


Eleventh Canadian Edition 

Ray H. Garrison, D.B.A. , CPA 
Professor Emeritus 
Brigham Young University 

Theresα Libby， Ph.D. , FCPA, FCA 
University of Waterloo 

Alan Webb, Ph.D. , FCPA, FCA 
University of Waterloo 

Eric W. Noreen, Ph.D. , CMA 
(Co-Author, U.S. Edition) 
Professor Emeritus 
University of Washington 

Peter C. Brewer, Ph.D. , CPA 
(Co-Author, U.S. Edition) 
Wake Forest University Winston-Salem, North Carolina 



l#l'!'j 
H [Il 

岛1ANAGERIAL ACCOUNTING 
Eleventh Canadian Edition 

Copyright @ 2018, 2015, 2012, 2009, 2004, 2001 , 1999 by McGraw-Hi11 Ryerson Limited. Copyright @ 2018, 
2015, 2012, 2010, 2008 , 2006, 2003, 2000, 1997, 1994, 1991 , 1988, 1985, 1982, 1979, 1976 by McGraw-Hi11 
Education LLC. A11 rights reserved. No part of this publication may be reproduced or transmitted in any form or 
by any means, or stored in a data base or retrieval system, without the prior written permission of McGraw-Hi11 
Ryerson Limited, or in the case of photocopying or other reprographic copying, a license from The Canadian 
Copyright Licensing Agency (Access Copyright). For an Access Copyright license, visit www.accesscopyright.ca 
or ca11 to11 free to 1-800-893-5777. 

Statistics Canada information is used with the permission of Statistics Canada. U sers are forbidden to copy the 
data and redisseminate them, in an original or modified form, for commercial purposes, without permission from 
Statistics Canada. Information on the availability of the wide range of data from Statistics Canada can be obtained 
from Statistics Canada's Regional Offices, its World Wide Web site at www.statcan.gc.ca. and its to11-free access 
number 1-800-263-1136. 

The Internet addresses listed in the text were accurate at the time of publication. The inclusion of a website does 
not indicate an endorsement by the authors or McGraw-Hi11 Ryerson, and McGraw-Hi11 Ryerson does not guarantee 
the accuracy of the information presented at these sites. 

ISBN-13: 978-1-25-927581-4 

ISBN-10: 1-25-927581-7 

1 2 3 4 5 6 7 8 9 TCP 22 21 20 19 18 17 

Printed and bound in Canada. 

Care has been taken to trace ownership of copyright material contained in this text; however, the publisher wi11 
welcome any information that enables it to rectify any reference or credit for subsequent editions. 

Portfolio Director, Business & Economics, International: Nicole Meehan 
Portfolio Manager: Keara Emmett 
Director, Portfolio Marketing: Joy Armitage Taylor 
Content Developer: Amy Rydzanicz 
Senior Portfolio Associate: Stephanie Giles 
Supervising Editor: Jessica Barnoski 
Photo/Permissions Editor: Nadine Bachan 
Copy Editor/Proofreader: Ke11i Howey 
Plant Production Coordinator: Sarah Strynatka 
Manufacturing Production Coordinator: Sheryl MacAdam 
Cover Design: Dianne Reynolds 
Cover Image: Shaunl/Getty Images 
Interior Design: Lightbox Visual Communications, Inc. 
Composition: Aptara'气 Inc.

Printer: Transcontinental Printing Group 



Oedication 

To our families, and the students and instructors who will use 

this book. 



Ray H. Garrison is Emeritus Professor of Accounting at Brigham 

Young University, Provo, Utah. He received his B.S. and M.S. degrees from Brigham 

Young University and his D.B.A. degree from Indiana University. As a certified public 

accountant, Professor Garrison has been involved in management consulting work 

with both national and regional accounting firms. He has published articles in 

The Accounting Review, Management Accounting, and other professional journals. 

Innovation in the classroom has earned Professor Garrison the Karl G. Maeser 

Distinguished Teaching Award from Brigham Young University. 

Theresa Libby is a Professor of Accounting in the School of Accounting 

and Finance, University of Waterloo. She received her Ph.D. from the University of 

Waterloo and a B.Comm. from the University of Windsor. Her research interests 

include the manager's use of accounting information for decision making, the effects 

of budgeting processes on performance, and accounting ethics. She has published 

in leading research journals including The Accounting Review, Contemporary 
Accounting Research, Journal of Business Ethics, and the Journal of Management 
Accounting Research. Professor Libby sits on the editorial board of Contemporary 
Accounting Research, is an Associate Editor at Management Accounting Research, 

and has served as the editor of Behavioral Research in Accounting. Professor Libby was awarded the 

L. S. Rosen Outstanding Educator Award by the Canadian Academic Accounting Association and was 

named as a Fellow of the Institute of Chartered Professional Accountants of Ontario in recognition of 

outstanding career accomplishments. 

Alan Webb is a Professor in the School 川counting 川 Finance川e
University of Waterloo. He is a graduate of Mount Allison University and the University 

of Alberta, with B.Comm. and Ph.D. degrees. His primary research interests are in 

the areas of incentives, goal setting, and performance measurement. Professor Webb 

has presented his work throughout North America and he is a consulting editor 

at Contemporary Accounting Research. His research publications appear in 
The Accounting Review, Jourγ7al of Accounting Research, Journal of Management 
Accounting Research, Contemporary Accounting Research, Issues in Accounting 
Education, CA Magazine, and CMA Management magazine. He is a chartered 

professional accountant and has volunteered in numerous professional activities both in Canada and 

abroad. In 2011, Professor Webb was awarded the L. S. Rosen Outstanding Educator Award by the 

Canadian Academic Accounting Association and was named a Fellow of the Institute of Chartered 

Professional Accountants of Ontario for his outstanding career accomplishments. 



".",..-, 
?回，气

Eric W. Noreen (Co-author, U.S. Editi叫 is a gl出e-trotting ac础mic
who has held appointments at institutions in the United States, Europe, and Asia. He 

is currently Professor of Accounting at the University of Washington and Visiting 

Price Waterhouse Professor of Management Information & Control at INSEAD, an 

international graduate school of business located in France. He received his B.A. 

degree from the University of Washington and M.B.A. and Ph.D. degrees from 

Stanford University. A Certified Management Accountant, he was awarded a 

Certificate of Distinguished Performance by the Institute of Certified Management 

Accountants. 

Peter C. Brewer (Co-al灿町~ u.s. Edition) is a professor in the 

Department of Accountancy at Miami University, Oxford, Ohio. He holds a B.S. degree 

in accounting from Penn State University, an M.S. degree in accounting from the 

University of Virginia, and a Ph.D. from the University of Tennessee. He has published 

30 articles in a variety of journals including Management Accounting Research, the 

Journal of Information Systems, Cost Management, Strategic Finance, the Journal 
of Accountancy, Issues in Accounting Education, and the Journal of Business 
Logistics. Professor Brewer has rece ived Miami University's Richard T. Farmer 

School of Business Teaching Excellence Award and has been recognized on two 

occasions by the Miami University Associated Student Government fo r "making a remarkable commitment 

to students and their educational development." He is a leader in undergraduate management accounting 

curriculum innovation and the use of the case method for teaching undergraduate management 

accounting courses. He is a lead ing thinker in undergraduate management accounting curriculum 

innovation and is a frequent presenter at various professional and academic conferences. 

(
俯
J





• 

SECTION 1 

Chapter One 

ChapterTwo 

Chapter Three 

Chapter Four 

SECTION2 

Chapter Five 

Chapter Six 

Chapter Seven 

Chapter Eight 

SECTION 3 

Chapter Nine 

ChapterTen 

Chapter Eleven 

SECTION 4 

Chapter Twelve 

Chapter Thirteen 

Overview and Foundation 1 

Managerial Accounting and the Business Environment 2 

Cost Terms, Concepts, and Classifications 20 

Cost Behaviour: Analysis and U se 61 

Cost-Volume-Profit Relationships 92 

Costing 138 

Systems Design: J ob-Order Costing 139 

Systems Design: Process Costing 198 

Activity-Based Costing: A Tool to Aid Decision Making 237 

Variable Costing: A Tool for Management 294 

Planning and Control 327 

Budgeting 328 

Standard Costs and Overhead Analysis 383 

Reporting for Control 461 

Short-Term and Long-Term Decisions 530 

Relevant Costs for Decision Making 531 

Capital Budgeting Decisions 589 

SECTION 5 External Reporting and Analysis 649 

Online Chapter Fourteen Financial Statement Analysis 651 

Company/Name Index IN-1 

Subject Index IN-3 



SECTION 1 

Overview and Foundation 1 

Chapter One 

Managerial Accounting and the Business 
Environment 2 

THE ROLE OF THE PROFESSIONAL 
ACCOUNTANT IN VALUE CREATION 2 

THE 明TORK OF MANAGERS AND THEIR NEED 
FOR 岛1ANAGERIAL ACCOUNTING 
INFORMATION 3 

Planning 3 

Directing αnd Motivαting 4 

Controlling 4 

Decision Mαking 4 

The Planning and Control Cycle 5 

Strategic Manαgement 6 

COMPARISON OF FINANCIAL AND 
MANAGERIAL ACCOUNTING 7 

Emphasis on the Future 8 

Relevance of Data 8 

Less Emphasis on Precision 8 

Segments ofαn Organization 8 

Generally Accepted Accounting Principles 8 

Manαgerial Accounting-Not Mandatory 9 

BUSINESS PROCESS MANAGEMENT 9 

Lean Production 9 

Enterprise Risk Manαgement 10 

ETHICS AND CORPORATE SOCIAL 
RESPONSIBILITY 11 

Ethics 11 

Corporlαte Social Responsibility 12 

岛1ANAGING EMPLOYEES 13 

lntrinsic Motivαtion 13 

Extrinsic lncentives 14 

Cognitive Biases 14 

Summary 15 

Discussion Case 15 

Questions 16 

Exercises 16 

Problems 17 

Chapter Two 

Cost Terms, Concepts, and 
Classifications 2。

UNDERSTANDING COSTS 20 

GENERAL COST CLASSIFICATIONS 21 

Mαnufiαcturing Costs 21 

Direct Uα:terials 21 

Direct Lαbou，γ21 

Mαnufiαcturing Overheαd 22 

CIαssificα:tion ofUαnufiαctu，γing Lαbour Costs 22 

Non-mαnufiαcturing Costs 23 

PRODUCT COSTS VERSUS PERIOD COSTS 24 

Product Costs 24 

Period Costs 24 

COST CLASSIFICATIONS ON FINANCIAL 
STATE岛1ENTS 25 

TheBαlance Sheet 26 

The lncome Statement 26 

SCHEDULE OF COST OF GOODS 
岛1ANUFACTURED 29 

Product Costs-A Closer Look 30 

lnventoriable Costs 31 

An Example of Cost Flows 31 



COST CLASSIFICATIONS FOR PREDICTING 
COST BEHAVIOUR 33 

Vαriable Cost 33 

Fixed Cost 35 

COST CLASSIFICATIONS FOR ASSIGNING 
COSTS TO COST OBJECTS 36 

Direct Cost 36 

Indirect Cost 36 

COST CLASSIFICATIONS FOR DECISION 
MAKING 37 

Differential Cost and Revenue 37 

Opportunity Cost 38 

Sunk Cost 38 

Knowledge in Action 39 

Summary 39 

Review Problem 1: Cost Terms 39 

Review Problem 2: Schedule 01 Cost 01 Goods Ma叫factured

αnd Income Statement 41 

Discussion Case 43 

Questions 43 

Foundational Exercises 44 

Exercises 44 

Problems 49 

Cases 58 

Instant Quiz Solutions 60 

Chapter Three 

Cost Behaviour: Analysis and Use 61 

COSTLY BEHAVIOUR REQUlRED 61 

TYPES OF COST BEHAVIOUR PATTERNS 62 

Variable Costs 62 

The Actiνity Base 63 

Extent of Variable Costs 63 

True Variable versus Step-Variable Costs 64 

True viαriable Costs 64 

Step-Variable Costs 64 

The Linearity Assumption αnd the Relevant 

Range 66 

Fixed Costs 66 

Types of Fixed Costs 68 

Committed Fixed Costs 68 

D iscretionary Fixed Costs 68 

The Trend toward Fixed Costs 69 

Fixed Costs and the Relevant Range 70 

Mixed Costs 70 

ANALYZING MIXED COSTS 72 

Estimating Cost Behaviour 72 

Account Analysis 72 

Engineering Approach 72 

Scαttergraph Plots 72 

Using the High- Low Method 73 

THE CONTRIBUTION FORMAT 77 

Why α New Income Statement Format? 77 

The Contribution Approach 77 

Knowledge in Action 78 

Summaη1 78 

Review Problem 1: Cost Behaviour 79 

Review Problem 2: High-Low Method 80 

Discussion Case 80 

Questions 81 

Foundational Exercises 81 

Exercises 82 

Problems 85 

Cases 90 

Instant Quiz Solutions 91 

ONLINE APPENDIX 3A: LEAST-SQUARES 

REGRESSION CALCULATIONS 3A-1 

Chapter Four 

Cost-Volume-Profit Relationships 92 

MOBILE COMPUTATIONS 92 

THE BASICS OF COST-VOLUME-PROFIT 
ANALYSIS 93 

Contribution Margin 93 

COST - VOLUME-PROFIT RELATIONSHIPS IN 
GRAPHICFOR岛1 96 

Preparing the Cost- Volume-Profit Graph 96 

CONTRIBUTION MARGIN RATIO 98 

SOME APPLICATIONS OF COST-VOLU岛1E­
PROFIT CONCEPTS 100 

Change in Fixed Cost and Sales Volume 100 

Change in Variable Costs αnd Sαles Volume 101 

Change in Fixed Costs, Selling Price， αnd Sales 

Volume 101 



Chαngein víαriable Cost, Fixed Cost， αndSαles 

1心lume 102 

lmportance of the Contribution Margin 103 

BREAK-EVEN ANALYSIS 104 

Break-Even Comput，αtions 104 

TARGET OPERATING PROFIT ANALYSIS 105 

After-1lαχ Anαlysis 106 

THE MARGIN OF SAFETY 107 

COST-VOLUME一PROFIT CONSIDERATIONS 
IN CHOOSING A COST STRUCTURE 107 

Cost Structure and Profit Stabiliη 107 

Operating Leveliαge 109 

lndifference Analysis 110 

SALES MIX 111 

The Definition of Sαles Mix 111 

Sales Mix and Breαk-Eνen Analysis 111 

ASSU岛1PTIONS OF CVP ANALYSIS 115 
Knowledge in Action 115 

Summary 115 

Review Problem: Cost-Volume-Profit Relationships 116 

Discussion Case 118 

Questions 118 

Foundational Exercises 119 

Exercises 119 

Problems 124 

Cases 134 

Connecting Concepts 135 

Instant Quiz Solutions 136 

ONLINE APPENDIX 4A: COST-VOLUME-PROFIT 

ANALYSIS WITH UNCERTAINTY 4A-1 

SECTION 2 

Costing 138 

Chapter Five 

Systems Design: Job-Order Costing 139 

CUSTOM DESIGN AT IJTEA岛1.CO岛1 139 

JOB-ORDER AND PROCESS COSTING 140 

Process Costing 140 

Job-Order Costing 140 

JOB-ORDER COSTING AN OVERVIEW 141 

Measuring Direct Mαteriαls Cost 141 

Job Cost Sheet 142 

Measuring Direct Lαbour Cost 143 

COMPUTING PREDETERMINED OVERHEAD 
RATES 144 

Using the Predetermined Overhead Rate 145 

The Needfor α Predetermined Rαte 146 

Choice of an Allocation Base for Overhead Cost 147 

Comput，αtion of Unit Costs 148 

Summ旷y of Document Flows 148 

JOB-ORDER COSTING THE FLO飞iV OF 
COSTS 149 

The Purchase and lssue of Mαteriαls 149 

lssue of Direct and lndirect Materiαls 149 

lssue of Direct Materials Only 150 

Labour Cost 150 

MGF114向cturing Overhead Costs 150 

THE APPLICATION OF MANUFACTURING 
OVERHEAD 152 

The Concept ofα Cleαring Account 153 

Non-manufacturing Costs 153 

COST OF GOODS MANUFACTURED 154 

Cost ofGoods Sold 155 

Summαγy of Cost Flows 155 

COMPLICATIONS OF OVERHEAD 
APPLICATION 158 

Underlαpplied αnd Overapplied Overhead 158 

Disposition of Undeliαpplied or Oveliαpplied Overhead 

Bαlαnces 160 

Close Out Undeliαpplied 0νerhead ω Cost of 

Goods Sold 160 

Allocαte Overlαrpplied Overhead among 

Accounts 161 

A Geneliα1 Model of Product Cost Flows 161 

Variαtions卢om the General Model of Product 

Cost Flow 162 

Multiple Predetermined 0νerheαdRαtes 162 

JOB-ORDER COSTING IN SERVICE 
COMPANIES 164 



USE OF INFORMATION TECHNOLOGY 165 

Knowledge in Action 166 

Summary 166 

Reνiew Problem: Job-Order Costing 166 

Discussion Case 170 

Questions 170 

Foundational Exercises 170 

Exercises 171 

Problems 177 

Cases 189 

lnstant Quiz Solutions 191 

APPENDIX 5A: THE PREDETERMINED OVERHEAD 

RATEAND CAPACITY 193 

Chapter Six 

Systems Design: Process Costing 198 

COSTING THE "QUICKER-PICKER­
UPPER" 198 

COMPARISON OF JOB-ORDER AND PROCESS 

COSTING 199 

PROCESS COST FLOWS 200 

Processing Departments 200 

The FlowofMαterials， Labour， αnd Overhead Costs 201 

Materials, Lαbour， αnd Oνerhead Cost Entries 203 

Mαterials Costs 203 

Labour Costs 203 

Overhead Costs 203 

Completing the Cost Flows 203 

EQUIVALENT UNITS OF PRODUCTION 204 

Weighted-Average Method 205 

COMPUTE AND APPLY COSTS 207 

Cost per Equivalent Unit-Weighted-Average 
Method 207 

APPLYING COSTS WEIGHTED-AVERAGE 

METHOD 208 

Summary ofTropic Breeze Fans Costing 210 

OPERATION COSTING 211 

FLExmLE MANUFACTURING SYSTE岛IS 212 

Knowledge in Action 212 

Summary 212 

Review Problem 1: Process Cost Flows and Reports 213 

Review Problem 2: Units and Cost Assignment 215 

Discussion Case 216 

Questions 216 

Foundationαl Exercises 217 

Exercises 217 

Problems 220 

Cases 226 

lnstant Quiz Solutions 227 

APPENDIX 6A: FIFO METHOD 228 

ONLINE APPENDIX 6B: SHRINKAGE AND 

LOST UNITS 6B-1 

Chapter Seven 

Activity-Based Costing: A Tool to Aid 
Decision Making 237 

MEASURING THE COST OF PRODUCT 
COMPLEXITY 237 

THE TREATMENT OF COSTS 
UNDER THE ACTIVITY-BASED 
COSTING MODEL 238 

NOF1·mGFtLt向cturing Costs and Activity-Based 
Costing 238 

MGnL1沟cturing Costs Excluded under Actiνity-Based 
Costing 239 

Overhead Cost Pools, Allocation Bases， αnd Activity­
Bαsed Costing 239 

Actiνity Rαtes Based on Cαpacity， 

Not Budget 242 

DESIGNING AN ACTIVITY-BASED COSTING 
SYSTEM 242 

Step 1: Identify and Define Activities, Activiη Cost 

Pools， αndActiνity Meαsures 244 

Step 2: Assign Overhead Costs to Activity Cost 
Pools 245 

Step 3: Calculαte Activity Rαtes 248 

SECOND-STAGE ALLOCATION OF OVERHEAD 
COSTS 249 

Step 4: Assign Oveγheαd Costs to Cost Objects U sing 
the Activity Rαtes and Activity Meαsures 249 

PRODUCT AND CUSTOMER 岛1ARGINS 252 

Step 5: Prepαre Mαnagement Reports 252 



COMPARISON OF TRADITIONAL AND 
ACTIVITY-BASED COSTING PRODUCT 
COSTS 254 

Product Mαrgins Computed Using the T1íαditionαl 

Costing System 254 

The Differences between Actiνiη-Based Costs and 

Traditional Product Costs 255 

Targeting Process Improνements 258 

Actiνiηl-Bαsed Costing αnd External Reports 258 

THE LIMITATIONS OF ACTIVITY-BASED 
COSTING 259 
Knowledge in Action 260 

Summary 260 

Review Problem 1: Actiνity-Based Costing 261 

Review Problem 2: Comparison ofTraditional Costing and 

Activity-Based Costing 263 

Discussion Case 265 

Questions 265 

Foundational Exercises 265 

Exercises 266 

Problems 276 

Cases 281 

Instant Quiz Solutions 285 

APPENDIX 7A: USING A MODIFIED FORM OF 
ACTIVITY-BASED COSTING TO DETERMINE 
PRODUCT COSTS FOR EXTERNAL REPORTS 286 

Chapter Eight 

Variable Costing: A Tool for 
Management 294 

BIG 3 AUTOMAKERS BUILD INVENTORY 
BEFORE BAILOUT 294 

OVERVIE明T OF ABSORPTION AND VARIABLE 
COSTING 295 

Absorption Costing 295 

1位riαble Costing 295 

Selling αnd Administrlαtive Expenses 295 

Unit Cost Computations 296 

INCO岛1E COMPARISON OF ABSORPTION AND 
VARIABLE COSTING 297 

EXTENDED COMPARISON OF INCOME 
DATA 299 

EffectofChαnges in Production on Ope1íαting 

Income 303 

Vαriα:ble Costing 303 

Absorption Costing 305 

CHOOSING A COSTING METHOD 305 

The Impact on the Mαnαger 305 

Cost-Volume-Profit Anαlysis αnd Absorption 

Costing 306 

Decision Making 307 

External Reporting, Income Taxes, and Management 

Performance Ev，αluαtion 307 

Advαnt，αges of Víαriαble Costing αnd the Contribution 

Approach 307 

I岛1PACT OF LEAN PRODUCTION 309 

Knowledge in Action 310 

Summary 310 

Review Problem: Contrasting Variable and Absorption 

Costing 311 

Discussion Case 313 

Questions 313 

Foundational Exercises 313 

Exercises 314 

Problems 318 

Cases 324 

Connecting Concepts 325 

Instant Quiz Solutions 326 

SECTION 3 

Planning and Control 327 

Chapter Nine 

Budgeting 328 

BUDGETING BENEFITS 328 

THE BASIC FRA岛1E飞布ORK OF BUDGETING 329 

Definition of Budgeting 329 

Budgets' Dual Role: PIαFIningαnd Control 329 

Adναntages of Budgeting 329 

Responsibility Accounting 330 

Choosing α Budget Period 330 

TheRαrticipative Budget Approαch 330 

Behaviourlα1 Factors in Budgeting 332 

Zero-Base Budgeting 333 

Benchmαrking 333 



THE MASTER BUDGET: AN OVERVIE明T 334 

The Sales Budget Defined 334 

The Cash Budget D矿ïned 334 

Sales Forecαsting-A Critical Step 334 

Preparing the Master Budget 335 

TheSαles Budget 336 

The Production Budget 337 

Inventory Purchases-Merchandising Firm 338 

The Direct Materiαls Purchases Budget 338 

The Direct Labour Budget 340 

The Manufacturing Overhead Budget 341 

The Ending Finished Goods Inventory Budget 342 

The Selling αnd Administratiνe Expense 

Budget 342 

The Cash Budget 343 

The Budgeted Income Statement 346 

The Budgeted Balαnce Sheet 346 

FLEXIBLE BUDGET 348 

How a Flexible Budget Works 348 

USING THE FLEXIBLE BUDGETING CONCEPT 
IN PERFORMANCE EVALUATION 350 

BUDGETING FOR NOT-FOR-PROFIT 
ENTITIES 353 
Knowledge in Action 354 

Summary 354 

Review Problem: Completing a Master Budget 355 

Discussion Case 360 

Questions 360 

Foundational Exercises 360 

Exercises 361 

Problems 364 

Cases 378 

Instant Quiz Solutions 381 

ONLINE APPENDIX 9A: INVENTORY 

DECISIONS 9A-1 

Chapter Ten 

Standard Costs and Overhead Analysis 383 

MANAGING DISTRIBUTION COSTS 383 

STANDARD COSTS MANAGEMENT BY 
EXCEPTION 384 

SETTING STANDARD COSTS 385 

Who Uses St，αndard Costs? 386 

Ideαlνersus Practical Standards 386 

Setting Direct Mαterials Standards 386 

Setting Direct Labour St，αndards 388 

Setting vtαriGble MGFIL4向cturing Overheαd 

Standards 389 

Are Standards the Same αs Budgets? 390 

A General Modelfor VariαnceAnαlysis 390 

USING STANDARD COSTS DIRECT 
MATERIALS VARIANCES 391 

Mαterials Price ~位riance-A Closer Look 393 

Isolation ofVariαnces 394 

Responsibility for the Variance 394 

Materials Quantiη1 ~位riance-A Closer Look 395 

USING STANDARD COSTS DIRECT LABOUR 
VARIANCES 396 

Labour Rate Variance-A Closer Look 397 

Labour ξfficiency'位riance-A Closer Look 397 

USING STANDARD COSTS VARIABLE 
MANUFACTURING OVERHEAD 
VARIANCES 398 

vuidle Mmz4向cturing Overhead Variαnces一

A Closer Look 399 

Interpreting the Spending ~位riαnce 400 

Interpreting the ξ伊ciency vtαriance 401 

Controlofthe ξfficiency ~旬riαnce 401 

St，αnd，αrd Costs and vtαriances in the Service 

Industry 402 

OVERHEAD RATES AND FIXED OVERHEAD 
ANALYSIS 403 

Flexible Budgets and Overhead Rates 403 

Denominator Actiνiη 404 

Computing the 0νerhead Rαte 404 

OVERHEAD APPLICATION AND FIXED 
OVERHEAD VARIANCES 405 

Overheαd Application in a Standard Costing 

System 405 

Budget Variαnce 407 

Volume vtαriαnce 407 

Graphic Analysis of Fixed Overhead Variances 408 



Cautions in Fixed Overhead Anαlysis 408 

Overhead víαriances and Under- or Overapplied 

Overhead Cost 409 

OVERHEAD REPORTING, VARIANCE 
INVESTIGATIONS, AND CAPACITY 
ANALYSIS 410 

Variance Investigation Decisions 412 

Cαpacity Anαlysis 413 

INTERNATIONAL USES OF STANDARD 
COSTS 414 

EVALUATION OF CONTROLS BASED ON 
STANDARD COSTS 415 

Advant，αges of Stand，αrd Costs 415 

Potential Problems with the U se of Standard 

Costs 415 

Knowledge in Action 416 

Summary 416 

Review Problem: Standard Costs 417 

Discussion Case 419 

Questions 420 

Foundational Exercises 

Exercises 421 

Problems 427 

Cases 441 

420 

Inst，αnt Quiz Solutions 444 

APPENDIX 10A: FURTHER ANALYSIS OF 
MATERIALS VARIANCES 445 

APPENDIX 10B: GENERAL LEDGER ENTRIES TO 
RECORD VARIANCES 449 

APPENDIX 10C: SALES VARIANCE ANALYSIS 454 

ONLINE APPENDIX 10D: PREDICTION OF LABOUR 

TIME- LEARNING CURVE 10D-1 

Chapter Eleven 

Reporting for Control 461 

MANAGING PERFORMANCE: HOW WELL ARE 
飞iVE DOING? 461 

DECENTRALIZATION II喝 ORGANIZATIONS 462 

Adνantages αnd Disadvantages of Decentralization 462 

Decentralization αnd Segment Reporting 463 

SEGMENT REPORTING 464 

Different Levels of Segmented Statements 464 

Assigning Costs to Segments 466 

Sαles αnd Contribution Margin 466 

The Importance of Fixed Costs 466 

T切ceable and Common Fixed Costs 467 

Identifying Traceαble Fixed Costs 467 

Breakdown of1切ceable Fixed Costs 468 

Activity-Based Costing 468 

Trαceable Costs Can Become Common 469 

Segment Margin 469 

Segment Reporting for Financial Accounting 470 

Hindrances to Proper Cost Assignment 470 

Omission of Costs 471 

Inappropriate Methods for Assigning Traceable 

Costs αmong Segments 471 

Failure to Trace Costs Directly 471 

Inappropriate Allocation Base 471 

Arbitrarily Dividing Common Costs αmong 

Segments 471 

RESPONSmILITY CENTRES 472 

Cost Centre 472 

Profit Centre 473 

Investment Centre 473 

EVALUATING INVEST如fENTCENTRE
PERFORMANCE RETURN ON 
INVEST岛1ENT 474 

The Return on Investment Formulα474 

Ope1íαting Income and Operating Assets 

Dφ~ned 474 

Underst，αnding Return on Investment 475 

Example 1: Increased Sales without Any Increαse 

in Operlαting Assets 477 

Exαmple 2: Decreased Operating Expenses with 

No Change in Sales or Operating Assets 478 

Example 3: Inνest in Operating A ssets to Increase 

Sαles 478 

Criticisms of Return on Investment 479 

RESIDUAL INCO岛fE 479 

Motivation and ResiduαI Income 480 

Divisional Comparison and Residual Income 481 

Criticisms of Residual Income 482 



BALANCED SCORECARD 482 

Common Characteristics of Balαnced 

Scorecards 482 

Tying Compensation to the Balanced Scorecard 485 

Adναntages ofTimely Feedbαck 485 

Knowledge in Action 486 

Summary 486 

Review Problem 1: Segmented Statements 486 

Reνiew Problem 2: Return on Investment and Residual 

Income 488 

Discussion Case 488 

Questions 489 

Found，αtional Exercises 489 

Exercises 490 

Problems 495 

Cαses 502 

Connecting Concepts 504 

Instant Quiz Solutions 505 

APPENDIX 11A: ADDITIONAL CONTROL 

TOPICS 506 

SECTION 4 

Short-Term and Long-Term Oecisions 530 

Chapter Twelve 

Relevant Costs for Oecision Making 531 

ENHANCING PRODUCT OFFERINGS TO STAY 
CO岛lPETITIVE AT 明TESTJET 531 

COST CONCEPTS FOR DECISION MAKlNG 532 

Identifying Relevant Costs and Benefits 532 

Different Costsfor D{加rent Purposes 533 

An Example of Identifying Relevant Costs 

αnd Benefits 533 

Reconciling the Total αnd Differential 

Approαches 535 

Why Isolαte Relevant Costs? 537 

ANALYSIS OF VARIOUS DECISION 
SITUATIONS 538 

Adding and Dropping Product Lines and Other 

Segments 538 

A Comparative Format 540 

Beware of Allocated Fixed Costs 540 

The Make or Buy Decision 542 

Strategic Aspects of the Make or Buy Decision 543 

An Example of Make or Buy 543 

Opportunity Cost 544 

Special Orders 545 

Joint Product Costs and the Sell or Process Further 

Decision 547 

The Pitfalls of A llocation 549 

Sell or Process Further Decisions 549 

UTILIZATION OF A CONSTRAINED 
RESOURCE 550 

Contribution Mαrgin in Relation to a Constrained 

Resource 551 

Manαging Constraints 552 

The Problem of M ultiple Constraints 553 

Knowledge in Action 553 

Summary 554 

Review Problem: Relevant Costs 554 

Discussion Case 555 

Questions 556 

Foundational Exercises 556 

Exercises 557 

Problems 566 

Cases 572 

Instant Quiz Solutions 577 

A PPENDIX 12A: PRICING PRODUCTS AND 

SERVICES 579 

Chapter Thirteen 

Capital Budgeting Oecisions 589 

GOING FOR GOLD 589 

CAPITAL BUDGETll临，-PLANNING

INVESTMENTS 590 

Typical Capital Budgeting Decisions 590 

The Time Value of Money 590 

DISCOUNTED CASH FLOWS THE NET 
PRESENT VALUE 岛lETHOD 591 

The Net Present ，但lue Method Illustrated 591 

Emphasis on Cash Flows 592 

Typical Cash Ou庐ows 592 

Typical Cash Inflows 593 

Recoνeη of the Original lnvestment 593 

Simplifying Assumptions 594 



Choosing a Discount Rαte 594 

An Extended Example ofthe Net Present Value 

Method 595 

The Total-Cost Approach 596 

The Incremental-Cost Approach 597 

Least-Cost Decisions 598 

DISCOUNTED CASH FLOWS THE INTERNAL 
RATE OF RETURN METHOD 599 

The Internal Rate of Return Method Illustrated 599 

Using the Internal Rαte of Return 600 

The Weighted-Average Cost of Cαpit，αlαsα 

Screening Tool 600 

Comparison ofthe Net Present'位lue and Internal 

Rate of Return M ethods 601 

Reα1 Options 601 

UNCERTAIN CASH FLO明1S 602 

An Example of Uncertain Cash Flows 602 

PREFERENCE DECISIONS THE RANKING OF 
INVEST岛1ENT PROJECTS 603 

Internal Rate of Return M ethod 603 

Net Present Value Method 604 

Comparing the Pr，价rence Rules 604 

Post-αudit of Inνestment Pr，旷ects 605 

OTHER APPROACHES TO CAPITAL 
BUDGETING DECISIONS 606 

The Payback Method 606 

Evaluation of the Payback M ethod 606 

An Extended Example of Rαyback 607 

Paybαck αnd Uneven Cash Flows 608 

THE SIMPLE RATE OF RETURN METHOD 609 

Criticism ofthe Simple Rate of Return 610 

BEHAVIOURAL CONSIDERATIONS 610 
Knowledge in Action 611 

Summary 612 

Review Problem: Comparison 01 Capital Budgeting 

Methods 612 

Discussion Case 614 

Questions 614 

Found，αtional Exercises 614 

Exercises 615 

Problems 619 

Cases 626 

Connecting Concepts 628 

Instant Quiz Solutions 629 

APPENDIX 13A: THE CONCEPT OF PRESENT 

VALUE 630 

APPENDIX 13B: INCOME TAXES IN CAPITAL 

BUDGETING DECISIONS 639 

SECTION 5 

External Reporting and Analysis 649 

Online Chapter Fourteen 

Financial Statement Analysis 651 

LI岛1ITATIONS OF FINANCIAL STATEMENT 
ANALYSIS 652 

Comparison of Financial Dαω652 

The Need to Look beyond Ratios 652 

STATEMENTS IN COMPARATIVE AND 
COM岛10N-SIZE FORM 652 

Dollar and Percentage Changes on St，αtements 652 

Common-Size Statements 656 

RATIO ANALYSIS THE COMMON 
SHAREHOLDER (PROFITABILITY 
RATIOS) 657 

Eαrnings per Share 657 

Price-Eαrnings Ratio 657 

Dividend Payout αnd Yield Rαtios 658 

TheDiνidend Payout Ratio 658 

TheDiνidend Yield Ratio 658 

Return on Tot，α1 Assets 659 

Return on Common Shαreholders' Equiη659 

Financial Leverage 659 

Book víαlue per Share 660 

RATIO ANALYSIS THE SHORT-TERM 
CREDITOR (LIQUIDITY RATIOS) 660 

Working Capital 660 

Current Ratio 661 

Acid-Test (Quick) Ratio 661 

Accounts Receivable Turnover 662 

Inνentoη1 Turnover 663 



RATIO ANALYSIS THE LONG-TERM 
CREDITOR (SOLVENCY RATIOS) 663 

Times Interest Earned Rαtio 664 

Debt-to -Equity Ra tio 664 

SUMMARY OF RATIOS AND SOURCES OF 
COMPARATIVE INFORMATION 665 
Knowledge in Action 667 

Summαη1 667 

Review Problem: Selected Ratios and Financial Leνerage 667 

Discussion Case 669 

Questions 670 

Foundational Exercises 670 

Exercises 671 

Problems 675 

COMPANYINAME INDEX IN-l 
SUBJECT INDEX IN-3 



• 
arrlson e • • 

For centuri 。r c e n t u r I e 5 , the lighthouse has stood as a beacon of guidance 

for mariners at sea. More than an aid to navigation, the lighthouse symbolizes safety, 

permanence, reliability, and the comforts of the familiar. 

For this reason, we continue to illustrate the eleventh Canadian edition of our flagship 

accounting publication, Mαnαgerial Accounting by Garrison, Libby, and Webb, with 

an image that we feel encapsulates the greatest strengths of this market-leading text. 

Garrison is your guide through the challenges of learning managerial accounting. 1t 

identifies the three functions that managers must perform within their organizations.­

plan operations, control activities, and make decisions and explains the managerial 

accounting information necessary for these functions; how to collect, prepare, or ana­

lyze it; and, just as importantly, how to interpret that information. To achieve this, the 

eleventh Canadian edition of Mαnagerial Accounting focuses , now as in the past, on 

three qualities: relevance, balance, and clarity. 
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Relevance. Ev町 effort is m础川中毗nts relate the co叫ts i川is
book to the decisions made by managers in practice. With chapter openers based on real­

world scenarios, in-chapter examples providing practical applications, beyond the bottom line 

features, knowledge in action summaries, and extensive end-of-chapter material, a student 

reading Garrison should never have to ask, "Why am 1 learning this?" 

Balance. Ga缸rmn叼叩p严ro巾S叫1mmS剑i…m叫p抖1…dend峙l叫卧d小-ofιf-cl叩盯1a挝彻叫t臼阳阳e町mrdωi
e町ring the breadth of business t句ype创s found in p严ra邵ctic臼e， including manufacturing, service, retail, 

wholesale organizations, and not-for-profit entities. Moreover, we feature a range of small to 

large companies to show the relevance of management accounting to organizations of differ­

ing size and complexity. 

Clari I a r i t y. Generations of students have praised Garrison for the accessibility and 

readability of its writing, but that's just the beginning. Discussions of technical material have 

been further simplified where possible and the entire book has been thoroughly revised with 

the objective of making learning and teaching from Garrison as easy as possible. Key term 

definitions and icons signifying ethics, writing, and Excel assignments continue to add clarity 

for both students and instructors. In addition, students and instructors will work with clear, 

well-written supplements that employ consistent terminology. 

The authors' steady focus on these three core elements has led to 
tremendous results. 
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Managerial Accounting is full of pedagogy designed to make 
studying productive. Here you will see the kind of engaging, helpful 
pedagogical features that make Garrison a favourite among both 
instructors and students. 

Section Overviews Opening Vignettes 
The eleventh Canadian edition is di vided 
into five sections. One-page summaries at 
the beginning of each section map the 
chapters included and how they are related. 

These chapter openers, based 
on real-world scenarios, 
introduce the chapter and 
highlight some of the issues, 

COSTING 

Chapters 5 through 8 

Chapters 5 through 8 provide a comprehensive de­
scription of how costs are associated with manufactllr­
ing and other activi ties. [n addition, these costing 
systems can be applied to service organizations and 
not-for-profit organizatio ns. To permit costing for 
such specialized situations, two costing systems, job­
order costing and process costing, can be mixed and 
matched 

Chapter 5 begins with the most basic and widely lIsed 
costing system, job-order cosring. Job-order costing 
permits costs to be assigned to speci fic outcomes, 

termed jobs, so that costs can be accumulated for what 
a company produces. [n addition, manufacturing over­
head-a term often shortened to just overhead-is as­
signed by a process of averaging to estimate il~ amount 
before actual overhead costs are known 

Chapter 6 introduces an averaging calculation used 
for costing similar units o f product, term巳d process 
cosring. The 0时ering of costs learned in fin由lciaJ ac­
counting (namely, average and FIFO) can be applied 
The idea of equiva lent un its is ex plai ned , so that 

Learning Aids 
These pedagogical boxes 
emphasize and summarize key 
content for students. 

partially finished 、，vork in process can be 
ventory. Chapter 6 also presems an 
overhead methods so that overhead can be 
gated to departments (the cost object in this 
permit better management control o f 
more accllrate costlllg 

Chapter 7 introduces activity-bas巳d costing, 
way to disaggregate overhead and 
cos臼 Cost objects are defined a~ activities, 
ties are cost创 by identifying a relevant cost 
do ing this, overhead costing can be 
management can focus on managing 
th缸1 outcomes. Given the increasing 
overhead costs incurr巳d in some types of 
tions, methods to improve the management 
head costs ar毡 .mponant

Chapter 8 completes 由e costing segment by 
ing variable costing. Variable costing 
variable manufactllring cos四 to prodllction as 
to all manufacturi.珞 ω拙，础 W阻 described

chapters lInder the term absorprion cosring 

After s t udying Chapter 5. 
you should be able t。

。

。

。

。

。

。

@ 

Distinguish between proces.s 
costing and job4 order costing. 
and identify the production or 
servîce proces,ses that fi t wîth 
each costîng method 

Recognîze the flow of costs 
through a job~order costing 
system 

Compute predetermîned 
overhead rates. and explaîn why 
estimated overhead costs (rather 
than actual overhead costs) are 
used in the costing process 

Record the journal entries that 
reflect the Ilow 01 costs in a job. 
order costing system 

Apply overhead cost to work in 
process using a predetermined 
overhead rate 

Prepare schedules of cost of 
goods manufactured and cost 
01 goods sold. 

Compute underapplîed or 
overapplied overhead cost. 
and prepare the journal entry 
to close the balance în 
manufacturîng overhead t。
the aoorooriate accounts 

concepts, and decisions faced 
by managers that are discussed 
in the ensuing pages. 

SYSTE tv1S DESIGN: 

JOB-ORDER COSTING 

CUSTOM DESIGN AT IJTEAM.COM 

Start 
Designing 

r Jr售'X'5ey

Gl:lIJI~京~TE'AM . 

Courtesy of IJTean飞∞m

IJTeam.com, a Quebec­
based online retailer, offers 
custom outfitting servÎces t。
hockey teams of all skill levels 
on a g lobal level. Custome阳
use an o nline tool ca ll ed 
"Jersey8uilder" to choose 
colours and styles. Individual 
team members' names, num" 
bers, and the team logo a re 
printed o r stitched on each 
jersey to mee t cust omer 
specifications 

Acc urate ly pr ic ing 
cust om-desig ned je rseys 
depends critically on the 
q uality of costing informa­
tÎon available to managers 
at companies like IJTeam. 
com as well as on the prices 
charged by competitors. The 
price q uoted by IJ TEAM. 
com for a custom ba tch o f 

hockey jerseys must adequately cover costs and a llow for an adeq uate profit 
margin whi le remaini ng price-compe titive . In this chapter. we will examine 
methods of accurate ly estimat ing the total cost per unit for spec ifically identi­
fiable prod ucts and services such as custom jerseys, and we will explore why 
this information is key to setting prices and to identifying op portunities for 
cost control for many firms 

Source: Reprinted with the permission of IJT eam.com 

J 
Key Formulas for Contribution Format Income Statements 

Operating income = Unil CM x Q - Fixed expenses 
CM = Sales - Variable expenses 
CM per unit = Per unit sales - Per unil variable expenses 
CM ratio = Total CM .;. Total sales or CM ratio = Per unil CM .;. Per unit sales 
Variable expense ralio = Variable expenses .;. Sales 

In Ihese formulas, CM = conlribulion margin and Q = quantily of goods sold in unÍls. 



In Business 

tv1ajestic Ocean Kaya king, o f Ucluelet, Brit ish Columbia , is owned and o p erat ed by 

Tracy and Ted Eeftink. T he com p a ny offe rs a num ber o f g uided kayaking excurs ions 

rang ing f ro m t h ree-hou r tou rs of t he Ucl ue let harbou r to s ix-day kayaking and 

cam p ing t r ips in Clayoquot Sou nd. One of the com pany's excurs ions is a fou r-day 

kayaking and cam p ing t r ip t o The Broken G rou p Is la nds in the Pacific Ri m Nat iona l 

Park Reserve. Special re g u la t ions apply to tri p s in the pa rk- incl uding a req uire­

m ent that one cer tified guide m ust b e assig ned for every five g u ests o r f raction 

thereof. Fo r exam p le , a t r ip with 1 2 g uests m ust have at least t hree certified guides. 

Guides a re not sa la r ied and a re paid o n a per-day basis. Therefore , t he cost to t he 

compa ny of the g u ides fo r a t r ip is a step-va ri a b le cost rat her t ha n a f ixed cost or 

a t r ue va riable cost. One guide is needed fo r 1 to 5 guests, two guides fo r 6 to 

1 0 g uests, t h ree g u ides for 11 to 15 g uests, and so o n. 

These helpful boxed features offer 
a glimpse into how real companies 
use one or more of the managerial 
accounting concepts discussed in 
the chapter. Every chapter contains 
several of these current examples. 

Source: Tracy Eeftink, co-owner, Majestic Ocean Kayaking. For more information about the company, see 
http://www.oceankayaking.com 

IFRS Icon -
The IFRS icon continues 
to identify where changes 
as a result of IFRS adoption in 
Canada are affecting managerial 
accountIng. 

…-

-
Generally Accepted Accounting Principles 
Financial accounting statements prep创-ed for external users must be prepared in accordance 
with generally accepted accounting principles (GAAP). External users must have some assur­
ance that the reports have been prep创-ed in accordance with some common set of ground 
rules. Beginning January 1, 2011, Canada joined more than 100 other countIies, including 
Australia, New Zealand, and European Union member countIies, in adopting Intem ational 
Financial Reporting Standards (IFRS) for publicly accountable ente甲Iises . As of由at date, in 
Canada, IFRS became GAAP for public companies. The purpose of IFRS is simple: to en­
hance the comparability and clruity of financial information on a global basis. Given the in­
creasing degree of globalization of the economy and the interconnectedness of capital 
markets, accounting standard setters in Canada conclud巳d that it was crucial to adopt IFRS.2 

Private companies and not-for-profit organizations 创-e not required to adopt IFRS but instead 
can use accounting standards for private enterprises (ASPE). While the common ground rules 

l ~(~['Wl' :UlcI~~r .. :ll)j[']~J 1 Knowledge in Äction 
These summaries provide examples 
of how key concepts covered in the 
chapter are applied by managers 

tvlanagers can app ly their knowledge of cost terms, concepts, and clas­
sifications whe n 

Preparing financial statements 
Determining selling prices for products or services 
Predicting costs 

in practice. They are intended to 
reinforce the practical relevance 

Assigning costs to cost objects such as products, customers, 

jobs, or depa rtments 
of the material being learned. 

Deciding among various a lternat ive courses of action 

NEW! Beyond the Bottom Line 
This new feature focuses on qualitative 
issues about ethics and corporate social 
responsibility related to one or more of 
the topics covered in the chapter. They 
are intended to highlight issues that arise 
in the complex operating environment of 
today's organizations that extend well 
beyond concerns about pro白tability.

J 
Some managers believe that extrinsic incent ives "crowd o ut" employees' intrinsic 

mo tivation. That is, they thin k that paying people based o n their performance can 
actually reduce the extent to which they enjoy performing their jo b . To avoid this 

possibility, some companies pay only salaries to their employees and have no per­
fo rmance-based pay. tvlanagement in these companies believes t hat if employees 

are pa id a fa ir salary and enjoy their job , intrinsic motivat ion will be high and extrin­
sic incent ives will be unnecessary. 



Managerial Accounting has earned a reputation for the best 
practice material of any text on the market. The eleventh Canadian edition 
includes both new and revised exercises, problems, and cases. Features 
include: 

2-3 
Cost of goods sold = Beginning inventory + Cost of goods manufactured - Ending inventory 
Reaπanging to solve for ending finished goods inventory: 

Ending inventory = Cost of goods manufactured - Cost of goods sold + Beginning inventory 
Ending inventory = $500，000 一 $520，000 + $60,000 
Ending inventory = $40,000 

Instant Quizzes 
These short questions are designed to allow 
students to test their understanding of key 
topics as they work through each chapter. 
Each question is intended to take only a few 
minutes at most to complete. Several instant 
quizzes are included in each chapter starting 
with Chapter 2. To provide feedback for the 
instant quizzes, solutions for all questions 
are provided at the end of each chapter. 

2-4 
Cost of goods manufactured = Direct materials + Direct labour + Manufacturing overhead + 

Beginning work in process inventory - Ending work in process inventory 
Cost of goods manufactur巳d = $205 ,000 + $30,000 + $175 ,000 + $45，000 一 $30，000

Cost of goods manufactur巳d = $425,000 

Review Problems and Solutions REVIEW PROBLEM: COST-VOLUME-PROFIT RELATIONSHIPS 

Networh Company manufactures wireless routers. The ∞mpany's ∞ntribution fOffilat income state. 
ment for the 010St recent year is gi\'en below 
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DISCUSSION CASE Discussion Cases 
These short cases focus on one or more of the 
concepts covered in the chapter. They are 
designed to provoke thought about key topics 
and to generate in-class discussion. One case 
has been developed for each chapter. 

DISCUSSION CASE 3-1 
Despitc 由e numcrous bencfïts of developing an accurate unders-tanding of cost behaviour discussed in 
this: chapter, re.'\carch indicatc.'\ lh剖 surprisingly few companies us:e quantitativc techniques 5uch as 由e
high- Jow me由。d or rcgrcssion analysis 10 s:e悦目le mixed costs into lïxed and variablc componenls 

Reqlli陀d:

Discuss reasons why companies might not usc quantitati四 techniques (high-Jow me由。d or rcgrc.'\sion 
ana1ysis) to dcvelop an accumte unders-tanding of cost behaviour 

Questions QUESTIONS 

2-1 Would cost~ related to the building used only by administrative personnel, s uch as heat and l igh阻，

property taxes, and insurance, be considered part of manufacturing overhead? Why or why not? 

2-2 Distinguish among the following: (a) direct materials, (b) indirect materials, (c) direct labour, 
(d) indirect labour, and (e) manufacturing overhead 

2-3 Are product costs always expensed in the period in which they are incurred? Explain 
~ What are administrative costs? How are they treated on the income statement。

2-5 What is the di仔erence between raw materials inventory and work in process inventory? Are they 

FOUNDATIONAL EXERCISES g∞附lect NEW! Foundational Exercises 
Each chapter of the text now contains one set of Foundational 
Exercises that include "building block" questions related to 
one concise set of data. These exercises can be used for in­
class discussion or as homework assignments. Foundational 
Exercises are also available on Connect. 

IL.Ol. LOl, L03. L05. L'兀)6. L07J 
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Exercises EXERCISES 圈∞町leCt

EXERCISE 2-1 Classifying Manufacturing C咽ts [L01] 
The cost~ below aJJ relate to Sounds Good, a company based in Alberta that manufac阳res high-end au­

dio equipmem such as speake凹， receivers, CD players, turntabJes, and home theatre systems. The com­
pany owns aJl of the manufacturing faciJities (bui Jd川S 削d equipmem) but rents the space used by the 

non-manufactul'ing employees (accouming, marl<eting, saJes, hllman resollrces) 

Required: 
For each cost, indicate whether it would most likely be c lassified as a direct Jabour, direct matel' iaJ, 
manufac阳ring overhead, markelÍng and seJJing, or administr飞atJve cost 



Problems 
For the eleventh edition, N EW! Check Figures 
have been added to some problems and provide 
key numbers to help students confirm their 
calculations. 

PROBLEMS 圈

PROBLEM 2-13 Cost CIa目ification [L02, L05, L06] 
Cycle Business manufactures and seJJs road and mountain bikes through a network of retai l outlets in 
westem Canada. Below is a partiaJ list of expense items incurred in the most rece川 mon由(November)，

when 1 ，∞o bicycJes were manufac阳red， shipped, and sold. There was no beginning or ending work in 
process or finished g∞ds inventory in November: 

Required: 
1. What is the presem yearly operating income or I侃s1
2. What is the p陀sem break-even point in unit sales and in doJJar sales1 
3. Assuming that the marketing studies are correc(, w hat is the maximum annual profit 由剧由e com­

pany can eam? A t how many unit~ and at what selling price per unit would the company generate 
由is profit? 

4. What would be the break-even poim in unit sales and in doJJar sales using the seJJing price you de­
termined in (3) above (e.g. ， 由e selling price at the level of maximum profits归 Why is 山is br，臼k­

even point differem from the break-even poim you comput创 in (2) above? 

CHECK FIGURE 
Present operating 1055-
($90，。∞); Unit sales to 
break even-18,OOo; 
Maximum annual 
profit-$270,OOO 

Excel Simulations 
Simulated Excel questions, assignable within Connect, 
allow students to practise their Excel skills一-such as 
using basic formulas and formatting within the context 
of managerial accounting. These questions feature 
animated, narrated Help and Show Me tutorials (when 
enabled), as well as automatic feedback and grading for 
both students and professors. 

Applying Exce l 
This feature links the power of Excel with managerial accounting concepts by 
illustrating how Excel functionality can be used to better understand accounting 
data. Applying Excel goes beyond plugging numbers into a template by 
providing students with an opportunity to build their own Excel worksheets and 
formulas. Students 征e then asked "what if' questions in which they analyze not 

only how related pieces of accounting data affect each other, but also what they 
do. Applying Excel is integrated within Connect allowing students to practise 
their skills online with algorithmically generated data sets. 

CASES 圈∞nnect Cases 

?也
CASE 2-28 [LOl , L02, L03, L04] 
JOI1O Ramon, president and founder of Running Mate, could har咀Iy ∞ntain his excitement over 由e op­
erating results for his company's second year of operations. Running Mate is an online retai ler of a GPS 
running watch that records distance, time, speed, heart rate, and a number of other statistics. Ramon's 
company does not manufacture the watches, but instead purcJ旧ses mem directly from 山e manufacturer 
based in China and reseJJs 由em through its online shopping site. During the first two years of operation, 
Ranton decided to hold 由e seJJing price of由e watch constant at S 1 创) per unit in an e仔"Ort to attract bus i­
ness. He was also able to negotiate a deal with the supplier to hold Running Mate's cost per w割ch con­
stam at $80 per unit for 由e two ye盯S

NEW! Connecting Concepts 
These new cases appear at the end of each of 
the first four sections of the book and illustrate 
how numerous concepts covered in each chapter 
can be applied to a single company. The four 
cases each use the same company setting and 
often require integration of multiple concepts 
from the chapters included in the section. 

CONNECTING CONCEPTS 

SECTION 1 

Cost Behaviour and Cost-Volume由Profit Analysis 

Easy Leaming (EL) develops online learning p latforms for companies using gamification techniques 10 

make Ihe learning experience engaging. Research shows 由at employees are far more likely 10 use learn­
ing platforms if they are easy and fun 10 use. EL's approach is 10 embed the learning conlenl, usuaJly a 
series of mulliple choice questions, in the games they use in their platform. EL works with company 

managemenl to develop the learning conlent and their plalforms have been used in a wide variety of 
functional areas such as manufacturing , saJes, CUSlomer service, distribution, and product developmenl 
EL has developed a strong reputation for being Ihe mOSI creative and reliable developer of online learn­

ing p latforms and Ihe company has CJ ienlS across Canada and the Uniled SlateS 

Writing Assignments 
These encourage students to practise critical thinking and effective writing. 

Ethics Assignments 
These serve as a reminder that ethical conduct is just as important as profits in business. 
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Book Philosophy and Structure 
Developing and improving a textbook on a topic as broad as managerial accounting 

requires a guiding philosophy to ensure a valuable learning experience for students. 

The authors of the eleventh Canadian edition use the framework established by 

Garrison, Noreen, and Brewer in their fourteenth U.S. edition as a starting point. 

Although we rely on this framework in guiding our general approach, our text re­

flects the distinctiveness of the Canadian business and education setting. Our main 

objectives are to make the various topics as easy to learn for students as possible 

and to provide the flexibility necessitated by the varied requirements of our 

Canadian users. We have developed a text that can be covered in a single-term 

course and that also provides students with a useful resource for subsequent courses 

in managerial accounting. 

In the first two chapters we describe the key responsibilities of managers, their 

need for managerial accounting information, and the role of professional ethics for 

management accountants. We also address the major differences between financial 

and managerial accounting and cover key cost terms and classifications. Next, we 

cover two m司jor topic areas that support the information needs of managerial ac-

counting: cost behaviour and analysis, and the costing of products and services. This 

foundational material is the basis for Chapters 3 and 4 , which focus on cost behav-

iour patterns, cost prediction models, and cost-volume-profit analysis. The remain­

ing foundational material is covered in Chapters 5 through 8, which collectively 

examine the m司jor types of costing systems used by organizations. 

In Chapters 9 through 11 , we build on this foundation in our coverage of plan­

ning and control topics. Chapters 9 and 10 illustrate managers' use of predetermined 

costs in the form of budgets and standard costs both to plan for the future and to eval­

uate and understand past performance. Chapter 11 examines several m司jor manage­

ment control techniques, including responsibility centre reporting and evaluation and 

performance measurement. 

The second m勾or application of the foundational material is addressed in 

Chapters 12 and 13, which focus on short-term and long-term decision analysis. In 

Chapter 12, we introduce relevant costs and several analysis techniques used for 

short-term decisions. In Chapter 13, we cover the common approaches used to ana-

lyze long-term capital budgeting decisions. Because the analysis requ让ed for short­

and long-term decisions requires estimates of future costs, a thorough understanding 

of the cost behaviour concepts covered in Chapters 3 and 4 is essential. The book 

concludes with online Chapter 14 that covers financial statement analysis, which we 

view as an extension of both the control topics covered in earlier chapters and the 

decision analysis material presented in Chapters 12 and 13. 

Each chapter provides an extensive set of exercises, problems, and cases 

that cover manufacturing, service, and not-for-profit organizations, as well as 

international businesses. This material has been developed to give students an 



appreciation for the types of situations faced by a wide 

variety of actual businesses. Feedback from our users 

indicates that while there is variety in the set of topics 

covered in any single course and the order in which they 

are covered, the structure and flexibility offered by our 

book makes it well suited to meet their needs. 

Overall, our book is written in a way that facilitates 

understanding at the conceptuallevel and provides a 

sound basis for application. 

What's New in the 
Eleventh Edition 
The eleventh Canadian edition represents a significant 

improvement over previous editions. Suggestions from 

peer reviews and innovations identified by the authors 

are reflected in the revisions and new content develop­

ment throughout the book. We have retained all of the 

new features introduced in the tenth Canadian edition 

including 1nstant Quizzes, Knowledge in Action sum­

maries, and Discussion Cases. We have also added sev­

eral new features. Beyond the Bottom Line segments 

have been developed for each chapter that primarily 

high1ight qualitative issues related to ethics and corpo­

rate social responsibility, which have become increas­

ingly important in businesses of all types. To give 

students more opportunities to apply what they have 

learned, Foundational Exercises have been included in 

Chapters 2 through 13, which consist of multiple short­

answer questions based on a single data set. Connecting 

Concepts cases have been developed in the final chapter 

of each of the four m勾or sections of the book. These 

cases are al1 based on the same software development 

organization, a company in the service industry, and 

illustrate the relevance of numerous management 

accounting concepts to any given company. Based on a 

review of the most recent management accounting 

technical competencies required by CPA Canada we 

have also added several new topics such as benchmark­

lng, process costlng ln serVlce companies, activity-

based supplier costing, and non-linear costs. Numerous 

exercises, problems, and cases have been updated, 

revised, or replaced with new material. Overall , we 

believe these changes wiU further enhance students' 

understanding and application of key managerial 

accountlng tOplCS. 

The specific changes in each of the individual chap­

ters of the eleventh edition 征e summarized below: 

• Chapter 1 has been significantly revised to remove 

material on corporate governance and organizational 

structure since they have limited relevance to students 

studying introductory management accounting. A new 

section has been added on "Managing Employees." 

The topics discussed include intrinsic and extrinsic 

motivation and common cognitive biases, all of which 

are important behavioural issues to understand when 

managing employees. A Beyond the Bottom Line fea­

ture has been added. End of chapter material has been 

extensively revised. 

• Chapter 2 has been revised throughout to improve 

clarity. A Beyond the Bottom Line feature has been 

added. A set of Foundational Exercises has been in­

cluded, several Instant Quizzes have been revised, and 

older 1n Business features removed. End of chapter 

material has been extensively revised. 

• Chapter 3 has been revised to include a discussion of 

non-linear costs, and the discussion of the account 

analysis method of analyzing cost behaviour has been 

expanded. A Beyond the Bottom Line feature has been 

added. A set of Foundational Exercises has been in-

cluded, several 1nstant Quizzes have been revised, and 

older 1n Business features removed. End of chapter 

material has been extensi vely revised. 

• Chapter 4 has a new opening vignette to illustrate the 

relevance of cost-volume-profit analysis for small 

companies. The discussion of break-even analysis has 

been revised to remove the distinction made in previ­

ous editions between the "equation method" and the 

"formula method" since they reduce to the same ap­

proach. A Beyond the Bottom Line feature has been 

added. A set of Foundational Exercises has been in-

cluded, several 1nstant Quizzes have been revised, and 

older 1n Business features removed. End of chapter 

material has been extensively revised. The first of four 

Connecting Concepts cases has been included for the 

Section 1 chapters. 

• Chapter 5 includes several new examples of the use 

of job-order costing in the service industry. Based on 

input from reviewers, we have expanded the concep­

tual material on over/underapplied overhead to explain 



in a simpler and more forthright manner why over/ 

underapplied overhead occurs. A Beyond the Bottom 

Line feature has been added. A set of Foundational 

Exercises has been included, and an additional Instant 

Quiz has been added. End of chapter material has 

been extensi vely revised. 

• Chapter 6 includes new examples of service com­

panies that might use process costing, as well as 

end of chapter exercises on the use of process cost­

ing in service companies. A Beyond the Bottom 

Line feature has been added. A set of Foundational 

Exercises has been included, an additional Instant 

Quiz has been added, and older In Business features 

removed. End of chapter material has been exten­

sively revised. 

• Chapter 7 includes new coverage of implementa­

tion issues linked to the introduction of activity­

based costing as well as discussion of activity-based 

supplier costing. A set of Foundational Exercises 

has been included, an additional Instant Quiz has 

been included, and older In Business features 

removed. End of chapter material has been exten­

sively revised. 

• Chapter 8 is substantially unchanged, but does 

include a Beyond the Bottom Line feature, a set of 

Foundational Exercises, and an additional Instant 

Quiz. The second of four Connecting Concepts cases 

has been included for the Section 2 chapters. End of 

chapter material has been extensively revised. 

• Chapter 9 has been revised to include a discussion of 

benchmarking as an input to the budgeting process. A 

Beyond the Bottom Line feature has been added. A set 

of Foundational Exercises has been included, several 

lnstant Quizzes have been revised, and older ln 

Business features removed. End of chapter material 

has been extensi vely revised. 

• Chapter 10 includes a new Beyond the Bottom 

Line feature, a set of Foundational Exercises has 

been included, a new Instant Quiz has been added, 

and older In Business features have been removed. 

End of chapter material has been extensively revised. 

• Chapter 11 and Appendix l lA have been reorganized 

to improve the flow of material throughout. This 

change is in response to requests from reviewers to 

link the topics more directly together in the chapter. ln 

addition, a Beyond the Bottom Line feature has been 

added, a set of Foundational Exercises has been in-

cluded, one new lnstant Quiz has been added, and 

older In Business features removed. The third of four 

Connecting Concepts cases has been included for the 

Section 3 chapters. End of chapter material has been 

extensively revised. 

• Chapter 12 has a shortened opening vignette con同

cerning relevant costing in the airline industry, a set 

of Foundational Exercises has been included, and one 

new lnstant Quiz has been added. End of chapter 

material has been extensively revised. 

• ln Chapter 13 the opening vignette has been short­

ened. A new learning aid on the use of WACC as a 

screening tool has been added. The discussion of be­

havioural considerations related to capital budgeting 

has been expanded. A Beyond the Bottom Line feature 

has been added. A set of Foundational Exercises has 

been included, several Instant Quizzes have been re-

vised, and older ln B usiness features removed. The 

final Connecting Concepts case has been included for 

the Section 4 chapters. End of chapter material has 

been revised. 

• In Chapter 14, an online chapter, some of the exam­

ples have been revised to reflect current values from 

publicly available sources of financial information. 

End of chapter material has been revised. 
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Learn Without Limits 
McGraw-Hill Connect@ 

is an award-winning digi­

tal teaching and learning platform that gi ves students the 

means to better connect with their coursework, with their 

instructors , and with the important concepts that they 

will need to know for success now and in the future. 

With Connect , instructors can take advantage of 

McGraw-Hill's trusted content to seamlessly deliver 

assignments , quizzes, and tests online. McGraw-Hill 

Connect is a learning platform that continually adapts to 

each student, delivering precisely what they need, when 

they need it, so class time is more engaging and effec­

tive. Connect makes teaching and learning personal, 

easy, and proven. 

Connect Key Features 
SmartBook@ 
As the first and only adaptive reading experience , 

SmartBook is changing the way students read and learn. 

SmartBook creates a personalized reading experience 

by highlighting the most important concepts a student 

needs to learn at that moment in time. As a student en­

gages with SmartBook, the reading experience continu­

ously adapts by highlighting content based on what each 

student knows and doesn't know. This ensures that he or 

she is focused on the content needed to close specific 

knowledge gaps, while it simultaneously promotes long­

term learning. 

Connect Insight@ 
Connect Insight is Connect' s new one-of-a-kind visual 

analytics dashboard, now available for instructors, that 

provides at-a-glance information regarding student 

performance, and which is immediately actionable. By 

presenting assignment, assessment, and topical perfor­

mance results together with a time metric that is easily 

visible for aggregate or individual results , Connect 

Insight gives instructors the ability to take a just-in-time 

approach to teaching and learning, which was never 

before available. Connect Insight presents data that 

helps instructors improve class performance in a way 

that is efficient and effective. 

nOlo 

Simple Assignment 
Management 
引Tith Connect, creating assignments is easier than ever, so 

instructors can spend more time teaching and less time 

managlng. 

• Assign SmartBook learning modules. 

• Draw from a variety of text specific questions, resources, 

and test bank material to assign online. 

• Instructors can edit existing questions and create their 

own quest1ons. 

• Streamline lesson planning, student progress reporting, 

and assignment grading to make classroom manage­

ment more efficient than ever. 

Smart Grading 
When it comes to studying, time is precious. Connect helps 

students learn more efficiently by providing feedback and 

practice material when they need it, where they need it. 

• Automatically score assignments, giving students im­

mediate feedback on their work and comparisons with 

correct ans飞;vers .

• Access and review each response; manually change 

grades or leave comments for students to review. 

• Track individual student performance by question or 

assignment, or in relation to the class overall with 

detailed grade reports. 

• Reinforce classroom concepts with practice tests and 

lnstant qUlzzes. 

• Integrate grade reports easily with Learning 

Management Systems, including Blackboard, D2L, 

and Moodle. 

Instructor Library 
The Connect Instructor Library is a repository for addi­

tional resources to improve student engagement in and out 

of the class. It provides all the critical resources instruc­

tors need to build their course. 

• Access instructor resources. 

• View assignments and resources created for past sections. 

• Post your own resources for students to use. 



Instructor Support 
The following instructor resources are available online on 

Connect: 

Instructor's Manual The Instructor's Mαnual in­

cludes chapter overviews, assignment grids featuring 

levels of difficulty, and chapter-by-chapter lists of 

service examples. 

Solutions Manual This supplement contains com­

pletely worked out solutions to all assignment mate­

rial and a general discussion of the use of group 

exercises. In addition, the manual contains suggested 

course outlines and a listing of exercises, problems, 

and cases scaled according to difficulty. 

Computerized Test Bank Nearly 2,000 questions 

are organized by chapter and include true/false, 

multiple-choice, and essay questions, plus computa­

tional problems. Use it to make different versions of 

the same test, change the answer order, edit and add 

questions, and conduct online testing. Technical 

support for this software is available. The files are 

also available in RTF for printing. 

Microsoft PowerPoint S lides Available on 

Connect, these slides offer a great visual complement 

for your lectures. A complete set of slides covers each 

chapter. 

Microsoft Excel@ Templates These are the solu­

tions to the Microsoft Excel templates offered online. 

Superior Learning 
Solutions and Support 
The McGraw-Hill Education team is ready to help you 

assess and integrate any of our products, technology, and 

services into your course for optimal teaching and learn­

ing performance. Whether it's helping your students 

improve their grades or putting your entire course online, 

the McGraw-Hill Education team is here to help you do it. 

Contact your Learning Solutions Consultant today to learn 

how to maximize all of McGraw-Hill Education's 

resources! 

For more information, please visit us online: 

http://www.mheducation.ca/helsolutions 
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eVlewers 

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. 1n this regard, the professors named on this page provided feed­

back that was enormously helpful in preparing the eleventh Canadian edition of Mαnagerial 

Accounting. 

Suggestions have been received from many of our colleagues across Canada and throughout 

the world who have used the prior editions of Managerial Accounting. This is vital feedback 

that we rely on in each edition. Each of those who have offered comments and suggestions has 

our thanks. 

Robert Collier, Uniνersity of Ottawα 

Laura Dallas, K wαntlen Polytechnic 

Dennis Dober, College of the North Atlantic 

Kathy Falk, Uniνersity of Toronto 

Amy K wan, Universiη ofToronto 

Bertrand Malsch, Queen 's University 

Jamie Morales, Trent University 

Frank Saccucci, MacEwαn University 




