the nearest whole dollar and the variable cost

[Loa]

Interactive Presentations, assignable by individual learning objective within Connect,
teach the core concepts of the text in an animated, narrated, and interactive multimedia
format, bringing the key concepts of the course to life—particularly helpful for online
courses and for those audio and visual learners who struggle reading the textbook page

by page.

Guided Examples

Guided Examples, available as hints within Connect when enabled by
the instructor, provide a narrated, animated, step-by-step walkthrough
of select exercises similar to those assigned. These short presenta-

tions provide reinforcement when students need it most.




Market-l eading Technolog

Less Managing. More Teaching. Greater Learning.

Connect offers a number of powerful tools and features to make managing assignments easier, so faculty can spend more time teach-
ing. With Connect, students can engage with their coursework anytime, anywhere, making the learning process more accessible and
efficient. Please see the previous page for a description of the student tools available within Connect.

B connect connect for Instructors

Simple Assignment Management and Smart Grading. With Connect, creating assignments is easier than ever, so you can spend more
time teaching and less time managing. Connect enables you to:

«  Create and deliver assignments and assessments easily with selectable static and algorithmic end-of-chapter questions and test
bank items.
- Go paperless with online submission and grading of student assignments and by sharing notes through the media-rich eBook.

- Have assignments scored automatically, giving students immediate feedback on their work and comparisons with correct answers
and explanations.

«  Reinforce classroom concepts by assigning Guided Examples, LearnSmart modules, and Interactive Presentations.

Instructor Library , ool oo o

The Connect Instructor Library is your repository for additional resources to improve student
engagement in and out of class. You can select and use any asset that enhances your lecture. The .
Connect Instructor Library includes access to the textbook’s Solutions Manual, Test Bank, Instruc- l..y v
tor PowerPoint” Slides, Instructor’s Resource Guide, Applying Excel Solutions, Sample Syllabus, s | Tt vola-le [HE

and Media-rich eBook. ’ = "

Connect

McGraw-Hill reinvents the textbook learning experience for the modern student with Connect,
which provides a seamless integration of the eBook and Connect. Connect provides all of the Con-
nect features, as well as:

-
=
.
-
.
-

CRRCREC-BN-BN -4

- Anintegrated eBook, allowing for any time, anywhere access to the textbook.

library

»  Dynamic links between the problems or questions you assign to your students and the loca-
tion in the eBook where the concept related to that problem or question is covered.

> fimoem (oo B 0 N D G e

Chapter 2. Managerial Accounting and Cost Concepts

reading

« A powerful search function to pinpoint and connect key concepts in a snap.
- Highlighting, note-taking and sharing, and other media-rich capabilities.

For more information about Connect, go to www.mcgrawhillconnect.com, or contact your
local McGraw-Hill sales representative.

McGraw-Hill Customer Experience

At McGraw-Hill, we understand that getting the most from new technology can be challenging.
That’s why our services don’t stop after you purchase our products. You can e-mail our Product
Specialists 24 hours a day to get product training online. Or you can search our knowledge bank of
Frequently Asked Questions on our support website. For Customer Support, call 800-331-5094 or
visit www.mhhe.com /support. One of our Technical Support Analysts will be able to assist you
in a timely fashion.
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Required=Results

M C G raw- H | | | C onne ct® Course outcomes improve with Connect.
Learn Without Limits —— . o

Connect is a teaching and learning platform 83.7%
that is proven to deliver better results for

students and instructors.

Pass Rates .
72.9%

92.5%

Attendance Rates -
| 74.5%

Connect empowers students by continu-

ally adapting to deliver precisely what they Retention Rates , J—

need, when they need it, and how they need

it, so your class time is more engaging and
effective Nlth Connect B Without Connect

87.5%

20 40 60 80 100

=}

Using Connect improves passing rates

) by 10.8% and retention by 16.4%.
88% of instructors who use Connect y ° y198%

require it; instructor satisfaction increases
by 38% when Connect is required.

Connect helps students achieve better grades

With
Connect

Analytics

Connect Insight” s |

Connect

Connect Insight is Connect’s new one-of-a-kind visual 0 20 100

analytics dashboard—that provides at-a-glance infor-  sseonumsinscon comec efectencs sy 013
mation regarding student performance, which is imme-

diately actionable. By presenting assignment, assessment, and

topical performance results together with a time metric that is

easily visible for aggregate or individual results, Connect Insight

gives the user the ability to take a just-in-time approach to teach-

ing and learning, which was never before available. Connect Insight

presents data that helps instructors improve class performance in

a way that is efficient and effective.




Adaptive

More students earn A's and
B’s when they use McGraw-Hill
Education Adaptive products.

SmartBook”

Proven to help students improve grades and
study more efficiently, SmartBook contains the
same content within the print book, but actively
tailors that content to the needs of the individ-
ual. SmartBook’s adaptive technology provides
precise, personalized instruction on what the
student should do next, guiding the student to
master and remember key concepts, targeting
gaps in knowledge and offering customized feed-
back, and driving the student toward comprehen-
sion and retention of the subject matter. Available
on smartphones and tablets, SmartBook puts
learning at the student’s fingertips—anywhere,
anytime.

Over 4 billion questions have been
answered, making McGraw-Hill
Education products more intelligent,
reliable, and precise.

THE FIRST AND ONLY
ADAPTIVE READING
EXPERIENCE DESIGNED
TO TRANSFORM THE
WAY STUDENTS READ

" STUDENTS WANT

- SMARTBOOK®

% of students reported SmartBook to
95 i be a more effective way of reading
material

% of students want to use the Practice
100 2 Quiz feature available within
SmartBook to help them study
of students reported having
reliable access to off-campus wifi
90% of students say they would purchase
SmartBook over print alone

( ’\ reported that SmartBook would

> impact their study skills in a
positive way

*Findings based on a 2015 focus group survey at Pellissippi State

Community College administered by McGraw-Hill Education

Education




Acknowledgments

Xvi

uggestions have been received from many of our colleagues
throughout the world. Each of those who have offered comments and sugges-

tions has our thanks.

The efforts of many people are needed to develop and improve a text.
Among these people are the reviewers and consultants who point out areas of concern,
cite areas of strength, and make recommendations for change. In this regard, the follow-
ing professors provided feedback that was enormously helpful in preparing the fourth
edition of Managerial Accounting for Managers:

Wagdy Abdallah, Seton Hall University

Linda Abernathy, Kirkwood Community College

James Andrews, Central New Mexico
Community College

Rick Andrews, Sinclair Community College

Frank Aquilino, Montclair State University

Jane Austin, Oklahoma City University

Kashi R. Balachandran, New York University

Linda Benz, Jefferson Technical College

Surasakdi Bhamornsiri, University of North
Carolina—Charlotte

Larry N. Bitner, Shippensburg University

Jorja Bradford, Alabama State University

Janet Butler, Texas State University-San
Marcos

Jennifer Cainas, University of South Florida

Rusty Calk, New Mexico State University

Dana Carpenter, MATC Truax

Chiaho Chang, Montlcair State University

Cathy Claiborne, University of
Colorado—Colorado

Robert Clarke, Brigham Young
University—Idaho

Darlene Coarts, University of Northern lowa

Elizabeth Connors, University of
Massachusetts—Boston

Sandy Copa, North Hennepin Community
College

Deb Cosgrove, University of
Nebraska—Lincoln

Nancy Coulmas, Bloomsburg University of
Pennsylvania

Jean Crawford, Alabama State University

Patricia Doherty, Boston University

David L. Doyon, Southern New Hampshire
University

Andrea Drake, Louisiana Tech University

Jan Duffy, lowa State University

Cindy Easterwood, Virginia Tech

Gene Elrod, University of North Texas

Rebecca Evans, Florida State
College—Jacksonville

Janice Fergusson, University of South
Carolina

Annette Fisher, Glendale Community College

Ananda Ganguly, Claremont College

J. Marie Gibson, University of Nevada Reno

Olen Greer, Missouri State University

Cynthia Greeson, Ivy Tech Community
College

Richard O. Hanson, Southern New Hampshire
University

Ken Harmon, Kennesaw State University

Christine Haynes, University of West Georgia

David Henderson, College of Charleston

Kathy Ho, Niagara University

Mark Holtzman, Seton Hall University

Maggie Houston, Wright State University

Tom Hrubec, Franklin University

Chuo-Hsuan Lee, SUNY—Plattsburgh

Ronald Huefner, SUNY Buffalo

Yousef Jahmani, Savannah State University

Robyn Jarnagin, Montana State University

Iris Jenkel, St. Norbert College

Randy Johnston, Michigan State University

Nancy Jones, California State University

Jai Kang, San Francisco State University

Catherine Katagiri, College of Saint Rose

Carl Keller, Indiana Purdue University/Fort
Wayne

Cynthia Khanlarian, University of North
Carolina—Greensboro

James Kinard, Ohio State
University—Columbus

Gary Kleinman, Montclair State University

Leon Korte, The University of South Dakota

Christy Land, Catawba Valley Community
College

Ron Lazer, University of Houston

Candace Leuck, Clemson University

Natasha Librizzi, Milwaukee Area Technical
College

William R. Link, University of Missouri-St.
Louis



Kathy Long, University of
Tennessee—Chattanooga

Patti Lopez, Valencia Community College East

Mary Loretta Manktelow, James Madison
University

Jim Lukawitz, University of Memphis

Anna Lusher, Slippery Rock University

Linda Malgeri, Kennesaw State University

Steve Markoff, Montclair State University

Melissa Martin, Arizona State
University—Tempe

Gary McCombs, College of Charleston

Noel McKeon, Florida State
College—Jacksonville

Jim McKittrick, University of Portland

Laurie McWhorter, Mississippi State
University

James Meddaugh, Ohio University

Tammy Metzke, Milwaukee Area Technical
College—West Allis

Tony Mifsud, Catawba Valley Community
College

Tim Mills, Eastern Illinois University

Mark E. Motluck, Anderson University

Dennis Mullen, City College of San Francisco

Gerald M. Myers, Pacific Lutheran University

Michael Newman, University of
Houston—Houston

Joseph M. Nicassio, Westmoreland County
Community College

Alfonso R. Oddo, Niagara University

Tamara Phelan, Northern Illinois University

JoAnn Pinto, Montclair State University

Terence Pitre, University of St. Thomas

Shirley Polejewski, University of St. Thomas

Kay Poston, University of Indianapolis

Les Price, Pierce College

Kamala Raghavan, Robert Morris University

Raul Ramos, Lorain County Community College

Acknowledgments

John Reisch, East Carolina University

Michelle Reisch, East Carolina University

Therese Rice, North Hennepin Community
College

Luther L. Ross, Sr., Central Piedmont
Community College

Pamela Rouse, Butler University

Amy Santos, Manatee Community College

Rex Schildhouse, Miramar College

Ann E. Selk, University of Wisconsin—
Green Bay

Daniel Sevall, Lincoln University

Ken Snow, Florida State College—Jacksonville

Vic Stanton, University of
California—Berkeley

Ellen Sweatt, Georgia Perimeter College

Rick Tabor, Auburn University

Diane Tanner, University of North Florida

Samantha Ternes, Kirkwood Community
College

Chuck Thompson, University of
Massachusetts

Dorothy Thompson, North Central Texas
College

Terri Walsh, Seminole State College of
Florida

James White, Boston University

Michael Wilson, University of Indianapolis

Janet Woods, Macon State College

Christine Wright, Seminole State College of
Florida

James Yang, Montclair State University

Marjorie Yuschak, Rutgers University

Ronald Zhao, Monmouth University

Kiran Verma, University of
Massachusetts—Boston

Jeffrey Wong, University of Nevada—Reno

Peter Woodlock, Youngstown State University

We are grateful for the outstanding support from McGraw-Hill. In particular, we would
like to thank Tim Vertovec, Director; Nichole Pullen, Brand Manager; Erin Quinones,
Product Developer; Pat Plumb, Director of Digital Content; Pat Frederickson and Brian
Nacik, Lead Content Project Managers; Laura Fuller, Buyer; Srdj Savanovic, Designer;
and Carrie Burger and Jacob Sullivan, Content Licensing Specialists.

Thank you to the following individuals who helped prepare the supplements: Jon
A. Booker of Tennessee Technological University, Cynthia J. Rooney of the University of
New Mexico, and Susan C. Galbreath of Lipscomb University for crafting the Instructor
and Student PowerPoint Slides; Ilene Persoff of CW Post Campus/Long Island Univer-
sity for updating the Quizzes and Exams.

Thank you to our Digital Contributor, Margaret Shackell-Dowell (Cornell Univer-
sity), for her many contributions to Connect for Noreen 4e, including Guided Example con-
tent, Interactive Presentation review, and accuracy checking. Thank you to Julie Hankins
for acting as Lead subject matter expert on Connect content. Patti Lopez (Valencia Col-
lege) for her efforts as lead subject matter expert on LearnSmart and Jeannie Folk for her
review of LearnSmart. Finally, we would like to thank Beth Woods and Helen Roybark
for working so hard to ensure an error-free fourth edition.

xvii



Xviii

Acknowledgments

We are grateful to the Institute of Certified Management Accountants for permis-
sion to use questions and/or unofficial answers from past Certificate in Management
Accounting (CMA) examinations. Likewise, we thank the American Institute of Certified
Public Accountants, the Society of Management Accountants of Canada, and the Char-
tered Institute of Management Accountants (United Kingdom) for permission to use (or
to adapt) selected problems from their examinations. These problems bear the notations
CPA, SMA, and CIMA respectively.

Eric W. Noreen ¢ Peter C. Brewer ¢ Ray H. Garrison



Chapter 1
Chapter 2
Chapter 3
Chapter 4
Chapter 5
Chapter 6
Chapter 7
Chapter 8
Chapter 9
Chapter 10
Chapter 11
Chapter 12
Appendix A
Appendix B

Brief Contents

Managerial Accounting: An Overview 1

Managerial Accounting and Cost Concepts 23
Cost—Volume—Profit Relationships 70

Job—Order Costing 117

Variable Costing and Segment Reporting: Tools for Management 170
Activity—Based Costing: A Tool to Aid Decision Making 223
Differential Analysis: The Key to Decision Making 280

Capital Budgeting Decisions 333

Master Budgeting 386

Flexible Budgets and Performance Analysis 438

Standard Costs and Variances 475

Performance Measurement in Decentralized Organizations 521
Pricing Products and Services 578

Profitability Analysis 593

Index 607

Xix



Chapter Cost Classifications for Manufacturing Companies 25

Manufacturing Costs 25
Direct Materials 25
Direct Labor 25
Manufacturing Overhead 26

What Is Managerial Accounting? 2 Nonmanufacturing Costs 26
Planning 3
Controlling 3
Decision Making 4

Managerial Accounting:
An Overview 1

Cost Classifications for Preparing Financial
Statements 27
Product Costs 27
Why Does Managerial Accounting Matter Period Costs 27
to Your Career? 5 Prime Cost and Conversion Cost 28
Business Majors 5
Accounting Majors 7
Professional Certification—A Smart Investment 7

Cost Classifications for Predicting Cost Behavior 29
Variable Cost 29
Fixed Cost 30

Managerial Accounting: Beyond the Numbers 8 The Linearity Assumption and the Relevant Range 32
An Ethics Perspective 9 Mixed Costs 33

Code of Conduct for Management Accountants 9 . .
The Analysis of Mixed Costs 34

Diagnosing Cost Behavior with a Scattergraph Plot 35
The High-Low Method 36
The Least-Squares Regression Method 38

A Strategic Management Perspective 11

An Enterprise Risk Management Perspective 12
A Corporate Social Responsibility Perspective 14
A Process Management Perspective 15

A Leadership Perspective 16 Traditional and Contribution Format Income
Intrinsic Motivation 16 Statements 40
Extrinsic Incentives 17 The Traditional Format Income Statement 40
Cognitive Bias 17 The Contribution Format Income Statement 41
Summary 18 Cost Classifications for Decision Making 41

Differential Cost and Revenue 41
Opportunity Cost and Sunk Cost 42

Glossary 18
Questions 18
Exercises 19 Summary 43

Review Problem 1: Cost Terms 44
Review Problem 2: High—Low Method 45
Glossary 45

Questions 47

Applying Excel 48

The Foundational 15 49

Exercises 49

Problems 56

Chapter

Managerial Accounting and Cost Concepts 23

Cost Classifications for Assigning Costs to Cost Cases 62

Objects 24
Direct Cost 24 Appendix 2A: Least-Squares Regression
Indirect Cost 25 Computations 63

XX



Chapter

Cost-Volume-Profit Relationships 70

The Basics of Cost-Volume-Profit (CVP) Analysis 72

Contribution Margin 72

CVP Relationships in Equation Form 74

CVP Relationships in Graphic Form 75
Preparing the CVP Graph 75

Contribution Margin Ratio (CM Ratio) 78

Some Applications of CVP Concepts 79
Change in Fixed Cost and Sales Volume 80
Alternative Solution 1 80
Alternative Solution 2 81
Change in Variable Costs and Sales Volume 81
Solution 81

Change in Fixed Cost, Selling Price, and Sales
Volume 81

Solution 81

Change in Variable Cost, Fixed Cost, and Sales
Volume 82

Solution 82
Change in Selling Price 82
Solution 83

Break-Even and Target Profit Analysis 83

Break-Even Analysis 84

The Equation Method 84

The Formula Method 84

Break-Even in Dollar Sales 84
Target Profit Analysis 85

The Equation Method 85

The Formula Method 86

Target Profit Analysis in Terms of Dollar Sales 86
The Margin of Safety 87

CVP Considerations in Choosing a Cost Structure 88
Cost Structure and Profit Stability 88

Operating Leverage 90
Structuring Sales Commissions 92

Sales Mix 92
The Definition of Sales Mix 92
Sales Mix and Break-Even Analysis 93

Summary 95
Review Problem: CVP Relationships 95

Glossary 98

Contents

Questions 98

Applying Excel 99

The Foundational 15 100
101

106

114

Exercises
Problems
Cases

XXi

Chapter

Job-Order Costing 117

118

Job-Order Costing—An Overview
Job-Order Costing—An Example 119

Measuring Direct Materials Cost 120
Job Cost Sheet 120
Measuring Direct Labor Cost 122

Computing Predetermined Overhead Rates 122
Applying Manufacturing Overhead 123
Manufacturing Overhead—A Closer Look 124

The Need for a Predetermined Rate 124
Choice of an Allocation Base for Overhead Cost
Computation of Unit Costs 126

Job-Order Costing—The Flow of Costs 127
Direct and Indirect Materials 128

Labor Cost 129

Manufacturing Overhead Cost 130

Applying Manufacturing Overhead 130

Underapplied or Overapplied Overhead 131

Disposition of Underapplied or Overapplied
Overhead 132

Prepare an Income Statement 133
Cost of Goods Sold 133
The Direct Method of Determining
Cost of Goods Sold 133
The Indirect Method of Determining
Cost of Goods Sold 134
Income Statement 135

Multiple Predetermined Overhead Rates 136

Job-Order Costing in Service Companies 136

Summary 137
Review Problem: Job-Order Costing 137

Glossary 139

Questions 139

125




XXii Contents

Applying Excel 140 Segmented Income Statements—Common

The Foundational 15 141 Mistakes 188

Exercises 142 Omission of Costs 188

Problems 147 Inappropriate Methods for Assigning

Cases 152 Traceable Costs among Segments 189
Failure to Trace Costs Directly 189

Appendix 4A: Activity-Based Absorption Costing 155 Inappropriate Allocation Base 189

Arbitrarily Dividing Common Costs among
Appendix 4B: The Predetermined Overhead Rate and Segments 189

Capacity 163
Income Statements—An External Reporting
Perspective 190
Companywide Income Statements 190
Segmented Financial Information 191

Summa 191
Chapter .y

Review Problem 1: Contrasting Variable
and Absorption Costing 192

Variable Costing and Segment Review Problem 2: Segmented Income Statements 194

Reporting: Tools for Management 170 Glossary 196
Questions 196

Applying Excel 196

The Foundational 15 198
Exercises 199

Problems 206

Cases 214

Overview of Variable and Absorption Costing 171
Variable Costing 171
Absorption Costing 171
Selling and Administrative Expenses 172
Summary of Differences 172

Variable and Absorption Costing—An Example 173
Variable Costing Contribution Format Income
Statement 173

Absorption Costing Income Statement 175

Appendix SA: Super-Variable Costing 217

Reconciliation of Variable Costing with Absorption

Costing Income 176 Chapter
Advantages of Variable Costing and the
Contribution Approach 179 Activity-Based Costing: A Tool
Enabling CVP Analysis 179 to Aid Decision Making 223
Explaining Changes in Net Operating Income 180
Supporting Decision Making 180 Activity-Based Costing: An Overview 224
Nonmanufacturing Costs and Activity-Based
Segmented Income Statements and the Contribution Costing 224
Approach 181 Manufacturing Costs and Activity-Based Costing 225
Traceable and Common Fixed Costs Cost Pools, Allocation Bases, and Activity-Based
and the Segment Margin 181 Costing 225
Identifying Traceable Fixed Costs 182
Traceable Costs Can Become Common Costs 182 Designing an Activity-Based Costing (ABC)
System 229
Segmented Income Statements—An Example 183 Steps for Implementing Activity-Based Costing 231
Levels of Segmented Income Statements 184 Step 1: Define Activities, Activity Cost Pools,

and Activity Measures 231
Segmented Income Statements—Decision Making

and Break-Even Analysis 186 The Mechanics of Activity-Based Costing 232

Decision Making 186 Step 2: Assign Overhead Costs to Activity Cost
Break-Even Analysis 187 Pools 232



Step 3: Calculate Activity Rates 235
Step 4: Assign Overhead Costs to Cost Objects 237
Step 5: Prepare Management Reports 240

Comparison of Traditional and ABC Product
Costs 242

Product Margins Computed Using

the Traditional Cost System 243

The Differences between ABC and
Traditional Product Costs 244

Targeting Process Improvements 247
Activity-Based Costing and External Reports 247
The Limitations of Activity-Based Costing 248

Summary 249

Review Problem: Activity-Based Costing 249
Glossary 251

Questions 251

Applying Excel 252

The Foundational 15 254

Exercises 255

Problems 263

Appendix 6A: ABC Action Analysis 268

Chapter

Differential Analysis: The Key
to Decision Making 280

Cost Concepts for Decision Making 281
Identifying Relevant Costs and Benefits 281
Different Costs for Different Purposes 282

An Example of Identifying Relevant Costs and
Benefits 282

Reconciling the Total and Differential Approaches 285
Why Isolate Relevant Costs? 287

Adding and Dropping Product Lines and Other
Segments 287

An Illustration of Cost Analysis 287

A Comparative Format 289

Beware of Allocated Fixed Costs 289

The Make or Buy Decision 291
Strategic Aspects of the Make or Buy Decision 291
An Example of Make or Buy 292

Contents XXiii

Opportunity Cost 293
Special Orders 294

Utilization of a Constrained Resource 295
What Is a Constraint? 295

Contribution Margin per Unit of
the Constrained Resource 296

Managing Constraints 299
The Problem of Multiple Constraints 300

Joint Product Costs and the Contribution
Approach 300

The Pitfalls of Allocation 301

Sell or Process Further Decisions 302

Activity-Based Costing and Relevant Costs 304

Summary 304

Review Problem: Relevant Costs 304
Glossary 305

Questions 306

Applying Excel 307

The Foundational 15 308

Exercises 309

Problems 317

Cases 325

Chapter

Capital Budgeting Decisions

Capital Budgeting—An Overview 334
Typical Capital Budgeting Decisions 334
Cash Flows versus Net Operating Income 334

Typical Cash Outflows 334
Typical Cash Inflows 335

The Time Value of Money 335

The Payback Method 336
Evaluation of the Payback Method 336
An Extended Example of Payback 337
Payback and Uneven Cash Flows 338

The Net Present Value Method 339
The Net Present Value Method Illustrated 339
Recovery of the Original Investment 342

An Extended Example of the Net Present Value
Method 343



XXiv Contents

The Internal Rate of Return Method 344 Preparing the Master Budget 392

The Internal Rate of Return Method The Beginning Balance Sheet 394

[Mustrated 345 The Budgeting Assumptions 394

Comparison of the Net Present Value and The Sales Budget 396

Internal Rate of Return Methods 346 The Production Budget 396
Expanding the Net Present Value Method 346 Inventory Purchases—Merchandising Company 398

Least-Cost Decisions 347 The Direct Materials Budget 399

The Direct Labor Budget 400

Uncertain Cash Flows 348 The Manufacturing Overhead Budget 401

An Example 348 The Ending Finished Goods Inventory Budget 402
Preference Decisions—The Ranking of Investment Ehe Selling and Administrative Expense

udget 403

Projects 350
Internal Rate of Return Method 350
Net Present Value Method 350

The Cash Budget 404
The Budgeted Income Statement 408
The Budgeted Balance Sheet 409

The Simple Rate of Return Method 351 Summary 411

Postaudit of Investment Projects 353 Review Problem: Budget Schedules 411
Glossary 414

Summary 354 i
Questions 414

Review Problem: Comparison of Capital Budgeting

Methods 354 Applying Excel 415
Glossary 356 The Foundational 15 416
Questions 357 Exercises 417

Applying Excel 357 Problems 423
The Foundational 15 359 Cases 434
Exercises 360

Problems 364

Cases 371

Appendix 8A: The Concept of Present Value 373 Chapter J

Appendix 8B: Present Value Tables 379

Flexible Budgets and Performance

Appendix 8C: Income Taxes and the Net Present Analysis 438

Value Method 381
The Variance Analysis Cycle 439

Flexible Budgets 440

- Characteristics of a Flexible Budget 440
Chapter Deficiencies of the Static Planning Budget 440
= How a Flexible Budget Works 443
Master Budgeting 386 Flexible Budget Variances 444

Activity Variances 444
Revenue and Spending Variances 446

A Performance Report Combining Activity and
Revenue and Spending Variances 448

Performance Reports in Nonprofit Organizations 450
Performance Reports in Cost Centers 450

What Is a Budget? 387
Advantages of Budgeting 387
Responsibility Accounting 388
Choosing a Budget Period 388
The Self-Imposed Budget 389
Human Factors in Budgeting 389

. Flexible Budgets with Multiple Cost Drivers 451
The Master Budget: An Overview 390

Seeing the Big Picture 391 Some Common Errors 452



Summary 454

Review Problem: Variance Analysis Using a Flexible
Budget 455

Glossary 456

Questions 456

Applying Excel 457

The Foundational 15 458
Exercises 459

Problems 467

Cases 471

Chapter

Standard Costs
and Variances 475

Standard Costs—Setting the Stage 476
Setting Direct Materials Standards 477
Setting Direct Labor Standards 477

Setting Variable Manufacturing Overhead
Standards 478

Using Standards in Flexible Budgets 479

A General Model for Standard Cost Variance
Analysis 480

Using Standard Costs—Direct Materials
Variances 481
The Materials Price Variance 482

The Materials Quantity Variance 483

Using Standard Costs—Direct Labor
Variances 484
The Labor Rate Variance 485

The Labor Efficiency Variance 486

Using Standard Costs—Variable Manufacturing
Overhead Variances 487

The Variable Manufacturing Overhead Rate

and Efficiency Variances 488

An Important Subtlety in the Materials
Variances 489

Standard Costs—Managerial Implications 491
Advantages of Standard Costs 491
Potential Problems with Standard Costs 491

Summary 492
Review Problem: Standard Costs 493

Contents XXV

Glossary 495

Questions 496

Applying Excel 496

The Foundational 15 498
Exercises 498

Problems 501

Cases 506

Appendix 11A: Predetermined Overhead
Rates and Overhead Analysis in a Standard
Costing System 507

Chapter I

Performance Measurement in
Decentralized Organizations 521

Decentralization in Organizations 522
Advantages and Disadvantages of Decentralization 522

Responsibility Accounting 523
Cost, Profit, and Investment Centers 523
Cost Center 523
Profit Center 523
Investment Center 523

Evaluating Investment Center Performance—Return
on Investment 523
The Return on Investment (ROI) Formula 523

Net Operating Income and Operating Assets
Defined 524

Understanding ROI 524
Criticisms of ROI 527

Residual Income 527
Motivation and Residual Income 529
Divisional Comparison and Residual Income 530

Operating Performance Measures 530
Delivery Cycle Time 530
Throughput (Manufacturing Cycle) Time 531
Manufacturing Cycle Efficiency (MCE) 532
Solution 533

Balanced Scorecard 533
Common Characteristics of Balanced
Scorecards 534

A Company’s Strategy and the Balanced Scorecard 537
Tying Compensation to the Balanced Scorecard 539



XXVi Contents

Summary 540 Target Costing 586
Review Problem: Return on Investment (ROI) and Residual Reasons for Using Target Costing 586
Income 540 An Example of Target Costing 586

Glossary 541

Questions 541

Applying Excel 542

The Foundational 15 543
Exercises 544

Problems 549

Cases 556

Summary 587
Glossary 587

Questions 587
Exercises 588
Problems 589

Appendix 12A: Transfer Pricing 557
Appendix

Appendix 12B: Service Department Charges 570

Profitability Analysis 593

Appendix J Introduction 594
- Absolute Profitability 594

Pricing Products and Services 578 Relative Profitability 594
Introduction 579 Volume Trade-Off Decisions 597
The Economists’ Approach to Pricing 580 Managerial Implications 599

Elasticity of Demand 580

The Profit-Maximizing Price 581 Summary . 600

Glossary 601

The Absorption Costing Approach to Cost-Plus Questions 601
Pricing 583 Exercises 601
Setting a Target Selling Price Using the Absorption Problems 602
Costing Approach 583 Cases 605
Determining the Markup Percentage 584
Problems with the Absorption Costing Approach 585 Index 607

Contents Image Credits: Chapter 1 © Corbis/Superstock, RF; Chapter 2 © Trevor Lush/Purestock/SuperStock, RF; Chapter 3
© Comstock Images, RF; Chapter 4 © Courtesy of University Tees, Inc.; Chapter 5 © Jeff Kowalsky/Bloomberg/Getty Images;
Chapter 6 © Brand X Pictures/PunchStock, RF; Chapter 7 © AP Images/Imaginechina/Jhphoto; Chapter 8 © AP Images/David
Goldman; Chapter 9 © Sandee Noreen; Chapter 10 © Michael Sears/MCT/Newscom; Chapter 11 © Fabrice Dimier/Bloomberg/
Getty Images; Chapter 12 © ZUMA Press, Inc./Alamy.



@
Nyl
N
<
Y
Q
~

Managerial Accounting:
An Overview

Managerial Accounting: It’s More Than Just
Crunching Numbers

“Creating value through values”
is the credo of today’'s man-
agement accountant. It means
that management accountants
should maintain an unwavering
commitment to ethical values
while using their knowledge and
skills to influence decisions that
create value for organizational
stakeholders. These skills include
managing risks and implement-
ing strategy through planning,
budgeting and forecasting, and
decision support. Management
accountants are strategic busi-
ness partners who understand
the financial and operational
sides of the business. They not
only report and analyze financial measures, but also nonfinancial measures of process
performance and corporate social performance. Think of these responsibilities as prof-
its (financial statements), process (customer focus and satisfaction), people (employee
learning and satisfaction), and planet (environmental stewardship).

BUSINESS FOCUS

© Corbis/Superstock, RF

Source: Conversation with Jeff Thomson, president and CEO of the Institute of Management Accountants.




Chapter 1

his chapter explains why managerial accounting is impor-

tant to the future careers of all business students. It begins by answering two

questions: (1) What is managerial accounting? and (2) Why does managerial

accounting matter to your career? It concludes by discussing six topics—ethics,
strategic management, enterprise risk management, corporate social responsibility, pro-
cess management, and leadership—that define the business context for applying the quan-
titative aspects of managerial accounting.

I What Is Managerial Accounting?

Many students enrolled in this course will have recently completed an introductory
financial accounting course. Financial accounting is concerned with reporting finan-
cial information to external parties, such as stockholders, creditors, and regulators.
Managerial accounting is concerned with providing information to managers for use
within the organization. Exhibit 1-1 summarizes seven key differences between finan-
cial and managerial accounting. It recognizes that the fundamental difference between
financial and managerial accounting is that financial accounting serves the needs of those

EXHIBIT 1-1
Comparison of Financial and
Managerial Accounting

Accounting
* Recording
* Estimating Financial and
* Organizing Operational Data

* Summarizing

Financial Managerial
Accounting Accounting
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outside the organization, whereas managerial accounting serves the needs of manag-
ers employed inside the organization. Because of this fundamental difference in users,
financial accounting emphasizes the financial consequences of past activities, objec-
tivity and verifiability, precision, and companywide performance, whereas managerial
accounting emphasizes decisions affecting the future, relevance, timeliness, and segment
performance. A segment is a part or activity of an organization about which managers
would like cost, revenue, or profit data. Examples of business segments include product
lines, customer groups (segmented by age, ethnicity, gender, volume of purchases, etc.),
geographic territories, divisions, plants, and departments. Finally, financial accounting
is mandatory for external reports and it needs to comply with rules, such as generally
accepted accounting principles (GAAP) and international financial reporting standards
(IFRS), whereas managerial accounting is not mandatory and it does not need to comply
with externally imposed rules.

As mentioned in Exhibit 1-1, managerial accounting helps managers perform three
vital activities—planning, controlling, and decision making. Planning involves establish-
ing goals and specifying how to achieve them. Controlling involves gathering feedback
to ensure that the plan is being properly executed or modified as circumstances change.
Decision making involves selecting a course of action from competing alternatives. Now
let’s take a closer look at these three pillars of managerial accounting.

Planning

Assume that you work for Procter & Gamble (P&G) and that you are in charge of the
company’s campus recruiting for all undergraduate business majors. In this example,
your planning process would begin by establishing a goal such as: our goal is to recruit
the “best and brightest” college graduates. The next stage of the planning process would
require specifying how to achieve this goal by answering numerous questions such as:

e How many students do we need to hire in total and from each major?

e What schools do we plan to include in our recruiting efforts?

e Which of our employees will be involved in each school’s recruiting activities?

e When will we conduct our interviews?

e« How will we compare students to one another to decide who will be extended job
offers?

e What salary will we offer our new hires? Will the salaries differ by major?

e How much money can we spend on our recruiting efforts?

As you can see, there are many questions that need to be answered as part of the
planning process. Plans are often accompanied by a budget. A budget is a detailed plan
for the future that is usually expressed in formal quantitative terms. As the head of
recruiting at P&G, your budget would include two key components. First, you would
have to work with other senior managers inside the company to establish a budgeted
amount of total salaries that can be offered to all new hires. Second, you would have to
create a budget that quantifies how much you intend to spend on your campus recruiting
activities.

Controlling

Once you established and started implementing P&G’s recruiting plan, you would transi-
tion to the control process. This process would involve gathering, evaluating, and respond-
ing to feedback to ensure that this year’s recruiting process meets expectations. It would
also include evaluating the feedback in search of ways to run a more effective recruiting
campaign next year. The control process would involve answering questions such as:

e Did we succeed in hiring the planned number of students within each major and at
each school?

e Did we lose too many exceptional candidates to competitors?

e Did each of our employees involved in the recruiting process perform satisfactorily?
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e Is our method of comparing students to one another working?

e Did the on-campus and office interviews run smoothly?

e Did we stay within our budget in terms of total salary commitments to new hires?
e Did we stay within our budget regarding spending on recruiting activities?

As you can see, there are many questions that need to be answered as part of the
control process. When answering these questions your goal would be to go beyond sim-
ple yes or no answers in search of the underlying reasons why performance exceeded or
failed to meet expectations. Part of the control process includes preparing performance
reports. A performance report compares budgeted data to actual data in an effort to
identify and learn from excellent performance and to identify and eliminate sources of
unsatisfactory performance. Performance reports can also be used as one of many inputs
to help evaluate and reward employees.

Although this example focused on P&G’s campus recruiting efforts, we could have
described how planning enables FedEx to deliver packages across the globe overnight,
or how it helped Apple develop and market the iPad. We could have discussed how the
control process helps Pfizer, Eli Lilly, and Abbott Laboratories ensure that their phar-
maceutical drugs are produced in conformance with rigorous quality standards, or how
Kroger relies on the control process to keep its grocery shelves stocked. We also could
have looked at planning and control failures such as BP’s massive oil spill in the Gulf of
Mexico. In short, all managers (and that probably includes you someday) perform plan-
ning and controlling activities.

Decision Making

Perhaps the most basic managerial skill is the ability to make intelligent, data-driven
decisions. Broadly speaking, many of those decisions revolve around the following
three questions. What should we be selling? Who should we be serving? How should we
execute? Exhibit 1-2 provides examples of decisions pertaining to each of these three
categories.

The left-hand column of Exhibit 1-2 suggests that every company must make
decisions related to the products and services that it sells. For example, each year
Procter & Gamble must decide how to allocate its marketing budget across 23 brands
that each generates over $1 billion in sales as well as other brands that have promis-
ing growth potential. Mattel must decide what new toys to introduce to the market.
Southwest Airlines must decide what ticket prices to establish for each of its thousands
of flights per day. General Motors must decide whether to discontinue certain models
of automobiles.

EXHIBIT 1-2
Examples of Decisions

What should we be selling?

What products and services
should be the focus of our
marketing efforts?

What new products and services
should we offer?

What prices should we charge
for our products and services?

What products and services
should we discontinue?

Who should we be serving?

Who should be the focus of our
marketing efforts?

Who should we start serving?
Who should pay price premiums

or receive price discounts?

Who should we stop serving?

How should we execute?

How should we supply our
parts and services?

How should we expand our
capacity?

How should we reduce our
capacity?

How should we improve our
efficiency and effectiveness?
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The middle column of Exhibit 1-2 indicates that all companies must make deci-
sions related to the customers that they serve. For example, Sears must decide how to
allocate its marketing budget between products that tend to appeal to male versus female
customers. FedEx must decide whether to expand its services into new markets across
the globe. Hewlett-Packard must decide what price discounts to offer corporate clients
that purchase large volumes of its products. A bank must decide whether to discontinue
customers that may be unprofitable.

The right-hand column of Exhibit 1-2 shows that companies also make decisions
related to how they execute. For example, Boeing must decide whether to rely on out-
side vendors such as Goodrich, Saab, and Rolls-Royce to manufacture many of the
parts used to make its airplanes. Cintas must decide whether to expand its laundering
and cleaning capacity in a given geographic region by adding square footage to an
existing facility or by constructing an entirely new facility. In an economic downturn, a
manufacturer might have to decide whether to eliminate one 8-hour shift at three plants
or to close one plant. Finally, all companies have to decide among competing improve-
ment opportunities. For example, a company may have to decide whether to implement
a new software system, to upgrade a piece of equipment, or to provide extra training to
its employees.

This portion of the chapter has explained that the three pillars of managerial
accounting are planning, controlling, and decision making. This book helps prepare
you to become an effective manager by explaining how to make intelligent data-
driven decisions, how to create financial plans for the future, and how to continually
make progress toward achieving goals by obtaining, evaluating, and responding to
feedback.

Why Does Managerial Accounting Matter to Your Career? I

Many students feel anxious about choosing a major because they are unsure if it will
provide a fulfilling career. To reduce these anxieties, we recommend deemphasizing what
you cannot control about the future, instead focusing on what you can control right now.
More specifically, concentrate on answering the following question: What can you do
now to prepare for success in an unknown future career? The best answer is to learn
skills that will make it easier for you to adapt to an uncertain future. You need to become
adaptable!

Whether you end up working in the United States or abroad, for a large corpo-
ration, a small entrepreneurial company, a nonprofit organization, or a governmental
entity, you'll need to know how to plan for the future, how to make progress toward
achieving goals, and how to make intelligent decisions. In other words, managerial
accounting skills are useful in just about any career, organization, and industry. If you
commit energy to this course, you'll be making a smart investment in your future—
even though you cannot clearly envision it. Next, we will elaborate on this point by
explaining how managerial accounting relates to the future careers of business majors
and accounting majors.

Business Majors

Exhibit 1-3 provides examples of how planning, controlling, and decision making affect
three majors other than accounting—marketing, supply chain management, and human
resource management.

The left-hand column of Exhibit 1-3 describes some planning, controlling, and
decision-making applications in the marketing profession. For example, marketing man-
agers make planning decisions related to allocating advertising dollars across various
communication mediums and to staffing new sales territories. From a control standpoint,
they may closely track sales data to see if a budgeted price cut is generating an anticipated
increase in unit sales, or they may study inventory levels during the holiday shopping



EXHIBIT 1-3

Relating Managerial Accounting

to Three Business Majors

Marketing

How much should
we budget for TV,
print, and Internet
advertising?

How many sales-
people should we plan
to hire to serve a new
territory?

Is the budgeted price
cut increasing unit
sales as expected?

Are we accumulating
too much inventory
during the holiday
shopping season?

Should we sell our ser-
vices as one bundle or
sell them separately?

Should we sell directly

Supply Chain
Management

How many units
should we plan to
produce next period?

How much should we
budget for next peri-
od’s utility expense?

Did we spend more or
less than expected for
the units we actually
produced?

Are we achieving our
goal of reducing the
number of defective
units produced?

Should we transfer
production of a
component part to an
overseas supplier?

Should we redesign

Human Resource
Management

How much should
we plan to spend for
occupational safety
training?

How much should
we plan to spend on
employee recruit-
ment advertising?

Is our employee
retention rate
exceeding our
goals?

Are we meeting our
goal of completing
timely performance
appraisals?

Should we hire an
on-site medical staff
to lower our health
care costs?

Should we hire tem-

to customers or use a  our manufacturing
distributor? process to lower
inventory levels?

porary workers or
full-time employees?

season so that they can adjust prices as needed to optimize sales. Marketing managers also
make many important decisions such as whether to bundle services together and sell them
for one price or to sell each service separately. They may also decide whether to sell prod-
ucts directly to the customer or to sell to a distributor, who then sells to the end consumer.

The middle column of Exhibit 1-3 states that supply chain managers have to plan
how many units to produce to satisfy anticipated customer demand. They also need to
budget for operating expenses such as utilities, supplies, and labor costs. In terms of
control, they monitor actual spending relative to the budget, and closely watch opera-
tional measures such as the number of defects produced relative to the plan. Supply chain
managers make numerous decisions, such as deciding whether to transfer production of a
component part to an overseas supplier. They also decide whether to invest in redesigning
a manufacturing process to reduce inventory levels.

The right-hand column of Exhibit 1-3 explains how human resource managers
make a variety of planning decisions, such as budgeting how much to spend on occu-
pational safety training and employee recruitment advertising. They monitor feedback
related to numerous management concerns, such as employee retention rates and the
timely completion of employee performance appraisals. They also help make many
important decisions such as whether to hire on-site medical staff in an effort to lower
health care costs, and whether to hire temporary workers or full-time employees in an
uncertain economy.

For brevity, Exhibit 1-3 does not include all business majors, such as finance, man-
agement information systems, and economics. Can you explain how planning, control-
ling, and decision-making activities would relate to these majors?
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Accounting Majors

Many accounting graduates begin their careers working for public accounting firms that
provide a variety of valuable services for their clients. Some of these graduates will build
successful and fulfilling careers in the public accounting industry; however, most will
leave public accounting at some point to work in other organizations. In fact, the Institute
of Management Accountants (IMA) estimates that more than 80% of professional accoun-
tants in the United States work in nonpublic accounting environments (www.imanet.org/
about_ima/our_mission.aspx).

The public accounting profession has a strong financial accounting orientation. Its
most important function is to protect investors and other external parties by assuring
them that companies are reporting historical financial results that comply with applicable
accounting rules. Managerial accountants also have strong financial accounting skills.
For example, they play an important role in helping their organizations design and main-
tain financial reporting systems that generate reliable financial disclosures. However, the
primary role of managerial accountants is to partner with their co-workers within the
organization to improve performance.

Given the 80% figure mentioned above, if you are an accounting major there is
a very high likelihood that your future will involve working for a nonpublic account-
ing employer. Your employer will expect you to have strong financial accounting skills,
but more importantly, it will expect you to help improve organizational performance by
applying the planning, controlling, and decision-making skills that are the foundation of
managerial accounting.

A NETWORKING OPPORTUNITY

The Institute of Management Accountants (IMA) is a network of more than 70,000 accounting
and finance professionals from over 120 countries. Every year the IMA hosts a student lead-
ership conference that attracts 300 students from over 50 colleges and universities. Guest
speakers at past conferences have discussed topics such as leadership, advice for a successful
career, how to market yourself in a difficult economy, and excelling in today’s multigenerational
workforce. One student who attended the conference said, “| liked that | was able to interact with
professionals who are in fields that could be potential career paths for me.” For more information
on this worthwhile networking opportunity, contact the IMA at the phone number and website
shown below.

Source: Conversation with Jodi Ryan, the Institute of Management Accountants’ Director, Education/Corporate
Partnerships. (201) 474-1556 or visit its website at www.imanet.org.

Professional Certification—A Smart Investment If you plan to become
an accounting major, the Certified Management Accountant (CMA) designation is a
globally respected credential (sponsored by the IMA) that will increase your credibility,
upward mobility, and compensation. Exhibit 1-4 summarizes the topics covered in the
two-part CMA exam. For brevity, we are not going to define all the terms included in
this exhibit. Its purpose is simply to emphasize that the CMA exam focuses on the plan-
ning, controlling, and decision-making skills that are critically important to nonpublic
accounting employers. The CMA’s internal management orientation is a complement
to the highly respected Certified Public Accountant (CPA) exam that focuses on rule-
based compliance—assurance standards, financial accounting standards, business law,
and the tax code. Information about becoming a CMA is available on the IMA’s website
(www.imanet.org) or by calling 1-800-638-4427.
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EXHIBIT 1-4
CMA Exam Content Part 1 Financial Reporting, Planning, Performance and Control
Specifications External financial reporting decisions

Planning, budgeting, and forecasting
Performance management

Cost management

Internal controls

Part 2 Financial Decision Making
Financial statement analysis
Corporate finance
Decision analysis
Risk management
Investment decisions
Professional ethics

The Institute of Management Accountants has created the following table that allows individuals to
estimate what their salary would be as a management accountant.

Your
Calculation
Start with this base amount................ $75,879 $75,879
If you are top-level management ........... ADD $48,471
OR, if you are senior-level management. . . .. ADD $26,516
OR, if you are entry-level management. ..... SUBTRACT $22,137
Number of yearsinthefield __ ......... TIMES $ 7
If you have an advanced degree ........... ADD $14,662
Ifyouholdthe CMA . ... ... ............... ADD $19,992
Ifyouholdthe CPA . ... ... .. ............ ADD $15,837

Your estimated salary level ................

For example, if you make it to top-level management in 10 years, have an advanced degree and
a CMA, your estimated salary would be $159,074 [$75,879 + $48,471 + (10 x 7) + $14,662 +
$19,992].

Source: Lee Schiffel, and Coleen Wilder, “IMA 2013 Salary Survey. Rainy Days Persist,” Strategic Finance June
2014, pp. 23-39.

I Managerial Accounting: Beyond the Numbers

Exhibit 1-5 summarizes how each chapter of the book teaches measurement skills that
managers use on the job every day. For example, Chapter 9 teaches you the measure-
ment skills that managers use to answer the question—how should I create a financial
plan for next year? Chapters 10 and 11 teach you the measurement skills that managers
use to answer the question—how well am I performing relative to my plan? Chapter 6
teaches you measurement skills related to product, service, and customer profitability.
However, it is vitally important that you also understand managerial accounting involves
more than just “crunching numbers.” To be successful, managers must complement their
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Chapter Number The Key Question from a Manager’s Perspective

Chapter 2 What cost classifications do | use for different management
purposes?

Chapter 3 How will my profits change if | change my selling price, sales
volume, or costs?

Chapter 4 What is the value of our ending inventory and cost of goods
sold for external reporting purposes?

Chapter 5 How should the income statement be presented?

Chapter 6 How profitable is each of our products, services, and customers?

Chapter 7 How do | quantify the profit impact of pursuing one course of
action versus another?

Chapter 8 How do | make long-term capital investment decisions?

Chapter 9 How should | create a financial plan for next year?

Chapters 10 & 11 How well am | performing relative to my plan?

Chapter 12 What performance measures should we monitor to ensure that
we achieve our strategic goals?

EXHIBIT 1-5
Measurement Skills: A
Manager’s Perspective

measurement skills with six business management perspectives that “go beyond the num-
bers” to enable intelligent planning, control, and decision making.

An Ethics Perspective

Ethical behavior is the lubricant that keeps the economy running. Without that lubricant,
the economy would operate much less efficiently—Iess would be available to consumers,
quality would be lower, and prices would be higher. In other words, without fundamental
trust in the integrity of business, the economy would operate much less efficiently. Thus,
for the good of everyone—including profit-making companies—it is vitally important
that business be conducted within an ethical framework that builds and sustains trust.

Code of Conduct for Management Accountants The Institute of Man-
agement Accountants (IMA) of the United States has adopted an ethical code called the
Statement of Ethical Professional Practice that describes in some detail the ethical respon-
sibilities of management accountants. Even though the standards were developed specifi-
cally for management accountants, they have much broader application. The standards
consist of two parts that are presented in full in Exhibit 1-6. The first part provides general
guidelines for ethical behavior. In a nutshell, a management accountant has ethical respon-
sibilities in four broad areas: first, to maintain a high level of professional competence;
second, to treat sensitive matters with confidentiality; third, to maintain personal integrity;
and fourth, to disclose information in a credible fashion. The second part of the standards
specifies what should be done if an individual finds evidence of ethical misconduct.

The ethical standards provide sound, practical advice for management accountants
and managers. Most of the rules in the ethical standards are motivated by a very practical
consideration—if these rules were not generally followed in business, then the economy
and all of us would suffer. Consider the following specific examples of the consequences
of not abiding by the standards:

e Suppose employees could not be trusted with confidential information. Then top
managers would be reluctant to distribute such information within the company
and, as a result, decisions would be based on incomplete information and operations
would deteriorate.






