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DEDICATION

To our families and to our many colleagues who use this book.
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Pointing Students
in the Right Direction

“Why do |
need to learn
Managerial
Accounting?”

Brewer’s Introduction to Mana-
gerial Accounting has earned
a reputation as the most acces-
sible and readable book on the
market. Its manageable chap-
ters and clear presentation point
students toward understanding
just as the needle of a compass
provides direction to travelers.

However, the book’s authors
also understand that everyone’s
destinations are different. Some
students will become accoun-
tants, while others are destined
for careers in management,
marketing, or finance. Not only
does the Brewer text teach stu-
dents managerial accounting
concepts in a clear and concise
way, but it also asks students
to consider how the concepts
they’re learning will apply to the
real world situations they will
eventually confront in their ca-
reers. This combination of con-
ceptual understanding and the
ability to apply that knowledge
directs students toward suc-
cess, whatever their final desti-
nation happens to be.

Here’s how your colleagues have described
Brewer’s Introduction to Managerial Accounting:

Great, readable text with streamlined coverage. the number of chapters
combined with the readability make this a lean, up-to-date product.
Timothy Griffin, Hillsborough Community College

A simplified managerial accounting book.
Dan O’Brien, Madison College

A book with an appropriate level of coverage for students who may
not all be majoring in accounting. This book has enough detail for
accounting majors, with coverage that still keeps the interest and
understanding of non-majors.

Dawn McKinley, Harper Community College

This is a thorough text that offers many well-structured exercises
throughout.
Eric Weinstein, Suffolk Community College

The textbook is very good, with the Foundational 15 being my favorite
feature. The Review Problems are also very thorough and serves as
an outstanding study tool for students to use independently. The
writing flows very well. If a student takes the time to read each
chapter thoroughly, there is no excuse not to do well in the Managerial
Accounting Course.

Randall Williams, Catawba Valley Community College

I really like the content and think it will be beneficial for all students.
| especially like the highlighting of important concepts in the text, and
the Guided examples that explain how to solve problems.

Diane Tanner, University of Northern Florida



CONFIDENCE AT THE CORE

Your students want a text that is concise and that presents material in a clear
and readable manner. Introduction to Managerial Accounting keeps the mate-
rial accessible while avoiding advanced topics related to cost accounting.
Students’ biggest concern is whether they can solve the end-of-chapter prob-
lems after reading the chapter. Market research indicates that Brewer/Garrison/
Noreen helps students apply what they’ve learned better than any other manage-
rial accounting text on the market. Additionally, the key supplements are written
and continually revised to ensure that students and instructors will work with
clear, well-written supplements that employ consistent terminology. Author Pete
Brewer examined each and every end of chapter question in Connect to guaran-
tee accuracy and consistency.

RELEVANCE AND DECISION MAKING

All students who pass through your class need to know how accounting infor-
mation is used to make business decisions, especially if they plan to be future
managers. That’'s why Brewer, Garrison, and Noreen make decision making a
pivotal component of Introduction to Managerial Accounting. In every chapter
you’ll find the following key features that are designed to teach your students
how to use accounting information: Each chapter opens with a Decision
Feature vignette that uses real-world examples to show how accounting informa-
tion is used to make everyday business decisions; Decision Point boxes within
the chapters help students to develop analytical, critical thinking, and problem-
solving skills; and end-of-chapter Building Your Skills cases challenge students’
decision-making skills.

A CONTEMPORARY APPROACH TO LEARNING

Today’s students rely on technology more than ever as a learning tool, and
Introduction to Managerial Accounting offers the finest technology package
of any text on the market. From study aids like narrated, animated Guided
Examples to online grading and course management, our technology assets have
one thing in common: they make your class time more productive, more stimu-
lating, and more rewarding for you and your students. McGraw-Hill Connect is
an online assignment and assessment solution that connects students with the
tools and resources they’ll need to be successful. These resources include an
online, media-rich, searchable version of the text in addition to access to
Connect, giving students a convenient way to access everything they need to
succeed in their course.




BREWER / GARRISON / NOREEN’S

Introduction to Managerial Accounting is full of pedagogy
designed to make studying productive and hassle-free. On the following pages,
you’ll see the kind of engaging, helpful pedagogical features that have made
Brewer one of the best-selling Managerial Accounting texts on the market.

NEW* INTEGRATION EXERCISES

We have added 12 new exercises located in the back of the text and in Connect that integrate learning objectives across
chapters. These exercises will increase the students’ level of interest in the course because they forge the connections
across chapters. Rather than seeing each chapter as an isolated set of learning objectives, students begin to see how it
all fits together to provide greater managerial insight and more effective planning, controlling, and decision making.
The integration exercises are also tailor-made for flipping the classroom because they offer challenging questions that
require students to work in teams to derive solutions that synthesize what they have learned throughout the semester.

NEW* CONCEPT OVERVIEW VIDEOS

New for the 8th edition of Brewer, the Concept Overview Videos cover each learning objective through narrated,
animated presentations. Formerly called Interactive Presentations, each Concept Overview Video has been enhanced
for improved accessibility, and includes both the visual animations and transcripts to accommodate all types of learn-
ers. The Concept Overview Videos also pause frequently to check for comprehension with assignable, auto-graded
Knowledge Check questions.

HELPFUL HINT

When students prepare variable costing income statements they often mistakenly assume

e o TR e e ey Helpful Hint boxes are found several times

e T e DA o T e A throughout each chapter and highlight a

derived by multiplying the variable selling and administrative expense per unit by the number of . . .

it st the nuber f unitsproduced. variety of common mistakes, key points,
and “pulling it all together” insights for
students.

The Pricing Decision DECISION POINT

Each year Webb Company produces and sells 20,000 units of its only product. The sell- .. .
ing price for this product is $100 per unit and its direct materials, direct labor, and variable The DeCISIOI’I POlnt feature fOS—
manufacturing overhead costs per unit are $25, $15, and $10, respectively. Webb’s annual L) . . ..
fixed manufacturing overhead expenses and fixed selling and administrative expenses are ters Crltlcal thlnklng and deCISlon_
$400,000 and $150,000, respectively. It does not have any variable selling and administrative : : L
making skills by providing real-
expenses.
The company’s marketing manager believes a 10% price increase would lead to 3 H H

a 20% decline in the number of units sold. He claims that if the level of production stays at world buSlneSS SCCI’laI‘IOS that requlre
20,000 units his price hike will increase gross margins and net operating income by $40,000. 1 3 1

P S L T { the resolution of a business issue.

Would you support the price increase? Do you think it will increase profits?

The suggested solution is located at
the end of the chapter.

“Very good conversation starters in a classroom or discussion board

setting.”
Randall Williams, Catawba Community College

viii




POWERFUL PEDAGOGY

THE FOUNDATIONAL 15

Bconnect THE FOUNDATIONAL 15

Each chapter contains one Foundational 15 Greenwood Company two products—14,000 units of Product Y and 6,000 units of L0t 1042
. . . . Product Z. The company uses a plantwide overhead rate based on direct labor-hours. It is considering . .

exercise that lncludes 1 5 “bulldlng-block” implementing an activity-based costing (ABC) system that allocates all of its manufacturing overhead LOSSS [FOSRS
. . to four cost pools. The following additional information is available for the company as a whole and

questions related to one concise set of data. for Products Y and Z:

These exercises can be used for in-class

dlscuSSIOH or as homework aSSIgnmentS‘ Machining................... Machine-hours $200,000 10,000 MHs

The are found before the EXCI‘CISCS and Machine setups . . Number of setups $100,000 200  setups

y . A Production design .. Number of products $84,000 2 products
are available in Connect. General factory .............. Direct labor-hours $300,000 12,000 DLHs

Machining .................... 8,000 2,000

Number of setups 40 160
Number of products. P 1 1
Direct labor-hours. ............. 9,000 3,000

. What is the company’s plantwide overhead rate?

. Using the plantwide overhead rate, how much manufacturing overhead cost is allocated to Product Y?
How much is allocated to Product Z?

‘What is the activity rate for the Machining activity cost pool?

‘What is the activity rate for the Machine Setups activity cost pool?

. What is the activity rate for the Product Design activity cost pool?

. What is the activity rate for the General Factory activity cost pool?

[

Qe w

CHAPTER OUTLINE

Each chapter opens with an outline that

prOVIdeS direction to the student about the A LOOK BACK A LOOK AT THIS CHAPTER ALOOK AHEAD
Chapter 1 defined many of the terms This chapter explains how job-order Chapter 3 explains how job-order costing
road they can eXpeCt to traverse through- that are used to classify costs in an costing systems can be used {o assign systems can be used to determine the
organization. s central theme was that manufacturing costs to individual value of ending inventories and cost of
organizations should classify their costs jobs. Itllustrates how one plantwide goods sold for external reporting purposes.
out the Chapter' The A Look Back/A Look differently depending on the needs of predetermined overhead rate or muliple

at This Chapter/A Look Ahead feature ot A A s
reminds students what they have learned in
previous chapters, what they can expect to
learn in the current chapter, and how the

topics will build on each other in chapters . :

to come. Job-Order Costing:
Calculating Unit
Product Costs

CHAPTER OUTLINE

Job-Order Costing—An Overview Job-Order Costing—A Managerial Perspective

Job-Order Costing—An Example + Choosing an Allocation Base—A Key to Job Cost Accuracy

«  Measuring Direct Materials Cost Job-Order Costing Using Multiple Predetermined Overhead
Rates

+ Job Cost Sheet
+ Multiple Predetermined Overhead Rates—A Departmental Approach
+ Measuring Direct Labor Cost
- Multiple Predetermined Overhead Rates—An Activity-Based Approach
- Computing Predetermined Overhead Rates

o AT TG Job-Order Costing—An External Reporting Perspective
- Overhead Application and the Income Statement

+ Job Cost Sheets: A Subsidiary Ledger

+ Manufacturing Overhead—A Closer Look
+ The Need for a Predetermined Rate

« Computation of Total Job Costs and Unit Product Costs Job-Order Costing in Service Companies



DECISION FEATURE

LEARNING

OBJECTIVES

Courtesy of University Tees, Ic

University Tees: Serving Over
150 Campuses Nationwide

University Tees was founded in 2003 by two Miami University college students to provide screen-printing,
embroidery, and promotional products for fraternities, sororities, and student organizations. Today, the company,
leveland, Ohio, empl over 150 college

campuses across America

Accurately calculating the cost of each potential customer order is critically important to University Tees
because the company needs to be sure that the sal the cost associated wi the order
The costs include the cost of the blank T-shirs themselves, printing costs (which vary depending on the quantity
of shirts produced and the number of colors per shirt), screen costs (which also vary depending on the number of
colors included n a design), shipping costs, and the artwork needed to create a design. The company also takes
into account ts competitors' pricing strategies when developing its own prices.

Given its success on college campuses, University Tees has introduced a sister company called On Point
Promos to serve for-profit companies and nonprofit organizations.

Source: Conversation with Joe Haddad, cofounder of University Tees.

A Look at Bangladesh’S $20 Billion Garment Industry

In Bangladesh, the minimum wage is $38 per month. A highly-skilled sewing machine operator
may earn as much as $100 per month before considering overtime. Companies such as Fakir
Apparels, a T-shirt manufacturer in Bangladesh, can readily attract customers such as Walmart,
Gap, and Primark, due to these low labor costs. However, in addition to serving mass market
retailers, Fakir Apparels also makes T-shirts for premium brands such as Tommy Hilfiger, Giorgio
Armani, Hugo Boss, and G-Star Raw. While the manufacturing cost for one of Fakir Apparels
T-shirts ranges from $1.60 to $6.00, the retail selling prices for these T-shirts can vary from
$6.00 (at Walmart) to as much as $91.00 (at G-Star Raw).

Source: Passariello, Christina et al., “Bangladesh’s Tale of the T-Shirts,” The Wall Street Journal, July 1,
2013, pp. B1 and BS.

3. Which of the following statements is false with respect to the schedule of cost of
goods manufactured? (You may select more than one answer.)

. The beginning raw materials inventory plus raw materials purchases minus ending

raw materials inventory equals the raw materials used in production.

Direct labor costs and actual manufacturing overhead costs are included in the

schedule of cost of goods manufactured.

The cost of goods manufactured represents the amount that will be debited to Cost

of Goods Sold during an accounting period.

. If the finished goods inventory increases during an accounting period, it will
decrease the cost of goods manufactured.

[

2

1

e

Atter studying Chapter 2,
you should be able to:

LO2-1 Compute a predeter-
mined overhead rate.

LO2-2 Apply overhead cost
o jobs using a predetermined
overhead rate.

LO2-3 Compute the total
cost and the unit product cost
of ajob using a plantwide pre-
determined overhead rate.

LO2-4 Compute the total
costand the unit product cost
of a job using multple prede-
termined overhead rates.

IN BUSINE
—y
e il

l\ e
©Joerg Boethling/Alamy Stock Photo
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DECISION FEATURE

Each chapter opens with a Decision Feature
feature that provides a real-world example
for students, enabling 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.

IN BUSINESS BOXES

These helpful boxed features appear in
every chapter and they demonstrate how
selected managerial accounting topics
apply to real organizations and contexts.

CONCEPT CHECK

Concept Checks allow students to
test their comprehension of topics
and concepts covered at meaning-
ful points throughout each chapter.



END-OF-CHAPTER
MATERIAL

Introduction to Managerial Acount-
ing has earned a reputation for the
best end-of-chapter review and dis-
cussion material of any text on the
market. Our exercises and problems
conform to AICPA, AACSB, and
Bloom’s Taxonomy categories, and
they make a great starting point for
class discussions and group proj-
ects. With review problems, discus-
sion questions, Excel problems, the
Foundational 15 set, exercises, prob-
lems, and Building Your Skills,
Brewer offers students practice
material of varying complexity and
depth.

APPLYING EXCEL B connect

o pr

m
e S L £ Bt S S O L i s

where you will how to use this.

1 Chapter3: Applying Excel
2

3 oo
Machine-hours

5 Estimated mancfacturing overnead cost 300000

6 Estenatod ol amount ot allocation base 75,000 machine-hours

7 Actual mandactung o 50,000

5 Actus tots smountof th shecation base 8,000 machine-hours

s

10 Ertera fomula it each of the olls maked wth 8 7 belon
n

12 Computation of the prodotarmined overhead rats
13 Estmated manufacturing overnead cost ?

44 Estematd el amaunt of e socaton base. * machine-hours
15 predetermined overnesdrate 2 per machine-haur

EXERCISES

& connect:

You should proceed to the requirements below only af

PROBLEMS & connect:

EXERCISE 3-1 _Prepare Journal Entries LO3—1
Larned Corporation recorded the following transactions for the just completed monh,

o 580,000 inraw materials were purchased on account

b, $71,000 in raw materials were used in production. Of this amount, $62.000 was for direct materials,

and the remainder was for indirect materials.

the remainder was for indirect labor.
. Depreciation of $175,000 was incurred on factory equipment.

Required:

Record the above transactions in journal entries.

EXERCISE 32 Propare T-Accounts L03-2, 1034
ded th

Jurvin E; e ‘The company had no

beginning inventories.

4. $94,000 in raw materials were purchased for cash.

used in production. O this amount, $78,000 was for direct materials

reet material

PROBLEM 3-11_T-Account Analysis of Cost Flows LO3-2,L03-3, L03-4
Selected T-aceounts of Moore Company are given below for the just completed year:

rect labor.
“head costs of $143,000 were incurred and paid.
52,000 was applied to producti

Raw Materials Manufacturing Overhead = end of the month were completed.
Shipped to customers
Bal. 1/1 15000 | Credits » Debits 230000 | Credis 2 d overhead for the period was closed to Cost of Goods Sold.
Debits 120000
Bal. 12/31 25,000 ‘
Taceounts
‘go0ds sld for the period.
Work in Process Factory Wages Payable
it of Goods Manufactured and Cost of Goods Sold L0353
Bal. 1/1 20000 | Crecits 470000 Debits 185,000 | Bal. 1/1 9000 fed the following data concerning last month's manufacturing
Direct materals 90000 Credits 180,000
Directlabor 150,000 Bl 1231 4000
Overnead 240,000
Bal. 12731 B s 530000
in manufacturing overhead $5,000
............... . . $58,000
Finished Goods ‘Cost of Goods Sold pplied to work in process. $87,000
$4.000
Bal. 1/1 40000 | Crecits » Debits »
Denits B
Bal. 12/31 60,000 ‘
Required:
17 What was the costof raw materials us connect
2. How much of the materials in (1) at CASES a
3. How much of the factory labor cost
) ANALYTICAL THINKING LOB-1
5 “Tom Emory and Jim Morris stolled i Remramds

What was the costof goods manufict
What was the unadjusted cost of
overapplid overhead in your answer.

I overhead is applied to production
rate was in effect during the year?
‘Was manufacturing overhead underay
Compute the ending balance in Work
started during the year: If $8,000 of t
cost? Applied overhead cost?

I think this text is more comprehensive in coverage and has excellent

homework problems.

Robert Holtfreter, Central Washington University

Manuictoing Company. Tom 1s manager ofthe machineshop n the company’sfclory: 1 s manager
of the equipment maintenance department.

“The men had justattended the monthiy performance evaluation meting for plant department heads,
These meetings had been held on the third Tuesday of each month since Robert Ferguson, . the presi-
dent's son, had become plant manager a year earlicr

As they were walking, Tom Emory spoke: “Boy. I hate those meetings! I never know whether my
department's accouning reports will show good or bad peformance. I'm beginning 0 expect he worst. I

i I spend even a ltle too much—

“Tom had just been given the worst evaluation he had ever received in his long career with Ferguson &
Son. He was the most respected of the experienced machinists in the company. He had been with,
Ferguson & Son for many years and was promoted t0 supervisor of the machine shop when the company
b S D BT S

company’s high-quality work Tom stressed
the importance of crafismanship and told his workers that he e sloppy work coming from his
department.

‘When Robert Ferguson, Jr. became the plant manager, he directed that monthly performance compari-

seck cost reduction opportunities. The company.
controlle was instructed to have his staff “tghten” the budget Slighly whenever 3 department atained it
budet ina iven moni this s done 10 rinfore the lant managers dsi o reduce coss The young
plant manager d he also made

Tom Emory's conversation with Jim Morris continued as follows:

Emory: 1 really don't understand. We've o meet the budget,
theytghie i on us. W can work ny s and sl minsnqulty ik y men re e ready o
quit trying. Besides, th don't el the whole stor

big jobs for all Al ot stup and is killing us. And
A e A N e e S e
und. sk with all that dle time.

“Total Iabor wages of $112,000 were paid in cash. OF this amount, $101,000 was for direct labor and

‘were incurred and paid. Of this amount, $112.000 was for directlabor

using the company’s predetermined
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UTILIZING THE ICONS

To reflect our service-based economy, the text is
replete with examples from service-based busi-
nesses. A helpful icon distinguishes service-related
examples in the text.

The IFRS icon highlights content that may be af-
fected by the impending change to IFRS and pos-
sible convergence between U.S. GAAP and IFRS.

Ethics assignments and examples serve as a remind-
er 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.

AUTHOR-WRITTEN SUPPLEMENTS

Unlike other managerial accounting texts, the
book’s authors write the major supplements such as
the test bank and solution files, ensuring a perfect fit
between text and supplements.

ASSURANCE OF LEARNING READY

Many educational institutions today are focused on
the notion of assurance of learning, an important
element of some accreditation standards. Introduc-
tion to Managerial Accounting, 8e, is designed
specifically to support your assurance of learning
initiatives with a simple, yet powerful, solution.

Each question for Introduction to Managerial
Accounting, 8e, maps to a specific chapter learning
outcome/objective listed in the text. The reporting
features of Connect can aggregate student to make
the collection and presentation of assurance of
learning data simple and easy.

AACSB STATEMENT

McGraw-Hill Education is a proud corporate
member of AACSB International. Recognizing the

importance and value of AACSB accreditation, we
have sought to recognize the curricula guidelines
detailed in AACSB standards for business accredi-
tation by connecting selected questions in Introduc-
tion to Managerial Accounting, 8e, to the general
knowledge and skill guidelines found in the AACSB
standards. The statements contained in Introduction
to Managerial Accounting, 8e, are provided only as
a guide for the users of this text. The AACSB leaves
content coverage and assessment clearly within the
realm and control of individual schools, the mission
of the school, and the faculty. The AACSB does also
charge schools with the obligation of doing assess-
ment against their own content and learning goals.
While Introduction to Managerial Accounting, 8e,
and its teaching package make no claim of any specific
AACSB qualification or evaluation, we have, within
Introduction to Managerial Accounting, 8e, tagged
questions according to the six general knowledge and
skills areas. The labels or tags within Introduction to
Managerial Accounting, 8e, are as indicated. There
are, of course, many more within the test bank, the
text, and the teaching package which might be used
as a “standard” for your course. However, the labeled
questions are suggested for your consideration.

“l liked the way the LS (Learnsmart)
assignments, homework, and quiz
provided multiple interactions with the
material for the students.”

Janet Jones, University of Minnesota-Duluth

“Connect Accounting is a reliable and inter-
esting system for learners to explore with”
Chuo-Hsuan(Jason) Lee, SUNY Plattsburgh

“The system is really user friendly and
organized well (Connect)”
Stacy Kline, Drexel University



New in the Eighth Edition

Faculty feedback helps us continue to improve Introduction to Managerial Accounting. In response to reviewer suggestions, the

authors have made the following changes to the text:

o We split the job-order costing chapter into two chapters to improve the students’ ability to understand the material and to give
professors greater flexibility in choosing how to cover the material.

o We reviewed all end-of-chapter exercises and problems and revised them as appropriate to better function within Connect.

o We added 12 Integration Exercises in the back of the book to help students connect the concepts. These exercises are suitable
for both a flipped classroom model and an in-class active learning environment as they engage students and encourage critical

thinking.

o In-Business boxes are updated throughout to provide relevant and current real-world examples for use in classroom discus-
sion and to support student understanding of key concepts as they read through a chapter.

Prologue
The Prologue has added coverage of the CGMA exam and an
updated summary of the CMA exam content specifications.

Chapter 1

The high-low method has been removed from this chapter. We
added an exhibit to visually depict product and period cost flows.
We also made various changes to further emphasize the chapter’s
unifying theme of different cost classifications for different pur-
poses. We have created 11 new end-of-chapter exercises/problems.

Chapter 2

This is a new chapter that explains how to use a job-order
costing system to calculate unit product costs. It describes how
to use plantwide and multiple overhead rates to apply overhead
costs to individual jobs. The chapter has a strong managerial
accounting orientation because it looks at how job-order costing
systems serve the needs of internal managers.

Chapter 3

This is a new chapter that explains how job-order costing sys-
tems can be used to determine the value of ending inventories
and cost of goods sold for external reporting purposes. The
chapter has a strong financial accounting orientation because
it uses journal entries and T-accounts to explain the flow of
costs in a job-order costing system. The chapter also has a new
appendix that uses Microsoft Excel® to explain the flow of costs
in a job-order costing system.

Chapter 5

We revised the text in the main body of the chapter and in the
online FIFO Supplement to better highlight the key concepts
and steps needed to perform the weighted-average and FIFO
process costing calculations.

Chapter 6
We added a new appendix that explains how to analyze mixed
costs using the high-low method and the least-squares regres-
sion method.

Chapter 7

We added new text that better highlights this chapter’s reliance
on actual costing and contrasts it with the job-order costing
chapters’ reliance on normal costing.

Chapter 8
The end-of-chapter materials include three new exercises/
problems (8-17, 8-18, and 8-27).

Chapter 9

We revised numerous end-of-chapter exercises and problems to
better align them with Connect. We overhauled Appendix 9B
to introduce students to a Microsoft Excel-based approach for
creating an income statement using standard costing.

Chapter 10
This chapter includes four new In Business boxes.

Chapter 11

We revised the front-end of the chapter to better highlight
the six key concepts that provide the foundation for effective
decision making. We also revised the end-of-chapter exercises
and problems to better dovetail with Connect and streamlined
the coverage of sell or process further decisions to aid student
comprehension.

Chapter 12

We revised many end-of-chapter exercises and problems and
extensively revised the formatting within Connect throughout
all the chapters, (not just Chapter 13) to allow students greater
flexibility for alternate methods of approaching a problem, such
as performing net present value calculations.

Chapter 13
We added three new In Business boxes.

xiii




McGraw-Hill Connect® is a highly reliable, easy-to-

Mc ® use homework and learning management solution
Fitation that utilizes learning science and award-winning

adaptive tools to improve student results.

Homework and Ad aptlve Learni ng Connect’s Impact on Retention Rates,

. Pass Rates, and Average Exam Scores

m Connect’s assignments help students 100 @
contextualize what they’ve learned through
application, so they can better understand the
material and think critically.

m Connect will create a personalized study path
customized to individual student needs through
SmartBook®.

®m SmartBook helps students study more efficiently %
by delivering an interactive reading experience
through adaptive highlighting and review.

Retention Rates Course Pass Rates Average Exam Scores
without Connect B with Connect
Over 7 billion questlons have been Using Connect improves retention rates
answered, making McGraw-Hill by 19.8 percentage points, passing rates

by 12.7 percentage points, and exam

Education products more intelligent, scores by 9.1 percentage points.

reliable, and precise.

73% of instructors
who use Connect

Quality Content and Learning Resources require it instructor

I satisfaction increases
i ’ ‘ by 28% when C t
®m Connect content is authored by the world’s best subject y o when Lonnec
matter experts, and is available to your class through a is required_

simple and intuitive interface.

® The Connect eBook makes it easy for students to
access their reading material on smartphones
and tablets. They can study on the go and don’t
need internet access to use the eBook as a
reference, with full functionality.

® Multimedia content such as videos, simulations,
and games drive student engagement and critical
thinking skills.

©McGraw-Hill Education



Robust Analytics and Reporting
-. 4

B Connect Insight® generates easy-to-read
reports on individual students, the class as a
whole, and on specific assignments.

® The Connect Insight dashboard delivers data
on performance, study behavior, and effort.
Instructors can quickly identify students who ©Hero Images/Getty Images
struggle and focus on material that the class
has yet to master.

m Connect automatically grades assignments
and quizzes, providing easy-to-read reports
on individual and class performance.

Impact on Final Course Grade Distribution
without Connect with Connect

15 )

Bas FERE

More students earn
As and Bs when they
use Connect.

Trusted Service and Support

Connect integrates with your LMS to provide single sign-on and automatic syncing
of grades. Integration with Blackboard®, D2L®, and Canvas also provides automatic
syncing of the course calendar and assignment-level linking.

Connect offers comprehensive service, support, and training throughout every
phase of your implementation.

If you’re looking for some guidance on how to use Connect, or want to learn
tips and tricks from super users, you can find tutorials as you work. Our Digital
Faculty Consultants and Student Ambassadors offer insight into how to achieve
the results you want with Connect.

www.mheducation.com/connect




Acknowledgments

Suggestions have been received from many
of our colleagues throughout the world who
have used the prior edition of Introduction
to Managerial Accounting. This is vital
feedback that we rely on in each edition.
Each of those who offered comments and

suggestions 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. We thank current and past reviewers
who have provided feedback that was enor-
mously helpful in preparing Introduction to

Managerial Accounting.

Previous Edition Reviewers

Melanie Anderson, Slippery Rock University

Pat Carter, Green River Community College

Ru-Fang Chiang, California State University—Chico

Gene Elrod, University of North Texas

Daniel J. Gibbons, Waubonsee Community College

Olen L. Greer, Missouri State University

Tom Hrubec, Franklin University

Robert L. Hurt, California State Polytechnic University—Pomona
Frank llett, Boise State University

Daniel Law, Gonzaga University

Marisa Lester, University at Albany

Candace Leuck, Clemson University

Diane Marker, University of Toledo

Lawrence Metzger, Loyola University Chicago

Susan Minke, Indiana Purdue University at Fort Wayne
Samir Nissan, California State University—Chico

Marilyn Pipes, Tarleton State University

Ronald O. Reed, University of Northern Colorado

Anwar Salimi, California State Polytechnic University—Pomona
Rex A. Schildhouse, Miramar College, San Diego Community
College District

Pat Seaton, University of Northern Colorado

Randy Serrett, University of Houston—Downtown
Meghna Singhvi, Loyola Marymount University

Mike Slaubaugh, Indiana University Purdue University Fort Wayne
Joel Sneed, University of Oregon

Stephen Strand, Southern Maine Community College
Gloria Stuart, Georgia Southern University

Dominique Svarc, Harper College

Dorothy A. Thompson, University of North Texas

Clark Wheatley, Florida International University

Blair Arthur William, Slippery Rock University

Jan Workman, East Carolina University

Weihong Xu, State University of New York at Buffalo
Minna Yu, Monmouth University

Ronald Zhao, Monmouth University

L. M. Abney, LaSalle University

Nas Ahadiat, Cal Poly Pomona

Sol Ahiarah, SUNY College at Buffalo

Markus Ahrens, St. Louis Community College—Meramec
Natalie Allen, Texas A&M University

William Ambrose, DeVry University

Elizabeth M. Ammann, Lindenwood University

Robert J. Angell, North Carolina A&T State University
Robert Appleton, University of North Carolina-Wilmington
Thomas Arcuri, Florida Community College at Jacksonville
Rowland Atiase, University of Texas at Austin

Steven Ault, Montana State University

Leonard Bacon, California State University, Bakersfield
Roderick Barclay, Texas A&M University

Linda Batiste, Baton Rouge Community College
Benjamin W. Bean, Utah Valley State College

Debbie Beard, Southeast Missouri State University

Sarah Bee, Seattle University

Stephen Benner, Eastern lllinois University



Ramesh C. Bhatia, Millersville University

Kristen Bigbee, Texas Tech University

Larry Bitner, Hood College

Jay Blazer, Milwaukee Area Technical College
Nancy Bledsoe, Millsaps College

William Blouch, Loyola College

Eugene Blue, Governor State University

Rick Blumenfeld, Sierra Community College

Linda Bolduc, Mount Wachusett Community College

William J. Bradberry, New River Community and Technical College

Casey Bradley, Troy State University

Jim Breyley, Jr., University of New England

Betty Jo Browning, Bradley University

Marley Brown, Mt. Hood Community College
Myra Bruegger, Southeastern Community College
Barry S. Buchoff, Towson University

Robert Burdette, Salt Lake Community College
Francis Bush, Virginia Military Institute

Rebecca Butler, Gateway Community College
Leah Cabaniss, Holyoke Community College
June Calahan, Redlands Community College
John Callister, Cornell University

Annhenrie Campbell, California State University, Stanislaus
David G. Campbell, Sierra Community College
Elizabeth Cannata, Stonehill College

Dennis Caplan, lowa State University

Kay Carnes, Gonzaga University

Suzanne Cercone, Keystone College

Gayle Chaky, Dutchess Community College

John Chandler, University of lllinois-Champaign
Chiaho Chang, Montclair State University

Siew Chan, University of Massachusetts, Boston
Chak-Tong Chau, University of Houston

Julie Chenier, Louisiana State University-Baton Rouge
Lawrence Chin, Golden Gate University

Carolyn Clark, St. Joseph’s University

Darlene Coarts, University of Northern lowa

Jay Cohen, Oakton Community College

Joanne Collins, California State University-Los Angeles
Judith Cook, Grossmont College

Mark Cornman, Youngstown State University
Debra Cosgrove, University Of Nebraska-Lincoln
Charles Croxford, Merced College

Kathy Crusto-Way, Tarrant County College
Richard Cummings, Benedictine College

Jill Cunningham, Santa Fe Community College
Alan Czyzewski, Indiana State University

Paul E. Dascher, Stetson University

Betty David, Francis Marion University

Deborah Davis, Hampton University

Peggy Dejong, Kirkwood Community College
Sandra Devona, Northern lllinois University

G. DiLorenzo, Gloucester County College

Jan Duffy, lowa State University

Keith Dusenbery, Johnson State College

Terry Elliott, Morehead State University

Robert S Ellison, Texas State U-San Marcos
Gene B. Elrod, University of North Texas
Emmanuel Emenyonu, Southern Connecticut State University
James Emig, Villanova University

Denise M. English, Boise State University

Martin L. Epstein, Central New Mexico Community College
Diane Eure, Texas State University

Michael Farina, Cerritos College

John Farlin, Ohio Dominican University

Amanda Farmer, University of Georgia

Harriet Farney, University of Hartford

M. A. Fekrat, Georgetown University

W. L. Ferrara, Stetson University

Jerry Ferry, University of North Alabama

Kathleen Fitzpatrick, University of Toledo-Scott Park
Benjamin Foster, University of Louisville

Joan Foster, Collge Misericordia

James Franklin, Troy State University Montgomery
Joseph Galante, Millersville University of Pennsylvania
Ananda Roop Ganguly, Purdue University

Frank Gersich, Monmouth College

David Gibson, Hampden-Sydney College

Jackson Gillespie, University of Delaware

Lisa Gillespie, Loyola University-Chicago

John Gill, Jackson State University

Joe Goetz, Louisiana State University

Art Goldman, University of Kentucky

David Gorton, Eastern Washington University
Suzanne Gradisher, University Of Akron

James Gravel, Husson College

Linda Hadley, University of Dayton

Joseph Hagan, East Carolina University

Laurie Hagberg, Trident Technical College

Ron Halsac, Community College of Allegheny County
Michael R. Hammond, Missouri State University
Heidi Hansel, Kirkwood Community College

Dan Hary, Southwestern Oklahoma State University
Susan Hass, Simmons College

Robert Hayes, Tennessee State University
Annette Hebble, University of St. Thomas

James Hendricks, Northern lllinois University

Sheri L. Henson, Western Kentucky University
Youngwon Her, University of Missouri—St. Louis
Nancy Thorley Hill, DePaul University

Joan Van Hise, Fairfield University

Mary Hollars, Vincennes University

Joan Hollister, State University of New York—New Paltz
Jay Holmen, University of Wisconsin-Eau Claire
Norma C. Holter, Towson University

Anita Hope, Tarrant County College

Kathy Ho, Niagra University

Tom Hrubec, Franklin University

Susan B Hughes, University of Vermont

Ronald Huntsman, Texas Lutheran University
Robert L. Hurt, Cal Poly Pomona

Wayne Ingalls, University of Maine College

David Jacobson, Salem State College

Martha Janis, University of Wisconsin-Waukesha
Robyn Dawn Jarnagin, Montana State University
Agatha E. Jeffers, Montclair State University

John Savash-Elmira College

Holly Johnston, Boston University

Sanford Kahn, University of Cincinnati

Jai S. Kang, San Francisco State University

Sushila Kedia, University of Southern Indiana
Debra Kerby, Truman State University

Marsha Kertz, San Jose State University

Raj Kiani, California State University, Northridge
Ethan Kinory, Baruch College, CUNY

Bonnie K. Klamm, North Dakota State University
Michael Klimesh, Gustav Adolphus University
Mehmet Kocakulah, University of Southern Indiana
Greg Kordecki, Clayton College and State University
Michael Kulper, Santa Barbara City College

xvii




Christoper Kwak, Ohlone College

Thomas Largay, Thomas College

Cathy Larson, Middlesex Community College
Robert Larson, Penn State University

Chor Lau, California State University, Los Angeles
Dan Law, Gonzaga University

Chuo-Hsuan Lee, SUNY Plattsburgh

Minwoo Lee, Western Kentucky University

Angela Letourneau, Winthrop University

Barry Lewis, Southwest Missouri State University
Roger P. Lewis, Saint Cloud State University
Harold T. Little Jr., Western Kentucky University
Joan Litton, Ferrum College

Rebecca Lohmann, Southeast Missouri State University
Dennis M. Lopez, University of Texas-San Antonio
G. D. Lorenzo, Gloucester Community College
Catherine Lumbattis, Southern lllinois University-Carbondale
Nace Magner, Western Kentucky University

Bob Mahan, Milligan College

Leland Mansuetti, Sierra College

Ariel Markelevich, Bernard M. Baruch College

Lisa Martin, Western Michigan University

Raj Mashruwala, University of lllinois-Chicago
Jayne Mass, Towson University

Allen Mcconnell, University of Northern Colorado
Britton A McKay, Georgia Southern University
Dawn McKinley, William Rainey Harper College
Laurie B. McWhorter, Mississippi State University
Michael J. Meyer, Ohio University

Pam Meyer, University of Louisiana at Lafayette
Lorie Milam, University of Northern Colorado
Robert Milbrath, University of Houston

Valerie Milliron, California State University, Chico
Earl Mitchell, Santa Ana College

Arabian Morgan, Orange Coast College

Laura Morgan, University of New Hampshire
Anthony Moses, Saint Anselm College

Daniel Mugavero, Lake Superior State University
Matthew Muller, Adirondack Community College
Muroki Mwaura, William Patterson University
Presha Neidermeyer, Union College

Joseph M. Nicassio, Westmoreland County Community College
Lee Nicholas, University of Northern lowa

Tracie Nobles, Austin Community College-Northridge
Eizabeth Nolan, Southwestern Oklahoma State University
Michael O’'Neill, Seattle Central Community College
Omneya Abd-Elsalam, Aston University

Aileen Ormiston, Mesa Community College
George Otto, Truman College

Chei Paik, George Washington University

Abbie Gail Parham, Georgia Southern University
George Scott Pate, Robeson Community College
Paige Paulsen, Salt Lake Community College

Nori Pearson, Washington State University
Tamara Phelan, Northern lllinois University
Eustace Phillip, Emmanuel College

Anthony Piltz, Rocky Mountain College

H. M. Pomroy, Elizabethtown College

Alan Porter, Eastern New Mexico University
Barbara Prince, Cambridge Community College
Grant Pritchard, Dominican University of California

xviii

Ahmad Rahman, La Roche College

Vasant Raval, Creighton University—Omaha

Ronald Reed, University of Northern Colorado

Joan Reicosky, University of Minnesota-Morris

Jacci Rodgers, Oklahoma City University

Leonardo Rodriguez, Florida International University
Rick Roscher, University of North Carolina-Wilmington
Gary Ross, College of the Southwest

Luther Ross, Central Piedmont Community College
Anwar Salimi, California State Polytechnic University-Pomona
Martha Sampsell, ElImhurst College

Angela H. Sandberg, Jacksonville State University
Eldon Schafer, University of Arizona

Roger Scherser, Edison Community College

Henry Schulman, Grossmont College

Henry Schwarzbach, University of Colorado

Randall Serrett, University of Houston Downtown
Deborah Shafer, Temple College

Meghna Singhvi, Florida International University
Michael Skaff, College of the Sequoias

Henry C. Smith, lll, Otterbein College

Ola Smith, Michigan State University

John Snyder, Florida Technical

Soliman Soliman, Tulane University

Patrick Stegman, College of Lake County

Alice Steljes, lllinois Valley Community College
Michael Stemkoski, Utah Valley University Orem
Dean Steria, SUNY Plattsburgh

Jane Stoneback, Central Connecticut State University
Jacqueline Stoute, Baruch College, CUNY

Arlene Strawn, Tallahassee Community College
Gloria Stuart, Georgia Southern University

Steve Swirsky, Florida A&M University

Frances Talavera, California State University, San Marcos
Diane Tanner, University of North Florida

Linda Tarrago, Hillsborough Community College
Joseph Ugras, LaSalle University

Leslie Vaughan, University of Missouri-St. Louis
Donna Viens, Johnson & Wales University

John M. Virchick, Chapman University

Edward Walker, University of Texas-Pan American
Frank Walker, Lee College

Sharon Walters, Morehead State University

Joseph Weintrop, Baruch College

James Weisel, Georgia Gwinnett College

Robert Weprin, Lourdes College

Clark Wheatley, FLorida International University-Miami
Janice White, Kalamazoo Valley Community College
Scott White, Lindenwood University

Brent Wickham, Owens Community College

Jane G. Wiese, Valencia Community College

George Williams, Bergen Community College

Lansing Williams, Washington College

Geri Wink, University of Texas at Tyler

James Wolfson, Wilson College

Lianzan Xu, William Paterson University of New Jersey
Weihong Xu, State University of New York at Buffalo
William Zahurak, Community College of Allegheny County, Allegheny
Judith Zander, Grossmont College

Mary Zenner, College of Lake County

Ronald Zhao, Monmouth University



BRIEF CONTENTS

PROLOGUE

CHAPTER ONE

CHAPTER TWO

CHAPTER THREE

CHAPTER FOUR

CHAPTER FIVE

CHAPTER SIX

CHAPTER SEVEN

CHAPTER EIGHT

CHAPTER NINE

CHAPTER TEN

CHAPTER ELEVEN

CHAPTER TWELVE

CHAPTER THIRTEEN

CHAPTER FOURTEEN

Managerial Accounting: An Overview 1

Managerial Accounting and Cost Concepts 24

Job-Order Costing: Calculating Unit Product Costs 62

Job-Order Costing: Cost Flows and External Reporting 96

Activity-Based Costing 146

Process Costing 184

Cost-Volume-Profit Relationships 216

Variable Costing and Segment Reporting: Tools for Management

Master Budgeting 332

Flexible Budgets, Standard Costs, and Variance Analysis 390

Performance Measurement in Decentralized Organizations 466

Differential Analysis: The Key to Decision Making 506

Capital Budgeting Decisions 562

Statement of Cash Flows 614

Financial Statement Analysis 658

Integration Exercises 698

Index 709

Xix



CONTENTS

PROLOGUE 1

Managerial Accounting: An
Overview 1

WHAT IS MANAGERIAL ACCOUNTING? 2
Planning 3
Controlling 4
Decision Making 4
WHY DOES MANAGERIAL ACCOUNTING MATTER
TO YOUR CAREER? 5
Business Majors 6
Accounting Majors 7
Professional Certification—A Smart Investment 7
MANAGERIAL ACCOUNTING: BEYOND THE
NUMBERS 9
An Ethics Perspective 9
Code of Conduct for Management Accountants 9
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 17
Intrinsic Motivation 17
Extrinsic Incentives 17
Cognitive Bias 18
Summary 18
Glossary 18
Questions 19
Exercises 19

CHAPTER ONE 24

Managerial Accounting and
Cost Concepts 24

COST CLASSIFICATIONS FOR ASSIGNING COSTS TO

COST OBJECTS 26
Direct Cost 26
Indirect Cost 27
COST CLASSIFICATIONS FOR MANUFACTURING
COMPANIES 27
Manufacturing Costs 27
Direct Materials 27
Direct Labor 28
Manufacturing Overhead 28
Nonmanufacturing Costs 29
COST CLASSIFICATIONS FOR PREPARING
FINANCIAL STATEMENTS 29

XX

Product Costs 29

Period Costs 30
COST CLASSIFICATIONS FOR PREDICTING COST
BEHAVIOR 31

Variable Cost 31

Fixed Cost 33

The Linearity Assumption and the Relevant Range 34

Mixed Costs 36

Cost Terminology—A Closer Look 37

COST CLASSIFICATIONS FOR DECISION MAKING 38

Differential Cost and Revenue 38
Sunk Cost and Opportunity Cost 39
USING DIFFERENT COST CLASSIFICATIONS FOR
DIFFERENT PURPOSES 40
The Traditional Format Income Statement 40
The Contribution Format Income Statement 42
Summary 43
Guidance Answers to Decision Point 44
Guidance Answers to Concept Checks 44
Review Problem 1: Cost Terms 44
Review Problem 2: Income Statement Formats 45
Glossary 46
Questions 47
Applying Excel 48
The Foundational 15 49
Exercises 50
Problems 56
Building Your Skills 60

CHAPTER TWO 62

Job-Order Costing: Calculating Unit
Product Costs 62

JOB-ORDER COSTING—AN OVERVIEW 64
JOB-ORDER COSTING—AN EXAMPLE 65
Measuring Direct Materials Cost 66
Job Cost Sheet 67
Measuring Direct Labor Cost 67
Computing Predetermined Overhead Rates 68
Applying Manufacturing Overhead 70
Manufacturing Overhead—A Closer Look 70
The Need for a Predetermined Rate 71
Computation of Total Job Costs and Unit Product Costs 72
JOB-ORDER COSTING—A MANAGERIAL
PERSPECTIVE 73

Choosing an Allocation Base—A Key to Job Cost Accuracy 73

JOB-ORDER COSTING USING MULTIPLE
PREDETERMINED OVERHEAD RATES 74



Multiple Predetermined Overhead Rates—A Departmental
Approach 74
Multiple Predetermined Overhead Rates—An Activity-Based
Approach 77
JOB-ORDER COSTING—AN EXTERNAL REPORTING
PERSPECTIVE 78
Overhead Application and the Income Statement 78
Job Cost Sheets: A Subsidiary Ledger 78
JOB-ORDER COSTING IN SERVICE
COMPANIES 79
Summary 80
Guidance Answer to Decision Point 80
Guidance Answers to Concept Checks 81
Review Problem: Calculating Unit Product Costs 81
Glossary 83
Questions 83
Applying Excel 83
The Foundational 15 85
Exercises 86
Problems 91
Building Your Skills 94

CHAPTER THREE 96

Job-Order Costing: Cost Flows and
External Reporting 96

JOB-ORDER COSTING—THE FLOW OF COSTS 98
The Purchase and Issue of Materials 99
Issue of Direct and Indirect Materials 99
Labor Cost 100
Manufacturing Overhead Costs 101
Applying Manufacturing Overhead 102
The Concept of a Clearing Account 102
Nonmanufacturing Costs 104
Cost of Goods Manufactured 105
Cost of Goods Sold 105
SCHEDULES OF COST OF GOODS MANUFACTURED
AND COST OF GOODS SOLD 108
UNDERAPPLIED AND OVERAPPLIED OVERHEAD—A
CLOSERLOOK 111
Computing Underapplied and Overapplied Overhead 111
Disposition of Underapplied or Overapplied
Overhead Balances 113
Closed to Cost of Goods Sold 114
Closed Proportionally to Work in Process, Finished Goods,
and Cost of Goods Sold 114
Comparing the Two Methods for Disposing of Underapplied or
Overapplied Overhead 116
A General Model of Product Cost Flows 116
Summary 117
Guidance Answers to Decision Point 118
Guidance Answers to Concept Checks 118
Review Problem: The Flow of Costs in a Job-Order
Costing System 118

Contents XXi

Glossary 121

Questions 122

Applying Excel 122

The Foundational 15 123

Exercises 124

Problems 128

Building Your Skills 133

Appendix 3A: Job-Order Costing: A Microsoft Excel-Based
Approach 135

Appendix 3A: Exercises and Problems 140

CHAPTER FOUR ' 146

Activity-Based Costing 146

ASSIGNING OVERHEAD COSTS TO PRODUCTS 148
Plantwide Overhead Rate 148
Departmental Overhead Rates 149
Activity-Based Costing (ABC) 149
DESIGNING AN ACTIVITY-BASED COSTING SYSTEM 151
Hierarchy of Activities 151
An Example of an Activity-Based Costing System Design 153
USING ACTIVITY-BASED COSTING 154
Comtek Inc.s Basic Data 155
Direct Labor-Hours as a Base 156
Computing Activity Rates 156
Computing Product Costs 157
Shifting of Overhead Cost 158
TARGETING PROCESS IMPROVEMENTS 160
EVALUATION OF ACTIVITY-BASED COSTING 160
The Benefits of Activity-Based Costing 160
Limitations of Activity-Based Costing 160
The Cost of Implementing Activity-Based Costing 161
Limitations of the ABC Model 161
Modifying the ABC Model 161
Activity-Based Costing and Service Industries 162
Summary 163
Guidance Answers to Decision Point 163
Guidance Answers to Concept Checks 163
Review Problem: Activity-Based Costing 164
Glossary 166
Questions 166
Applying Excel 166
The Foundational 15 169
Exercises 170
Problems 175
Building Your Skills 180

CHAPTER FIVE 184
Process Costing 184
COMPARISON OF JOB-ORDER AND PROCESS

COSTING 186
Similarities between Job-Order and Process Costing 186



xxii Contents

Differences between Job-Order and Process Costing 186
COST FLOWS IN PROCESS COSTING 187
Processing Departments 187
The Flow of Materials, Labor, and Overhead Costs 187
Materials, Labor, and Overhead Cost Entries 189
Materials Costs 189
Labor Costs 189
Overhead Costs 189
Completing the Cost Flows 190
PROCESS COSTING COMPUTATIONS: THREE KEY
CONCEPTS 191
Key Concept #1 191
Key Concept #2 191
Key Concept #3 191
THE WEIGHTED-AVERAGE METHOD: AN
EXAMPLE 192
Step 1: Compute the Equivalent Units of Production 192
Step 2: Compute the Cost per Equivalent Unit 195
Step 3: Assign Costs to Units 196
Step 4: Prepare a Cost Reconciliation Report 197
OPERATION COSTING 198
Summary 199
Guidance Answer to Decision Point 199
Guidance Answers to Concept Checks 199
Review Problem: Process Cost Flows and Costing
Units 199
Glossary 202
Questions 202
Applying Excel 203
The Foundational 15 204
Exercises 205
Problems 209
Building Your Skills 213

CHAPTER SIX 216

Cost-Volume-Profit Relationships 216

THE BASICS OF COST-VOLUME-PROFIT (CVP)
ANALYSIS 219
Contribution Margin 219
CVP Relationships in Equation Form 222
CVP Relationships in Graphic Form 223
Preparing the CVP Graph 223

Contribution Margin Ratio (CM Ratio) and the Variable Expense

Ratio 225
Applications of the Contribution Margin Ratio 226

Solution 230

Example 4: Change in Variable Cost, Fixed Cost, and

Sales Volume 231

Solution 231

Example 5: Change in Selling Price 231
Solution 231

BREAK-EVEN AND TARGET PROFIT ANALYSIS 232

Break-Even Analysis 232

The Equation Method 232

The Formula Method 232

Break-Even in Dollar Sales 233
Target Profit Analysis 234

The Equation Method 234

The Formula Method 234

Target Profit Analysis in Terms of Dollar Sales
The Margin of Safety 235

CVP CONSIDERATIONS IN CHOOSING A COST

STRUCTURE 237
Cost Structure and Profit Stability 237
Operating Leverage 239
STRUCTURING SALES COMMISSIONS 240
SALES MIX 241
The Definition of Sales Mix 241
Sales Mix and Break-Even Analysis 241
Summary 243
Guidance Answers to Decision Point 244
Guidance Answers to Concept Checks 245
Review Problem: CVP Relationships 245
Glossary 248
Questions 248
CHAPTER 6: Applying Excel 249
The Foundational 15 250
Exercises 250
Problems 255
Building Your Skills 263
Appendix 6A: Analyzing Mixed Costs 265
Glossary (Appendix 6A) 272
Appendix 6A: Exercises and Problems 273

CHAPTER SEVEN - 280
Variable Costing and Segment
Reporting: Tools for Management

OVERVIEW OF VARIABLE AND ABSORPTION
COSTING 282

234

280

Additional Applications of CVP Concepts 228

Example 1: Change in Fixed Cost and Sales Volume 229
Alternative Solution 1 229

Alternative Solution 2 229

Example 2: Change in Variable Costs and Sales Volume 230
Solution 230

Example 3: Change in Fixed Cost, Selling Price, and Sales
Volume 230

Variable Costing 282

Absorption Costing 282

Selling and Administrative Expenses 282
Summary of Differences 283

VARIABLE AND ABSORPTION COSTING—AN
EXAMPLE 284

Variable Costing Contribution Format Income Statement
Absorption Costing Income Statement 287

285



RECONCILIATION OF VARIABLE COSTING WITH
ABSORPTION COSTING INCOME 289
ADVANTAGES OF VARIABLE COSTING AND THE
CONTRIBUTION APPROACH 292

Enabling CVP Analysis 292

Explaining Changes in Net Operating Income 293

Supporting Decision Making 293
SEGMENTED INCOME STATEMENTS AND THE
CONTRIBUTION APPROACH 294

Traceable and Common Fixed Costs and the
Segment Margin 294

Identifying Traceable Fixed Costs 295

Traceable Fixed Costs Can Become Common

Fixed Costs 296
SEGMENTED INCOME STATEMENTS—AN
EXAMPLE 297

Levels of Segmented Income Statements 297
SEGMENTED INCOME STATEMENTS—DECISION
MAKING AND BREAK-EVEN ANALYSIS 300

Decision Making 300

Break-Even Analysis 300
SEGMENTED INCOME STATEMENTS—COMMON
MISTAKES 302

Omission of Costs 302

Inappropriate Methods for Assigning Traceable Costs among

Segments 303

Failure to Trace Costs Directly 303
Inappropriate Allocation Base 303

Arbitrarily Dividing Common Costs among Segments 303
INCOME STATEMENTS—AN EXTERNAL REPORTING
PERSPECTIVE 304

Companywide Income Statements

Segmented Financial Information
Summary 305
Guidance Answers to Decision Point 306
Guidance Answers to Concept Checks 306
Review Problem 1: Contrasting Variable and Absorption
Costing 307
Review Problem 2: Segmented Income Statements 309
Glossary 311
Questions 311
Chapter 7: Applying Excel
The Foundational 15 313
Exercises 314
Problems 321
Building Your Skills 328

304
305

311

CHAPTER EIGHT 332
Master Budgeting 332

WHY AND HOW DO ORGANIZATIONS CREATE
BUDGETS? 334

Advantages of Budgeting 334

Responsibility Accounting 335

Contents

Choosing a Budget Period 335
The Self-Imposed Budget 335
Human Factors in Budgeting 336
THE MASTER BUDGET: AN OVERVIEW 337
Seeing the Big Picture 338
PREPARING THE MASTER BUDGET 339
The Beginning Balance Sheet 341
The Budgeting Assumptions 342
The Sales Budget 343
The Production Budget 345
Inventory Purchases—Merchandising Company 346
The Direct Materials Budget 347
The Direct Labor Budget 349
The Manufacturing Overhead Budget 350
The Ending Finished Goods Inventory Budget
The Selling and Administrative Expense Budget
The Cash Budget 353
The Budgeted Income Statement
The Budgeted Balance Sheet 358
Summary 360
Guidance Answer to Decision Point 361
Guidance Answers to Concept Checks 361
Review Problem: Budget Schedules 362
Glossary 364
Questions 364
Applying Excel 364
The Foundational 15 366
Exercises 367
Problems 375
Cases 386

351
351

357

CHAPTER NINE 390

Flexible Budgets, Standard Costs,
and Variance Analysis 390

THE VARIANCE ANALYSIS CYCLE 392
FLEXIBLE BUDGETS 393
Characteristics of a Flexible Budget 393
Deficiencies of the Static Planning Budget
How a Flexible Budget Works 396
FLEXIBLE BUDGET VARIANCES 397
Revenue Variances 397
Spending Variances 398
FLEXIBLE BUDGETS WITH MULTIPLE COST
DRIVERS 399
STANDARD COSTS—SETTING THE STAGE 401
Setting Direct Materials Standards 402
Setting Direct Labor Standards 402
Setting Variable Manufacturing Overhead Standards
Using Standards in Flexible Budgets 404
A GENERAL MODEL FOR STANDARD COST
VARIANCE ANALYSIS 405
USING STANDARD COSTS—DIRECT MATERIALS
VARIANCES 406

393

403

xxiii



XXiv Contents

The Materials Price Variance 407 OPERATING PERFORMANCE MEASURES 479
The Materials Quantity Variance 408 Throughput (Manufacturing Cycle) Time 479
USING STANDARD COSTS—DIRECT LABOR Delivery Cycle Time 479
VARIANCES 410 Manufacturing Cycle Efficiency (MCE) 479
The Labor Rate Variance 410 Example 480
The Labor Efficiency Variance 411 Solution 481
USING STANDARD COSTS—VARIABLE BALANCED SCORECARD 482
MANUFACTURING OVERHEAD VARIANCES 412 Common Characteristics of Balanced Scorecards 482
The Variable Manufacturing Overhead Rate and Efficiency A Company’s Strategy and the Balanced Scorecard 484
Variances 413 Tying Compensation to the Balanced Scorecard 486
AN IMPORTANT SUBTLETY IN THE MATERIALS Summary 487
VARIANCES 415 Guidance Answer to Decision Point 488
Summary 417 Guidance Answers to Concept Checks 488
Guidance Answers to Decision Point 418 Review Problem: Return on Investment (ROI) And Residual
Guidance Answers to Concept Checks 418 Income 488
Review Problem 1: Variance Analysis Using a Flexible Glossary 489
Budget 418 Questions 490
Review Problem 2: Standard Costs 420 Chapter 10: Applying Excel 490
Glossary 422 The Foundational 15 491
Questions 422 Exercises 492
Chapter 9: Applying Excel 423 Problems 496
The Foundational 15 424 Building Your Skills 503

Exercises 425

Problems 431

Building Your Skills 437

Appendix 9A: Pre.de.termlned Overhea.d Rates and CHAPTER ELEVEN 506
Overhead Analysis in a Standard Costing System 440 . . .

Glossary 447 Differential Analysis: The Key to

Appendix 9A: Exercises and Problems 447 Decision Ma king 506
Appendix 9B: Standard Cost Systems: A Financial DECISION MAKING: SIX KEY CONCEPTS 508
Reporting Perspective Using Microsoft Excel 453
Appendix 9B: Exercises and Problems 459 Key Concept #1508
) Key Concept #2 508

Key Concept #3 508
Key Concept #4 509
Key Concept #5 509

CHAPTER TEN 466 Key Concept #6 509
Performance Measurement in IDENTIFYING RELEVANT COSTS AND BENEFITS: AN
H H H EXAMPLE 510
Decentraliz@d Organlzatlons 466 DECISION ANALYSIS: THE TOTAL COST AND
DECENTRALIZATION IN ORGANIZATIONS 468 DIFFERENTIAL COST APPROACHES 512
Advantages and Disadvantages of Decentralization 468 Why Isolate Relevant Costs? 514
RESPONSIBILITY ACCOUNTING 469 ADDING AND DROPPING PRODUCT LINES AND
Cost, Profit, and Investment Centers 469 OTHER SEGMENTS 515
Cost Center 469 An lllustration of Cost Analysis 515
Profit Center 469 A Comparative Format 517
Investment Center 469 Beware of Allocated Fixed Costs 518
EVALUATING INVESTMENT CENTER MAKE OR BUY DECISIONS 520
PERFORMANCE—RETURN ON INVESTMENT 470 Strategic Aspects of the Make or Buy Decision 520
The Return on Investment (ROIl) Formula 470 An Example of a Make or Buy Decision 520
Net Operating Income and Operating Assets Defined 470 Opportunity Cost 523
Understanding ROl 471 SPECIAL ORDER DECISIONS 523
Criticisms of ROl 474 VOLUME TRADE-OFF DECISIONS 525
RESIDUAL INCOME 474 What Is a Constraint? 525
Motivation and Residual Income 476 Utilizing a Constrained Resource to Maximize Profits 526

Divisional Comparison and Residual Income 477 Managing Constraints 529



JOINT PRODUCT COSTS AND SELL OR PROCESS
FURTHER DECISIONS 531

Santa Maria Wool Cooperative: An Example 531
ACTIVITY-BASED COSTING AND RELEVANT
COSTS 534
Summary 535
Guidance Answers to Decision Point 535
Guidance Answers to Concept Checks 536
Review Problem: Differential Analysis 536
Glossary 537
Questions 538
Chapter 11: Applying Excel 538
The Foundational 15 540
Exercises 541
Problems 549
Building Your Skills 557

CHAPTER TWELVE 562
Capital Budgeting Decisions 562

CAPITAL BUDGETING—AN OVERVIEW 564
Typical Capital Budgeting Decisions 564
Cash Flows Versus Net Operating Income 564
Typical Cash Outflows 564
Typical Cash Inflows 565
The Time Value of Money 565
THE PAYBACK METHOD 566
Evaluation of the Payback Method 566
An Extended Example of Payback 567
Payback and Uneven Cash Flows 568
THE NET PRESENT VALUE METHOD 569
The Net Present Value Method lllustrated 569
Recovery of the Original Investment 572
An Extended Example of the Net Present Value Method 574
THE INTERNAL RATE OF RETURN METHOD 575
The Internal Rate of Return Method Illustrated 575
Comparison of the Net Present Value and Internal Rate of
Return Methods 576
EXPANDING THE NET PRESENT VALUE
METHOD 577
Least-Cost Decisions 578
UNCERTAIN CASH FLOWS 580
An Example 580
PREFERENCE DECISIONS—THE RANKING OF
INVESTMENT PROJECTS 581
Internal Rate of Return Method 582
Net Present Value Method 582
THE SIMPLE RATE OF RETURN METHOD 583
POSTAUDIT OF INVESTMENT PROJECTS 585
Summary 586
Guidance Answer to Decision Point 587
Guidance Answers to Concept Checks 587
Review Problem: Comparison of Capital Budgeting
Methods 588

Contents XXV

Glossary 589

Questions 590

Applying Excel 590

The Foundational 15 592

Exercises 593

Problems 597

Cases 604

Appendix 12A: The Concept of Present Value 606
Appendix 12A: Review Problem: Basic Present Value
Computations 609

Appendix 12B: Present Value Tables 612

CHAPTER THIRTEEN 614
Statement of Cash Flows 614

THE STATEMENT OF CASH FLOWS: KEY
CONCEPTS 617
Organizing the Statement of Cash Flows 617
Operating Activities: Direct or Indirect Method? 618
The Indirect Method: A Three-Step Process 619
Step1 619
Step2 620
Step3 621
Investing and Financing Activities: Gross Cash Flows 622
Property, Plant, and Equipment 623
Retained Earnings 624
Summary of Key Concepts 625
AN EXAMPLE OF A STATEMENT OF CASH
FLOWS 626
Operating Activities 628
Step1 628
Step2 628
Step3 629
Investing Activities 629
Financing Activities 630
Seeing the Big Picture 631
INTERPRETING THE STATEMENT OF CASH FLOWS 633
Consider a Company’s Specific Circumstances 633
Consider the Relationships among Numbers 633
Free Cash Flow 634
Earnings Quality 634
Summary 635
Guidance Answers to Decision Point 636
Guidance Answers to Concept Checks 636
Review Problem 637
Glossary 641
Questions 641
The Foundational 15 641
Exercises 643
Problems 646
Building Your Skills 654
Appendix 13A: The Direct Method of Determining the
Net Cash Provided by Operating Activities 654
Appendix 13A: Exercises and Problems 656



XXVi Contents

CHAPTER FOURTEEN 658
Financial Statement Analysis 658

LIMITATIONS OF FINANCIAL STATEMENT
ANALYSIS 660
Comparing Financial Data across Companies 660
Looking beyond Ratios 660
STATEMENTS IN COMPARATIVE AND COMMON-SIZE
FORM 660
Dollar and Percentage Changes on Statements 661
Common-Size Statements 663
RATIO ANALYSIS—LIQUIDITY 665
Working Capital 665
Current Ratio 666
Acid-Test (Quick) Ratio 666
RATIO ANALYSIS—ASSET MANAGEMENT 667
Accounts Receivable Turnover 667
Inventory Turnover 668
Operating Cycle 668
Total Asset Turnover 669
RATIO ANALYSIS—DEBT MANAGEMENT 670
Times Interest Earned Ratio 670
Debt-to-Equity Ratio 671
Equity Multiplier 671
RATIO ANALYSIS—PROFITABILITY 672
Gross Margin Percentage 672
Net Profit Margin Percentage 673

Return on Total Assets 673

Return on Equity 674
RATIO ANALYSIS—MARKET PERFORMANCE

Earnings per Share 675

Price-Earnings Ratio 676

Dividend Payout and Yield Ratios 676

The Dividend Payout Ratio 676
The Dividend Yield Ratio 676

Book Value per Share 677
SUMMARY OF RATIOS AND SOURCES OF
COMPARATIVE RATIO DATA 677
Summary 679
Guidance Answer to Decision Point 680
Guidance Answers to Concept Checks 680
Review Problem: Selected Ratios and Financial
Leverage 681
Glossary 683
Questions 683
The Foundational 15 683
Exercises 684
Problems 689
Building Your Skills 695
Integration Exercises: An Overview 698
Integration Exercises 698

Index 709

675



A LOOK AT THE PROLOGUE A LOOK AHEAD

The Prologue defines managerial Chapter 1 defines many of the cost terms
accounting and explains why it is important that will be used throughout the textbook.
to the future careers of all business It explains that in managerial accounting
students. It also explains how managerial the term cost is used in many different
accounting involves more than just ways depending on the immediate needs
quantitative calculations. of management.
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2 Prologue

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, process management, and leadership—that
define the business context for applying the quantitative aspects of managerial accounting.

T he prologue explains why managerial accounting is important to the future

WHAT IS MANAGERIAL ACCOUNTING?

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

EXHIBIT P—1 Comparison of Financial and Managerial Accounting

Accounting
* Recording
¢ Estimating Financial and
¢ Organizing Operational Data

°* Summarizing

Financial Managerial
Accounting Accounting




Managerial Accounting: An Overview

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 P-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?

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

The Financial Side of Running a Community Theatre

Formulating plans and creating budgets is an important part of running a community theater.
For example, the Manatee Players is a theater group from Bradenton, Florida, that has seen
its annual operating budget grow from $480,000 to $1.5 million over the last 10 years. The
theater’s ticket sales cover about 77% of its operating costs, with additional financial support
coming from individual and corporate donors.

In addition to managing its revenues, the theater also seeks to control its costs in various
ways—such as saving $3,000 per year by bringing the production of its programs in-house.
Rather than promoting individual shows, the group has decided to focus its marketing dollars on
touting the entire season of shows. It also shifted a portion of its marketing budget away from
traditional methods to more cost-effective social-media outlets.

Source: Brass, Kevin, “Let’s Put on a Show,” The Wall Street Journal, November 3, 2014, p. D7.

IN BUSINESS

©McGraw-Hill Education/Christopher
Kerrigan, photographer
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As you can see, there are many questions that need to be answered as part of the plan-
ning process. Plans are often accompanied by a budgetr. 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?

o Did we lose too many exceptional candidates to competitors?

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

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

» 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 con-
trol process. When answering these questions your goal would be to go beyond simple
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 con-
trol process helps Pfizer, Eli Lilly, and Abbott Laboratories ensure that their pharmaceu-
tical 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 Takata’s recall of more than 30 million defective
driver-side air bags installed by a variety of automakers such as Honda, Ford, Toyota, and
Subaru. 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 deci-
sions. Broadly speaking, many of those decisions revolve around the following three ques-
tions. What should we be selling? Who should we be serving? How should we execute?
Exhibit P-2 provides examples of decisions pertaining to each of these three categories.
The left-hand column of Exhibit P-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 numerous brands that each gener-
ates over $1 billion in sales as well as other brands that have promising growth potential.
Mattel must decide what new toys to introduce to the market. Southwest Airlines must
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EXHIBIT P—2 Examples of Decisions

What should we be selling? Who should we be serving? How should we execute?

What products and services should be Who should be the focus of our How should we supply our parts and
the focus of our marketing efforts? marketing efforts? services?

What new products and services should Who should we start serving? How should we expand our capacity?
we offer?

What prices should we charge for our Who should pay price premiums How should we reduce our capacity?
products and services? or receive price discounts?

What products and services should we Who should we stop serving? How should we improve our efficiency
discontinue? and effectiveness?

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.

The middle column of Exhibit P-2 indicates that all companies must make decisions
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 cus-
tomers. 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 cus-
tomers that may be unprofitable.

The right-hand column of Exhibit P-2 shows that companies also make decisions
related to how they execute. For example, Boeing must decide whether to rely on outside
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 improvement 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 prologue has explained that the three pillars of managerial account-
ing are planning, controlling, and decision making. This book helps prepare you to
become an effective manager by explaining how to make intelligent data-driven deci-
sions, 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?

Many students feel anxious about choosing a major because they are unsure if it will pro-
vide 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 corporation, 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.



EXHIBIT P-3

Planning

Controlling

Decision
Making

Prologue

Relating Managerial Accounting to Three Business Majors

Marketing

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

How many salespeople
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 services
as one bundle or sell
them separately?

Should we sell directly to
customers or use a
distributor?

Supply Chain Management

How many units should we plan
to produce next period?

How much should we budget for
next period’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 defec-
tive units produced?

Should we transfer production of
a component part to an over-
seas supplier?

Should we redesign our manu-
facturing process to lower inven-
tory levels?

Human Resource Management

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

How much should we plan to
spend on employee recruitment
advertising?

Is our employee retention rate
exceeding our goals?

Are we meeting our goal of com-
pleting timely performance
appraisals?

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

Should we hire temporary work-
ers or full-time employees?

Business Majors

Exhibit P-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 P-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
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 P-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 operational 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 manufactur-
ing process to reduce inventory levels.

The right-hand column of Exhibit P-3 explains how human resource managers make
a variety of planning decisions, such as budgeting how much to spend on occupational
safety training and employee recruitment advertising. They monitor feedback related to
numerous management concerns, such as employee retention rates and the timely com-
pletion of employee performance appraisals. They also help make many important deci-
sions 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.
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For brevity, Exhibit P-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?

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 pro-
fessional accountants in the United States work in nonpublic accounting environments
(Www.imanet.org).

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 coworkers 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 accounting
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.

Professional Certification—A Smart Investment If you plan to become an
accounting major, the Certified Management Accountant (CMA) and Chartered Global
Management Accountant (CGMA) designations are globally respected credentials that
will increase your credibility, upward mobility, and compensation.

The CMA exam is sponsored by the Institute of Management Accountants (IMA) in
Montvale, New Jersey. To become a CMA requires membership in the IMA, a bach-
elor’s degree from an accredited college or university, two continuous years of relevant
professional experience, and passage of the CMA exam. Exhibit P-4 summarizes the
topics covered in the IMA’s 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 planning, controlling, and decision-making skills that are critically

A Networking Opportunity IN BUSINESS

The Institute of Management Accountants (IMA) is a network of more than 70,000 account-
ing and finance professionals from over 120 countries. Every year the IMA hosts a student
leadership 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, “I liked that | was able to interact
with professionals who are in fields that could be potential career paths for me.” For more infor-
mation 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.
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EXHIBIT P-4 CMA Exam
Content Specifications Part 1 Financial Reporting, Planning, Performance and Control
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

important to all managers. Information about becoming a CMA is available on the IMA’s
website (www.imanet.org) or by calling 1-800-638-4427.

The CGMA designaton is co-sponsored by the American Institute of Certified Public
Accountants (AICPA) and the Chartered Institute of Management Accountants
(CIMA), each of whom provides a distinct pathway to becoming a CGMA. The AICPA
pathway requires a bachelor’s degree in accounting (accompanied by a total of 150 college
credit-hours), passage of the Certified Public Accountant (CPA) exam, membership in the
AICPA, three years of relevant management accounting work experience, and passage of
the CGMA exam—which is a case-based exam that focuses on technical skills, business
skills, leadership skills, people skills, and ethics, integrity, and professionalism. Notice
that the AICPA’s pathway to becoming a CGMA requires passage of the multipart CPA
exam, which emphasizes rule-based compliance—assurance standards, financial account-
ing standards, business law, and the tax code. Information on becoming a CGMA is avail-
able at www.cgma.org.

IN BUSINESS How'’s the Pay?

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

Your
Calculation
Start with this base amount. ..................... $48,990  $48,990
If you are top-level management ................. ADD $58,043
OR, if you are senior-level management........... ADD $35,855
OR, if you are middle-level management .......... ADD $15,086
Number of yearsinthefield ____ ............... TIMES $905
If you have an advanced degree ................. ADD $14,509
Ifyouholdthe CMA . ... ... ... . ... ... ........ ADD $15,308
Ifyouholdthe CPA ... .. ... ... ... .. ADD $14,509

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 $145,900 [$48,990 + $58,043 +
(10 x $905) + $14,509 + $15,308].

Source: Krumweide, Kip, “IMA’s Global Salary Survey,” Strategic Finance, March 2017, pp. 29-39.
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MANAGERIAL ACCOUNTING: BEYOND THE NUMBERS

Exhibit P-5 summarizes how each chapter of the book teaches measurement skills that
managers use on the job every day. For example, Chapter 8 teaches you the measurement
skills that managers use to answer the question—how should I create a financial plan for
next year? Chapter 9 teaches you the measurement skills that managers use to answer the
question—how well am I performing relative to my plan? Chapter 4 teaches you mea-
surement skills related to product and customer profitability. However, it is vitally impor-
tant that you also understand managerial accounting involves more than just “crunching
numbers.” To be successful, managers must complement their measurement skills with
six business management perspectives that “go beyond the numbers” to enable intelligent
planning, control, and decision making.

EXHIBIT P-5

Chapter Number The Key Question from a Manager’s Perspective Measurement Skills: A Manager’s
Chapter 1 What cost classifications do | use for different management purposes? Perspective
Chapter 2 How much does it cost us to manufacture customized jobs for each
of our customers?
Chapters 3 &5 What is the value of our ending inventory and cost of goods sold
for external reporting purposes?
Chapter 4 How profitable is each of our products and customers?
Chapter 6 How will my profits change if | change my selling price, sales vol-
ume, or costs?
Chapter 7 How should the income statement be presented?
Chapter 8 How should | create a financial plan for next year?
Chapter 9 How well am | performing relative to my plan?
Chapter 10 What performance measures should we monitor to ensure that we
achieve our strategic goals?
Chapter 11 How do | quantify the financial impact of pursuing one course of
action versus another?
Chapter 12 How do | make long-term capital investment decisions?
Chapter 13 What cash inflows and outflows explain the change in our cash
balance?
Chapter 14 How can we analyze our financial statements to better understand

our performance?

An Ethics Perspective

Ethical behavior is the lubricant that keeps the economy running. Without that lubricant,
the economy would operate much less efficiently—less 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 Management
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 responsibilities
of management accountants. Even though the standards were developed specifically for
management accountants, they have much broader application. The standards consist of
two parts that are presented in full in Exhibit P—6. The first part provides general guidelines





