


hiL69517_fm_i-1  i� 06/24/19  03:52 PM

Managerial 
Accounting
Creating Value in a Dynamic 
Business Environment

Twelfth Edition

Ronald W. Hilton 
Cornell University

David E. Platt
University of Texas at Austin

Final PDF to printer



hiL69517_fm_i-1  ii� 06/24/19  03:52 PM

MANAGERIAL ACCOUNTING: CREATING VALUE IN A DYNAMIC BUSINESS ENVIRONMENT,  
12TH EDITION

Published by McGraw-Hill Education, 2 Penn Plaza, New York, NY 10121. Copyright © 2020 by McGraw-Hill 
Education. All rights reserved. Printed in the United States of America. Previous editions © 2017, 2014, and 2011. 
No part of this publication may be reproduced or distributed in any form or by any means, or stored in a database or 
retrieval system, without the prior written consent of McGraw-Hill Education, including, but not limited to, in any 
network or other electronic storage or transmission, or broadcast for distance learning.

Some ancillaries, including electronic and print components, may not be available to customers outside  
the United States.

This book is printed on acid-free paper.

1 2 3 4 5 6 7 8 9 LWI 21 20 19

ISBN 978-1-259-96951-5
MHID 1-259-96951-7

Portfolio Manager: Elizabeth Eisenhart
Product Developers: Erin Quinones and Allie Kukla
Marketing Manager: Katherine Wheeler
Content Project Managers: Pat Frederickson and Brian Nacik
Buyer: Sandy Ludovissy
Design: Matt Diamond
Content Licensing Specialist: Ann Marie Jannette
Cover Image: ©IM_Photo/Shutterstock
Compositor: SPi Global

We are grateful to the American Institute of Certified Public Accountants for allowing the use of adapted mate-
rial from the Uniform CPA Examination (1978–1984, 1987, 1990–1991) as well as to the Institute of Management 
Accountants for allowing the use of adapted material from the Certificate in Management Accounting Examinations 
(1977–1984, 1987, 1990–2000).

All credits appearing on page or at the end of the book are considered to be an extension of the copyright page.

Library of Congress Cataloging-in-Publication Data

Names: Hilton, Ronald W., author. | Platt, David E., author.
Title: Managerial accounting : creating value in a dynamic business 
   environment / Ronald W. Hilton, Cornell University, David E. Platt, 
   University of Texas at Austin.
Description: Twelfth Edition. | Dubuque : McGraw-Hill Education, [2019] | 
   Revised edition of the authors’ Managerial accounting, [2017]
Identifiers: LCCN 2019022188 | ISBN 9781259969515 (alk. paper)
Subjects:  LCSH: Managerial accounting.
Classification: LCC HF5657.4 .H55 2019 | DDC 658.15/11—dc23 
LC record available at https://lccn.loc.gov/2019022188

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-Hill Education, and McGraw-Hill Education does not guarantee 
the accuracy of the information presented at these sites.

mheducation.com/highered

Final PDF to printer



hiL69517_fm_i-1  iii� 06/24/19  03:52 PM

Ronald W. Hilton: 
To Meg, Brad, Molly, Tim, Kerry, and Liliana.

David E. Platt: 
To Nancy, for her love and patience.

Final PDF to printer



iv

hiL69517_fm_i-1  iv� 06/24/19  03:52 PM

Praise for MANAGERIAL ACCOUNTING

Hilton is a comprehensive managerial accounting text that incorporates a wide variety of applications and examples. 
You are certain to find the examples and problems to fit your style. The emphasis of management of the firm and 
depth of coverage makes this text worthy of consideration.”

—Todd Jensen, Sierra College

The Hilton 11e text is a fantastic resource for an Introductory Managerial Accounting course. It covers all of the nec-
essary topics in a logical order and with an appropriate level of rigor.”

—Laura Zellers, Wichita State University

“Extremely comprehensive, easy to read managerial accounting textbook that provides well-designed integrated 
examples along with coverage of service-based companies.”

—Angela Sandberg, Jacksonville State University

“I am loving the book, and I see the students learning the concepts a lot quicker than my previous experience.”
—Patti Brown, The University of Texas at Austin

“I would describe it as the Cadillac of core management accounting textbooks.”
—Bill Wempe, Texas Christian University

“This is an excellent text—well balanced, well organized, and up to date with current topics, including service 
industries and state-of-the-art manufacturing environments. I highly recommend it also for the excellent examples 
and illustrations through focus companies and contrasting companies.”

—John C. Anderson, San Diego State University

“I’ve been using this text since its second edition, and it gets better each year with continuous improvement.”
—Steve G. Green, United States Air Force Academy

“Well written with good explanations of the ‘why’ and ‘how’.”
—Christa Morgan, Georgia Perimeter College

“Major strength is how it relates managerial accounting to the general management function and reveals the 
managerial accountant as an important member of the management team.”

—Linda C. Bowen, University of North Carolina–Chapel Hill

“The book goes beyond covering the basics and organizes and integrates contemporary topics nicely.”
—Harrison McCraw, State University of West Georgia

“Well written, well organized and excellent end of chapter problems.”
—Kathleen Sevigny, Boston College

“The technology supplements and instructor resources are top-notch and very appropriate for our students.”
—Marilyn Okleshen, Minnesota State University–Mankato

“The book is very thorough, well written, and still remains student-friendly. The supplements are outstanding.”
—Ben Baker, Davidson College

“A solid, well-written, user-friendly book; can’t go wrong with it!”
—Rochelle Greenberg, Florida State University

Final PDF to printer



Preface

hiL69517_fm_i-1  v� 06/24/19  03:52 PM

v

Hilton & Platt Managerial Accounting: After  
12 editions, one of the most enduring and respected 
managerial accounting books on the market.

Keeping pace with the speed of modern business, the authors combine their experience and expertise to make 
sure Managerial Accounting is the most relevant, accurate, and up-to-date textbook in the field. Managerial 
Accounting continues to focus and update content to bridge accounting and management practices.

Preface
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University of Texas at Austin. He earned a BS Econ from the Wharton School 
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What’s New in the 12th Edition?
New and Enhanced Themes

In the 12th edition of Hilton & Platt Managerial 

Accounting, the authors have significantly 

increased their coverage of data analytics and so-

called big data in the context of managerial 

accounting. The topic is first introduced in Chapter 1, 

where it is discussed in the context of the Whole 

Foods Market contrast company. It then gets 

deeper coverage in Chapter 6, which includes an 

illustration of data visualization using both Excel 

and Tableau. And discussions of big data and its 

impact in managerial decision making are sprin-

kled throughout the book, such as the new 

Management Accounting Practice (MAP) inset 

“Big Data ‘Use Cases’ in Managing Costs and 

Profits” in Chapter 3, other new MAPs in Chapters 

5, 9, and 10, and in general discussion.

Hilton & Platt Managerial 

Accounting has long been a 

leader in integrating discus-

sion of business ethics into 

the managerial accounting context through the 

use of the Institute of Management Accountants’ 

Statement of Ethical Professional Practice and the 

Focus on Ethics feature that appears at the end of 

most chapters. In the 12th edition, the authors take 

a major step forward in business ethics cover-

age by updating a number of the Focus on Ethics 

scenarios and linking all of them to the thoughtful 

and entertaining ethics concepts videos produced 

by the business educators at Ethics Unwrapped. 

Indicated by the logo that appears at the front of 

this paragraph, the videos offer instructors the 

opportunity to expand the discussion of ethical 

concepts in business while providing students 

some conceptual underpinnings for the ethical 

dilemmas presented and their solutions.

New and Updated Content and Examples

Chapter 1 introduces managerial accounting to 

students and motivates them by demonstrat-

ing its relevance in managing different types 

of organizations. Based on user feedback, the 

authors now focus less on managerial accoun-

tants per se and more on managerial account-

ing as a widely applicable toolset used by all 

managers. Consistent with this change in focus, 

the authors have streamlined the presentation 

of where managerial accountants are found in 

organizations. As mentioned above, they also 

add an introductory discussion of data analyt-

ics and big data, while updating thumbnail views 

of a few other key topics in management, such 

as the value chain, capacity, and the balanced 

scorecard. In addition, the discussions involving 

the contrast company Whole Foods Market have 

been updated to reflect the revised context of the 

company’s acquisition by Amazon.

Chapter 2 sees the introduction of a new 

contrast company, Gold’s Gym. Continuing their 

commitment to including plentiful service indus-

try examples, the authors build their discussion 

of costs in the service industry around a fitness 

business, a context that will be familiar to many 

students, making the discussion more relevant to 

them and therefore more memorable.

After adding time-driven ABC (TDABC) in a 

health-care setting to Chapter 5 in the last edition, 

the 12th edition further revises the presentation 

of traditional activity-based costing (ABC) in that 

chapter by introducing a new focus company, 

Dronze, Inc. This company produces recreational 

drones and, while staying close to the pedagogi-

cal approach to teaching ABC used in previous 

editions, the update continues the authors’ com-

mitment to keeping the example companies fresh 

and relevant for students.

Chapter 6, which covers cost behavior and 

cost estimation, continues the authors’ thematic 

development of data analytics and big data in the 

12th edition with a separate section addressing 

these topics. The challenges and opportunities of 

big data, though in large part beyond the scope of 

this text, are developed here to provide students 

vii
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with a greater perspective on the origins and anal-

ysis of the data that is used in decision making, 

and to alert them to the relevance of a topic they 

likely will encounter in subsequent courses.

Data analytics, the process of examining data 

sets in order to draw conclusions about the infor-

mation they contain, is increasingly important in 

managing many organizations. Data visualization, 

which is the presentation of data in a graphical or 

pictorial format to help managers discern patterns, 

trends, and complex scenarios embedded in the 

data, goes hand in hand with data analytics. To 

cover these emerging topics, the authors extend 

their discussion of the Chapter 6 focus company, 

Donut Desire (a chain of five donut shops in 

Toronto). The example analyzes a data set consist-

ing of ten years of monthly data about the utility 

costs and activity levels in the company’s various 

shops. To augment the discussion of data visual-

ization in the Donut Desire example, traditional 

Excel visualizations are supplemented by outputs 

from Tableau, which is a rapidly growing data 

visualization software package now used in many 

businesses.

Chapter 7, which covers cost-volume-profit 

analysis, addresses the role of income taxes in 

the chapter’s appendix. In this edition, the authors 

have updated this coverage to reflect the lower 

overall U.S. corporate tax rate resulting from the 

Tax Cuts and Jobs Act (TCJA) that became effec-

tive in 2018.

During 2018, when the authors were begin-

ning work on the 12th edition, there was increased 

focus on corporate social responsibility and con-

versations about the role of companies in society, 

exemplified by the “Letter to CEOs” published in 

January by Blackrock CEO Larry Fink. Believing 

that managerial accounting needs to be respon-

sive to such concerns, the authors have rewritten 

and expanded the section of Chapter 8 previously 

called “Costs of Environmental Sustainability” 

to broaden its coverage into corporate social 

responsibility generally, often characterized 

currently as “Environmental, Social, and 

Governance (ESG) Initiatives.” The chapter pro-

vides a discussion of ways in which managerial 

accounting measurement concepts apply to the 

ESG initiatives undertaken by companies and the 

ways in which ESG investors might use such data.

Chapter 12 has been formally split into two 

sections that can be covered independently: 

Responsibility Accounting and the Balanced 

Scorecard. While the responsibility accounting 

section is largely unchanged from the prior edi-

tion, based on user input the authors have signifi-

cantly expanded the text’s balanced scorecard 

coverage. In addition to expanding the discussion 

of the balanced scorecard technique, they have 

created a new contrast company example that 

places the balanced scorecard discussion in the 

context of a high-tech startup that is attempting 

to target Millennials and Gen Z consumers. This 

new example company will be more relevant and 

memorable for students, most of whom will fall 

into these generations, enhancing their under-

standing of this important performance man-

agement technique. They have also included a 

number of startup performance metrics in the 

example that students will find interesting (e.g., 

cash burn rate and runway) and added an exer-

cise that reinforces these metrics. (Operational 

performance measures have been moved to a 

new appendix to Chapter 12.)

Chapter 15, on target costing and pricing 

decisions, has an updated discussion of dynamic 

pricing on the Internet by e-tailers, as well as a 

new Focus on Ethics inset.

Chapter 16, which covers capital expenditure 

decisions, addresses the role of income taxes in 

discounted-cash-flow analysis in Section 2 of the 

chapter. For the 12th edition, the authors have 

updated this coverage to reflect the lower over-

all U.S. corporate tax rate resulting from the Tax 

Cuts and Jobs Act (TCJA) that became effective 

in 2018. Also, while recognizing that this is not a 

tax textbook, they provide a brief discussion of 

viii
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the depreciation rules (including the Modified 

Accelerated Cost Recovery System, or MACRS) 

under the TCJA. Moreover, the lower tax rates 

under the TCJA extend to Chapter 16’s end-of-

chapter assignment material.

Updated Pedagogy

In addition to the specific examples above, many 

chapters include streamlined and condensed 

explanations, and the addition of more current 

examples and references from the popular busi-

ness press.

Service Industry Examples

The service industry continues to play a 

dominant role in the U.S. economy, despite 

continuing emphasis on the importance of manu-

facturing. The authors have continued their track 

record of finding and integrating examples from 

service industry organizations, while making 

service industry examples featured in focus and 

contrast companies increasingly relevant for 

students. Widely acknowledged as having the 

most service industry focus of any managerial 

accounting text, the 12th edition widens the mar-

gin even further.

In Their Own Words

The authors continually work to update many of 

the quotations in this popular feature, keeping 

them fresh and relevant for today’s students. 

Many of the quotations are new in this edition. 

These quotes from practicing managers and 

managerial accountants portray the important role 

managerial accounting plays in today’s dynamic 

business environment.

Management Accounting Practice (MAPs)

Many of these real-world examples have been 

revised and updated to make them more current, 

and several new examples have been added. 

While some of the MAPs are completely new, 

to address the data analytics theme mentioned 

above, many of the existing MAPs have been 

updated as well to keep them relevant and accu-

rate. For example, in the Chapter 1 MAP “Using 

Managerial Accounting to Monetize the Internet,” 

the authors have added a discussion of various 

efforts to return journalism to profitability. And 

in Chapter 2, the MAP “Managing Health Care 

Costs Through Cost Behavior” has been updated 

for the current state of the debate over the 

Affordable Care Act.

Your feedback is crucial in improving each 

new edition of Managerial Accounting and has 

been the motivation for many changes in this 12th 

edition, including new themes, revised coverage 

of key topical areas, and new pedagogy for the 

most challenging topics.

ix
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How Does Hilton & Platt 12e Prepare Students  
for the Businesses of Today and Tomorrow?
Managerial Accounting.

Business is always changing: new technologies, new models, new global competitors. 

And students, despite being more technologically adept every year, need a framework 

for all of that change so that they can hit the ground running in their careers. To keep 

up, managers must be able to interpret the rapid flow of information and make the right 

decisions. Assisted by the tools of managerial accounting, and by managerial accounting 

professionals, managers will work side by side in global, cross-functional teams to make 

the complex decisions that today’s dynamic business environment requires of them. The 

goal of Managerial Accounting is to acquaint students of business with the fundamental 

tools of managerial decision making and to provide a context for understanding and react-

ing to the dramatic ways in which business is changing. The emphasis throughout the text 

is on using accounting informa-

tion to help manage an organiza-

tion, while explaining concepts in 

a way that students can relate to. 

They should not only be able to 

produce accounting information, 

but also understand how man-

agers are likely to use and react 

to the information in a range of 

businesses.

“Hilton is a comprehensive managerial 
accounting text that incorporates a wide 
variety of applications and examples. 
You are certain to find the examples and 
problems to fit your style. The emphasis 
on management of the firm and depth 
of coverage makes this text worthy of 
consideration”

—Todd Jensen, CPA, Sierra College
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Relevant.

Focus Companies provide a powerful strategy for 

fostering learning, and the integration of Focus 

Companies throughout the Hilton & Platt text is 

unmatched by other managerial accounting books. 

Each chapter introduces important managerial 

accounting topics within the context of a realistic 

company. Students see the immediate impact of 

managerial accounting decisions on companies and 

gain exposure to different types of organizations.

Balanced.

Hilton & Platt Managerial Accounting offers the most 

balanced coverage of service and manufacturing 

companies. The authors recognize that students will 

be working in a great variety of business environ-

ments and will benefit from exposure to diverse types 

of companies. A wide variety of examples from retail, 

service, manufacturing, and nonprofit organizations 

are included.

Contemporary.

Hilton & Platt continues to be the leader in present-

ing the most contemporary coverage of managerial 

accounting topics. The traditional tools of manage-

rial accounting such as budgeting and product costing have been updated with current 

approaches. Emerging topics such as data visualization, environmental cost management, 

monetizing the Internet, and time-driven activity-based costing are also discussed.

Flexible.

Managerial Accounting is written in a modular format allowing topics to be covered in 

the order you want. For example, some instructors prefer to cover contribution-margin 

approaches to decision making and/or relevant costs early in the course. So Chapter 6 

(cost behavior and estimation), Chapter 7 (CVP), and Chapter 14 (relevant costs) are written 

so they can be covered immediately after Chapter 2, which introduces basic cost concepts. 

A table showing the text’s flexibility is in the Introduction to the Instructor’s Manual.

“The company story acts as a hook to get 
students interested in the chapter material.”

—Michele Matherly, University of North 
Carolina at Charlotte

“I think it’s an excellent book for advanced 
and Masters-level studying management 
accounting.”

—Michael Thomas Paz, Cornell Univsersity- 
SC College of Business

“Perhaps what sets Hilton & Platt apart 
from the competition is its recognition that 
the world consists of more than manufac-
turing firms and that managerial account-
ing plays a significant role in service and 
not-for-profit organizations.”

—Lanny Solomon, University of Missouri–
Kansas City

“A nice intro textbook, with multiple 
perspectives on the behavioral aspects of 
managerial accounting. Touches many 
modern issues facing the field.”

Theodore Rodgers, Emory University

“Balanced, time-proven approach to mana-
gerial accounting.”

—Michael Flores, Wichita State University
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How Does Hilton & Platt 12e Help Students  
Learn Managerial Accounting in the Context  
of Business?

FOCUS COMPANIES

Students need to see the relevance of 

managerial accounting information in order 

to actively engage in learning the material. 

Ron Hilton and Dave Platt use their years 

working as managers and consultants to 

create Focus Companies that illustrate 

key concepts, and students immediately 

see the significance of the material and 

become excited about the content.

Whenever the Focus Company is pre-

sented in the chapter, its logo is shown so 

the student sees its application to the text 

topic.

“I like the ‘Focus on the Company’ at the begin-
ning of each chapter and this type of boxed info 
throughout each chapter.”

—Anna Cianci, Drexel University

Rev. Confirming Pages
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THIS CHAPTER’S FOCUS  

COMPANY is The Walt Disney 

Company. This entertainment services company is 

a giant in the industry with theme parks, feature film 

studios, animation studios, television broadcasting, 

hotels and resorts, and retail 

stores. Using The Walt Disney 

Company as an illustration, we 

will introduce the field of mana-

gerial accounting and its major 

themes. Some of you are excited 

about studying accounting. But  

even more of you are asking, “Why do I need to 

study managerial accounting? I’m not going to be an 

accountant!” That is a good 

question. Our primary focus 

in this book is the ways in 

which managers use mana-

gerial accounting concepts 

and tools to make their deci-

sions. Along the way, we will 

also explore how managerial 

accountants work in partner-

ship with managers to add 

value to the organization.

FOCUS COMPANY >>>

1 The Crucial Role of 
Managerial Accounting in a 
Dynamic Business Environment

Each chapter is built 
around a focus company, 
in which the chapter’s  
key points are illustrated. 
This chapter’s focus is  
on The Walt Disney 
Company. The focus 
companies in subse­
quent chapters are not  
real companies, but they 
are realistic  scenarios 
built on actual company 
practices. Whenever 
the focus company is 
 discussed in the chapter,  
the  company logo 
appears in the margin.
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CONTRAST COMPANIES

A Contrast Company is also introduced in 

each chapter. In most cases these highlight 

an industry different from that of the Focus 

Company. This feature allows even greater 

emphasis on service-industry firms and 

other nonmanufacturing environments. It 

also helps demonstrate the wide applica-

bility of the managerial accounting tech-

niques being taught.

Rev. Confirming Pages
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In contrast to the entertainment 

services setting of The Walt 

 Disney Company, we will turn our 

attention to Whole Foods Market,  

a division of Amazon.com, Inc. This power-

house food retailer has over 400 stores around 

North America and Europe. Historically a 

leader in the area of corporate social responsi-

bility, Whole Foods Market is frequently faced 

with challenging decisions that require them 

to balance the need to run a profitable busi-

ness, and generate a satisfactory return for 

Amazon.com, against the cost of their much-

publicized commitment to organic foods and 

sustainable produc-

tion. We will explore 

managerial accounting’s 

contribution to Whole 

Foods Market’s efforts 

to sell products that are 

more costly to produce 

in a competitive mar-

ket, while still achieving 

appropriate returns for 

investors.

<<< IN CONTRAST
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Each chapter also 
includes a contrast 
company. In most 
cases, the contrast 
company will present 
a key chapter topic in 
an industry that is dif­
ferent from that of the 
focus company. In this 
chapter, the focus com­
pany (Walt Disney) is an 
entertainment services 
company, whereas 
the contrast company 
(Whole Foods Market) is 
a food retailer.
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Real-World Examples
The Hilton & Platt text provides a variety of thought-

provoking, real-world examples to focus students 

on managerial accounting tools and professionals 

as an essential part of the management process. 

Featured organizations include Amazon, Gold’s 

Gym, Southwest Airlines, Whole Foods Market, 

General Electric, FedEx, and many others. These 

companies are highlighted in blue in the text.

In Their Own Words
Quotes from both practicing managers and manage-

rial accountants are included in the margins through-

out the text. These actual quotes show how the field 

of management accounting is changing, emphasize 

how the concepts are actually used, and demon-

strate that management accountants are key play-

ers in most companies’ management teams. In the 

e-book, the quotes are hyperlinked to the appropri-

ate point in the References. Many references have, 

in turn, been hyperlinked to the source material.

Management Accounting Practice
The managerial accounting practices of well-

known, real-world organizations are highlighted in 

these boxes. They stimulate student interest and 

provide a springboard for classroom discussion.

Focus on Ethics
This feature is included in most chapters. Focus on 

Ethics poses an ethical dilemma, then asks tough 

questions that underscore the importance of ethical 

management. Some of these are based on real-

world incidents while others are fictional but based 

on well-established anecdotal evidence. We anchor 

the discussions on the Institute of Management 

Accountants’ Statement of Ethical Professional 

Practice, which is presented in the Focus on Ethics 

in Chapter 1.

At the end of each Focus on Ethics segment, 

we link to videos from the well-respected Ethics 

Unwrapped series to provide a conceptual underpin-

ning and a basis for further discussion or assignments.

Rev. Confirming Pages
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“Earlier we spent 70% of 
the time on data extraction 
and all the drudge-work, 
30% on analytics. Now 
that’s just the opposite, 
which means it’s a direct 
P&L impact in terms of the 
business decisions that you 
can drive.”(1l)

Honeywell

payment due date, and so on. Now imagine these data for all of the company’s 400-plus 
stores around North America and Europe, every day of the year. That’s an intimidating 
amount of data! Because of that, companies historically concentrated their efforts on 
simply recording this huge volume of data efficiently and accurately. The goal was to 
keep suppliers, customers, and employees happy, and to know what products are on the 
shelves and be able to display and price them accurately and effectively.

Today, however, the power and relatively low cost of technology have allowed com-
panies to move from just recording these data to analyzing them, with the goal of generat-
ing insights about the company’s suppliers, customers, and employees, indeed about their 
entire value chain. And as they have put these data to work, and combined them with 
other data that they can collect or acquire, companies have uncovered insights that help 
them to operate more effectively and profitably. For example, Whole Foods Market 
knows that their customers are 67% more likely to spend recreational time outdoors than 
the average grocery customer, and 154% more likely to earn over $200,000 per year.15 
Knowing this helps Whole Foods Market managers, and their parent company Amazon, 
to better manage the operations, marketing, and strategy in their value chain. For exam-
ple, they might choose to promote the kinds of foods that appeal to outdoorsy consumers. 
But even more significantly, they might also try out new product assortments and pricing 
strategies to attract more shoppers from the very large population of people who earn less 
than $200,000 per year.

This vast trove of data that is generated in an organization, together with the data it 
can acquire to supplement and provide context for its internal data, is often referred to 
as big data. While presenting organizations with the opportunity to improve their opera-
tions, big data also brings big challenges. How do we even begin to process so much 
data? Can we assure that such a large amount of data is accurate, complete, and formatted 
in such a way that it can be processed? What tools will help us to tease insights from it? 
And how do we best connect those insights to our operations? The process of making 
sense of big data and developing true and helpful insights from it is called data analytics.

One of the primary challenges of big data relates to making sure that so much data is 
valid and usable. This is called data governance. The Data Governance Institute defines 
data governance as “a system of decision rights and accountabilities for information-
related processes, executed according to agreed-upon models which describe who can 
take what actions with what information, and when, under what circumstances, using 
what methods.”16 Essentially, it is the organization’s process for making sure all of this 
big data represents what it says it represents and that it can be relied upon to be recorded 
quickly and accurately.

Managerial accounting plays an important role in a company’s data governance. If a 
managerial accounting system is well designed, capturing data that are accurate, timely, 
and provide the information that decision makers need to do their jobs, it will contribute 
to the good data governance of an organization and will be an effective part of a big data 
environment. Conversely, if a company has poor data governance practices, managers 
would have to worry that the managerial accounting data they receive is not what they 
need for their decisions, or that it would arrive too late or be inaccurate.

The other key challenge of big data is to analyze such a large volume of data and 
draw insights from it that are useful for decision makers. The process of doing this is 
called data science. Data science draws on techniques from mathematics, probability, 
statistics, and computer science, to transform large volumes of data into information that 
can help companies make better decisions. While data science is often practiced by spe-
cialists, using powerful software tools such as Tableau and RStudio, it is also true that 
data science skills are becoming increasingly important for all managers—and the mana-
gerial accountants who support them. For this reason, it is likely that your studies will 

©Ed Endicott/Alamy

15Shep Hyken, “Whole Foods Knows Its Customers. Do You Know Yours?,” Forbes, June 3, 2018.
16Source: Definition from http://www.datagovernance.com/defining-data-governance/, accessed September 12, 
2018.
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DCdesserts.com’s direct-labor efficiency variance for September is computed as follows:

 Direct-labor efficiency variance = SR(AH − SH)
= $20(980 − 1,000)
= $400 Favorable 

This variance is favorable, because the actual direct-labor hours used in September were 
less than the standard hours allowed for actual September output of 2,000 multilayer 
fancy cakes.

Notice that the direct-labor rate and efficiency variances add up to the total direct-
labor variance. However, the rate and efficiency variances have opposite signs, since one 
variance is unfavorable and the other is favorable.

Direct-labor rate variance  ..................................... $980 Unfavorable Different signs of variances cancel just as plus

Direct-labor efficiency variance  ............................   400 Favorable and minus signs cancel in arithmetic.

Direct-labor variance  ............................................ $580 Unfavorable

⎫
⎬
⎭

CHALLENGES IN FP&A AND VARIANCE DATA ANALYTICS

In other chapters of this text, we have talked about the many ways in which big data and 
data analytics impact managerial accounting tools and techniques. Variance analysis and 
related financial planning and analysis (FP&A) techniques are no exception. But the variety 
of those impacts might surprise you.

As the term big data suggests, one of those impacts is data volume. Advanced Micro 
Devices (AMD), one of the world’s biggest semiconductor companies, has “over 80,000 
individual cost objects and five production facilities worldwide.” Such a complex opera-
tion needs to use advanced data analytics and accounting software to compute costs 
and then “analyze profitability and validate yield assumptions [standards] for complicated 
product flows.”

Global biopharmaceutical company AstraZeneca certainly has challenges related to 
data volume as well. But they also had to tackle a particularly tough problem relating  
to the worldwide summarization of financial results, called “the close” by accountants, to 
provide standardized information for variance analysis and other purposes. With “facili-
ties in more than 100 countries and $26.1 billion sales .  .  . [from] thousands of accounts 
spread across all its global legal entities . . . [and] a total workforce of more than 57,000 
people,” doing this efficiently is hard. By using cloud-based data analytics and accounting 
software to automate the close process, AstraZeneca reportedly saved over $2.5 million 
and helped its employees say goodbye to the days “when the monthly close .  .  . meant 
working past midnight.”

Agricultural processor Simplot Foods is known for its potato production—and for being 
the inventor of the commercial french fry. That’s right, no Simplot, no McDonald’s. While not 
as large as AMD or AstraZeneca, Simplot requires data analytics and accounting tools that 
can adapt to their vertically integrated processes that span manufacturing and distribution. 
They need “tools for standard costing, bill-of-material and recipe management, and sce-
nario analysis” that would “provide meaningful results that would improve their confidence 
in performance metrics and give business leaders the tools to understand the impact of 
their decisions.” After adopting such a tool, the company was able to “handle more complex 
data and deliver accurate and detailed results.” And that’s no small potatoes!

Sometimes the data challenge isn’t about volume or complexity, it’s about communica-
tion. The CFO of San Francisco Ballet needed to find “a new way of seeing the numbers . . . to 
help the artistic side make more fiscally responsible choices without affecting our brand.” 
After implementing a data analytics and accounting system, she concludes that the 
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Contract MJH0207: Advertising Program  
for EyeStyle Global

Direct material  .............................................................................................................................. $1,800

Direct professional labor (partner)  ............................................................................................... 1,200

Direct professional labor (associate)  ........................................................................................... 2,000

Applied overhead: 

 Partner support ($1,200 × 90%)  ............................................................................................. 1,080

 Associate support ($2,000 × 120%)  .......................................................................................  2,400

Total cost  ...................................................................................................................................... $8,480

labor, and $2,000 of artistic staff direct professional labor (these labor costs include the 
cost of benefits). The total cost of the contract is computed as follows:

The total contract cost of $8,480 includes actual direct material and direct profes-
sional labor costs, and applied overhead based on the predetermined overhead rates for 
partner support costs and artistic and communications associate support costs. The con-
tract cost can be used by the firm in controlling costs, for planning cash flows and opera-
tions, and as one informational input in its contract-pricing decisions. In addition to the 
contract cost, the firm also should consider the demand for its advertising services and 
the prices charged by its competitors.

The discussion above provides only a brief overview of cost-accumulation proce-
dures in service industry and nonprofit organizations. The main point is that job-order 
costing systems are used in a wide variety of organizations, and these systems provide 
important information to managers for planning, decision making, and control.

Focus on Ethics

LEARNING FROM PAST MISTAKES: BOEING FINDS 
IT DOESN’T PAY TO HIDE PROBLEMS FROM 
INVESTORS

Aircraft manufacturers use job-order costing to track the cost 
of an airplane. And, as this chapter discusses, supply chain 
management and production controls also play an important 
part in managing and controling production costs. But, try as 
they might, things don’t always go according to plan.

In the late 1990s, The Boeing Company’s top manage-
ment had been seeking a merger with McDonnell-Douglas 
Corporation, whose board of directors was reluctant to 
approve a deal. Finally, the deal went through, and the 
world’s largest aerospace company was born, a company 
that could compete in both the commercial and defense 
aeronautics markets and even in more speculative flight 
ventures like space shuttles and rockets.

Unfortunately, as reported by BusinessWeek in 
May 2002 following a three-month investigation, “a 

disaster was quietly unfolding inside Boeing’s  sprawling 
 factories—one that would ultimately .  .  . cause  several 
executives to lose their jobs, and lead to claims of 
accounting fraud.” During this period, high demand 
for Boeing’s airplanes in a strong economy flew head-
on into a disrupted production environment caused by 
efforts to modernize manufacturing processes, leading 
to “a manufacturing nervous breakdown.” The result was 
dramatically reduced profitability, a problem whose size 
was allegedly hidden from investors so that the inevitable 
drop in Boeing’s stock price would not jeopardize the 
McDonnell-Douglas deal.

Moreover, the BusinessWeek article reports that, “Boe-
ing did more than simply fail to tell investors about its pro-
duction disaster. It also engaged in a wide variety of 
aggressive accounting techniques that papered over the 
mess.” After the merger with McDonnell-Douglas, the truth 
came out in the form of much lower earnings.6

6Stanley Holmes and Mike France, “Boeing’s Secret: Did the Aircraft Giant Exploit Accounting Rules to Conceal 
a Huge Factory Snafu?” Businessweek, May 20, 2002. Also see Andy Pasztor and Anne Soueo, “Boeing Could Pay 
Large Penalty to Settle Probes, Avoid Prosecution,” The Wall Street Journal, September 17, 2005.
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Decision Making
Recently, Disney’s management and board of directors decided that one of the company’s 
growth objectives would be to expand guest and hotel capacity in its Walt Disney World 
Resort in Florida. It was not immediately clear, however, how best to do this. Should they 
build a new hotel facility on the scarce available land near one of the company’s four 
existing Florida theme parks—the Magic Kingdom, Epcot, Disney’s Hollywood Studios, 
and Disney’s Animal Kingdom? Or should they build a new type of theme park with its 
own hotels, a substantial investment? Should they build new attractions in one or more 
of the existing parks, and renovate and expand one of the existing hotel properties? Or 
should the company branch out in a new direction with an entirely different type of facil-
ity? How would each of these alternative courses of action mesh with the company’s 
mission to provide “creative, innovative and profitable entertainment?” Disney’s top 
management team had to make a decision about the best way to expand the company’s 
Florida operations, which entailed choosing among the available alternatives.

Planning
Disney’s top management team decided on an aggressive, and expensive, plan to expand the 
company’s Florida operations and profitability by building on the Star Wars brand franchise 
that the company owns. Their plan included a large expansion of the Disney’s Hollywood 
Studios theme park, dedicated to a new attraction called Star Wars: Galaxy’s Edge, with 
a new “immersive” Star Wars Hotel resort connected to it. Created and designed by Walt 
Disney’s Imagineering Division, the 14-acre park expansion would offer guests a chance to 
inhabit a planet in the Star Wars galaxy, both visiting it and staying there in the hotel.

Next came the detailed planning phase. How would the rides and simulations 
designed by the Imagineering Division be laid out and organized? What food and bever-
age operations would be appropriate? What characters would be present in the attraction, 
and how many employees of all types would be needed on a day-to-day basis? What sup-
plies would be required to run the park and hotel? How much would electricity and other 
utilities cost for the new attraction? How should the hotel’s rooms be priced? And finally, 
what other incremental sales opportunities could be created to help pay for the expensive 
project? Disney’s management team had to plan for running Star Wars: Galaxy’s Edge 
and the Star Wars Hotel, which meant developing a detailed financial and operational 
description of anticipated operations.

Directing Operational Activities
Planning for the creation of the new attraction and hotel requires extensive prediction. 
But once the attraction and hotel have been built, equipped, and staffed, the dynamic pro-
cess of actually running them begins. How many guests are expected to arrive this week? 
How many cashiers should be on duty on Saturday morning? How much of each type of 
food should be ordered each day? How much cash will be needed to meet the payroll, pay 
the utility bills, and buy maintenance supplies? All of these questions fall under the gen-
eral heading of directing operational activities, which means running the organization on 
a day-to-day basis.

Controlling
As the new attraction and the hotel operate, the company can begin to observe the results 
of operations. Are Disney’s goals for the attraction and hotel being accomplished? Is the 
new attraction “creative, innovative, and profitable?” How do we measure that? Gen-
erally, and most importantly, have operations adhered to the plans developed by man-
agement for achieving the goals? In seeking to answer these questions, management is 
engaged in control, which means ensuring that the organization operates in the intended 
manner and achieves its goals.

“What I need is someone 
who can analyze data, see 
problems and figure out 
solutions . . . [ just doing] 
debits and credits and 
financial statements doesn’t 
really help me.” (1b)

Tente Casters Inc
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End-of-Chapter Assignment Material
Each chapter includes an extensive selection of assignment material, including Review Questions, 

Exercises, Problems, and Cases. Our problem and case material conforms to AECC and AACSB rec-

ommendations and facilitates class discussions and projects.

How Can My Students Use Hilton & Platt 12e to 
Master the Concepts of Managerial Accounting?
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LO2-5 Give examples of three types of manufacturing costs. Manufacturing costs are catego-
rized as direct-material, direct-labor, and manufacturing-overhead (which is also known as production 
overhead).

LO2-6 Prepare a schedule of cost of goods manufactured, a schedule of cost of goods sold, and an 
income statement for a manufacturer. These accounting schedules, which are illustrated in the chap-
ter, provide information to management about the costs incurred in a production operation.

LO2-7 Understand the importance of identifying an organization’s cost drivers. A cost driver is 
any activity or event that causes costs to be incurred. Understanding the cost drivers in an organization 
is an essential component of managing those costs.

LO2-8 Describe the behavior of variable and fixed costs, in total and on a per-unit basis. As activ-
ity in an organization increases, a variable cost increases proportionately to activity in total, but remains 
constant on a per-unit basis. In contrast, as activity in an organization increases, a fixed cost remains 
constant in total but decreases on a per-unit basis.

LO2-9 Distinguish among direct, indirect, controllable, and uncontrollable costs. Direct and indi-
rect costs refer to the ability of the accountant to trace costs to various departments in the organization. 
The terms controllable and uncontrollable are used to describe the extent to which a manager can influ-
ence a cost.

LO2-10 Define and give examples of an opportunity cost, an out-of-pocket cost, a sunk cost, a 
differential cost, a marginal cost, and an average cost. An opportunity cost is the benefit forgone 
because the choice of one action precludes another action. An out-of-pocket cost requires the payment 
of cash or other assets. Sunk costs are costs incurred in the past that cannot be altered by a current or 
future decision. A differential (or incremental) cost refers to the difference in the costs incurred under 
two alternative actions. A marginal cost is the cost of producing one additional unit. Finally, the average 
cost per unit is the total cost for whatever quantity is produced, divided by the number of units produced.

Review Problems on Cost Classifications
Problem 1
Several costs incurred by Myrtle Beach Golf Equipment, Inc., are listed below. For each cost, indicate 
which of the following classifications best describe the cost. More than one classification may apply to 
the same cost item. For example, a cost may be both a variable cost and a product cost.

Cost Classifications
 a. Variable
 b. Fixed
 c. Period
 d. Product
 e. Administrative
 f. Selling
 g. Manufacturing
 h. Research and development
 i. Direct material
 j. Direct labor
 k. Manufacturing overhead

Cost Items
 1. Metal used in golf clubs.
 2. Salary of the plant manager.
 3. Cost of electricity used to air condition the factory.
 4. Commissions paid to sales personnel.
 5. Wages paid to employees who assemble golf bags.
 6. Salary of an engineer who is working on a prototype of a new self-driving golf cart.
 7. Depreciation on the laptop used by the company president’s executive assistant.
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LO1-4 Explain the major differences between managerial and financial accounting. The users of 
managerial accounting information are managers inside the organization. Managerial accounting infor-
mation is not mandatory, is unregulated, and draws on data from the core accounting system as well 
as other data sources. The users of financial accounting information are interested parties outside the 
organization. Financial accounting information is required, is regulated, and is based almost entirely on 
historical transaction data.

LO1-5 Describe the accounting and finance structure in an organization. Every manager must 
understand basic managerial accounting concepts and tools. Managerial accounting specialists, called 
managerial accountants or analysts, occupy staff positions in an organization chart. They are frequently 
deployed as members of cross-functional teams, which address a variety of managerial decisions.

LO1-6 Describe the roles of an organization’s chief financial officer (CFO) or controller, trea-
surer, and internal auditor. The organization’s top managerial and financial accountant is called 
the chief financial officer or controller. The treasurer is responsible for raising capital and safeguard-
ing the organization’s assets. An organization’s internal auditor is responsible for reviewing the 
accounting procedures, records, and reports and sometimes makes a broad performance evaluation of 
management.

LO1-7 Understand and explain the value chain concept. The value chain is the set of linked, value-
creating activities, ranging from securing basic raw materials and energy to the ultimate delivery of 
products and services. Understanding the value chain, its activities, and the costs and strategic benefits 
of those activities is a crucial step in the development of an organization’s strategy.

LO1-8 Explain how investments in capacity affect managerial decision making. Capacity is the 
upper limit on the amount of goods or services that an organization can produce in a specified period of 
time. Practical capacity of resources supplied takes into account normal work disruptions, and based on 
this number the cost of resources used and unused can be measured. Costs information may be distorted 
if no adjustment is made for unused capacity.

LO1-9 Understand and explain big data and data analytics and how they interact with managerial 
accounting. Companies generate huge amounts of data. This big data can be managed and manipulated 
using the principles, techniques, and tools of data analytics to provide insights about an organization’s 
value chain. Effective use of managerial accounting techniques can contribute to the quality of this data.

LO1-10 Discuss the professional organizations and certifications in the field of managerial 
accounting. As professionals, managerial accountants may undergo a process to certify their expertise 
and, if successful, may enjoy the benefits of membership in one or more professional organizations, such 
as the Institute of Management Accountants (IMA).

LO1-11 Describe the ethical responsibilities and ethical standards that apply to managerial 
accounting. Managerial accountants are expected to display a commitment to ethical professional 
practice characterized by the overarching principles of honesty, fairness, objectivity, and responsibility. 
These principles, which are codified in the “IMA Statement of Ethical Professional Practice,” can be 
applied to all managerial accounting concepts and practices and, indeed, management decision making 
generally.

Key Terms
For each term’s definition refer to the indicated page, or turn to the glossary at the end of the text.

attention-directing  function, 7
balanced scorecard, 10
big data, 22
capacity, 19
Certified Management 

Accountant (CMA), 23
Chartered Global Man-

agement Accountant 
(CGMA), 23

chief financial officer 
(CFO), 13

controller (or comptroller), 13
cost accounting system, 11
cost drivers, 18
cost relationship, 18
data analytics, 22
data governance, 22

data science, 22
financial accounting, 11
internal auditor, 15
line positions, 13
managerial accountants, 5
managerial accounting, 4
practical capacity, 19

staff positions, 13
strategic cost 

management, 18
treasurer, 15
value chain, 17
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expense, 37
finished goods, 41
fixed cost, 49
gross margin, 40
gross profit, 40
idle time, 44
incremental cost, 56
indirect cost, 53
indirect labor, 43
indirect material, 43

inventoriable cost, 37
manufacturing overhead, 43
marginal cost, 56
non–value-added costs, 52
operating expenses, 40
operating income, 40
operating profit, 40
opportunity cost, 54
out-of-pocket costs, 54
overtime premium, 43

period costs, 37
prime costs, 44
product cost, 37
raw material, 41
responsibility  

accounting, 52
schedule of cost of goods 

manufactured, 45
schedule of cost of goods 

sold, 45

service departments  
(or support  
departments), 43

sunk costs, 55
total manufacturing  

cost, 44
variable cost, 48
work-in-process, 41

Review Questions
 2–1. Distinguish between product costs and period costs.
 2–2. Why are product costs also called inventoriable costs?
 2–3. What is the most important difference between a 

manufacturing firm and a service industry firm, with 
regard to the classification of costs as product costs or 
period costs?

 2–4. List several product costs incurred in the production of 
a backpack.

 2–5. List, describe, and give an example of each of the four 
different types of production processes.

 2–6. Why is the cost of idle time treated as manufacturing 
overhead?

 2–7. Explain why an overtime premium is included in 
manufacturing overhead.

 2–8. What is meant by the phrase “different costs for differ-
ent purposes”?

 2–9. Give examples to illustrate how the city of Tampa, 
Florida, could use cost information in planning, con-
trolling costs, and making decisions.

 2–10. Distinguish between fixed costs and variable costs.
 2–11. How does the fixed cost per unit change as the level of 

activity (or cost driver) increases? Why?
 2–12. How does the variable cost per unit change as the level 

of activity (or cost driver) increases? Why?
 2–13. Give three examples of cost drivers in the airline 

industry that could apply to a particular flight.
 2–14. Which of the following university cost drivers is likely 

to be associated with the behavior of variable costs?  
(a) number of students, (b) number of disciplines 
offered for study, and (c) urban versus rural location

 2–15. List three direct costs of the food and beverage 
department in a hotel. List three indirect costs of the 
department.

 2–16. List three costs that are likely to be controllable by a 
city’s airport manager. List three costs that are likely 
to be uncontrollable by the manager.

 2–17. Which of the following costs are likely to be control-
lable by the chief of nursing in a hospital? Why? 

 a. Cost of medication administered.
 b. Cost of overtime paid to nurses due to scheduling 

errors.
 c. Cost of depreciation of hospital beds.
 2–18. Distinguish between out-of-pocket costs and opportu-

nity costs.
 2–19. Define the terms sunk cost and differential cost.
 2–20. Distinguish between marginal and average costs.
 2–21. Think about the process of registering for classes at 

your college or university. What additional informa-
tion would you like to have before you register? How 
would it help you? What sort of information might 
create information overload for you?

 2–22. Two years ago the manager of a large department store 
purchased new bar code scanners costing $39,000. A 
salesperson recently tried to sell the manager a new 
cloud-based checkout system for the store. The new 
system would save the store a substantial amount of 
money each year. The recently purchased scanners 
could be sold in the secondhand market for $19,000. 
The store manager refused to listen to the salesperson, 
saying, “I just bought those scanners. I can’t get rid of 
them until I get my money’s worth out of them.”  
(a) What type of cost is the cost of purchasing the old 
bar code scanners? (b) What common behavioral ten-
dency is the manager exhibiting?

 2–23. Indicate whether each of the following costs is a direct 
cost or an indirect cost of the restaurant in a hotel.

 a. Cost of food served.
 b. Chef’s salary and fringe benefits.
 c. Part of the cost of maintaining the grounds around 

the hotel, which is allocated to the restaurant.
 d. The portion of the cost of advertising for the hotel 

that has been allocated to the restaurant.

Review Problems  present both a 

problem and a complete solution, 

allowing students to review the 

entire problem-solving process.

Key Terms  are bolded in the text 

and linked to their definition in the 

eBook version. In the print version, 

they are repeated at the end of 

the chapter with page references. 

The book also includes a complete 

Glossary of Key Terms (fully hyper-

linked in the eBook).

Review Questions, Exercises, 

Problems, and Cases  are compre-

hensive in covering the points in the 

chapter. They exhibit a wide range 

of difficulty, and the Instructor’s 

Manual provides guidance for the 

instructor on the difficulty level and 

time required for each problem. 

Numerous adapted CMA and CPA 

problems are included.

“Best selection of problems of any text: 
a large number of problems, problems 
at all levels, including many interesting, 
different problems that challenge stu-
dents, and often interesting real-world 
applications.”

—Lynda Thoman, Purdue University
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EXCEL® Spreadsheets  Spreadsheet applications are essential to contemporary accounting practice. 

Students must recognize the power of spreadsheets and know how accounting data are presented in 

them. Excel applications are discussed where appropriate in the text.

Icons identify key business areas in the Problems and Cases in each chapter:

Ethical Issues

International Setting

Group Work

Business 

Communication

Internet Research

Excel Template

Several exercises and problems in each 

chapter include an optional requirement 

for students to Build a Spreadsheet to 

develop the solution.
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Each of these inventory balances was 10 percent higher at the end of the year.

Required:

 1. Prepare a schedule of cost of goods manufactured for 20x1.
 2. What was the cost of goods sold for the year?
 3. Build a spreadsheet: Construct an Excel spreadsheet to solve all of the preceding requirements. 

Show how the solution will change if the following data change: direct material used amounted to 
$281,000 and raw-material inventory on December 31 was $28,000.

Reimel Furniture Company, Inc., incurred the following costs during 20x2.
■ Exercise 3–31
Manufacturing Cost Flows
(LO 3-2, 3-6)

Raw material used ................................................................................................................................................ $174,000

Direct labor ........................................................................................................................................................... 324,000

During 20x2, manufacturing overhead of $180,000 was applied to production. Products costing 
$120,000 were finished, and products costing $132,000 were sold on account for $195,000. There were 
no purchases of raw material during the year. The beginning balances in the firm’s inventory accounts 
are as follows:

Raw material  ......................................................................................................................................................... $227,000

Work in process  .................................................................................................................................................... 18,000

Finished goods  ..................................................................................................................................................... 30,000

Required:

 1. Prepare T-accounts to show the flow of costs through the company’s manufacturing accounts 
 during 20x2.

 2. Prepare a partial balance sheet and a partial income statement to reflect the information given 
above. (Hint: See Exhibit 3–2.)

Selected data concerning the past year’s operations of the Ozarks Manufacturing Company are as 
follows:

■ Exercise 3–32
Basic Manufacturing Cost 
Flows
(LO 3-2, 3-6)

Inventories

Beginning Ending

Raw material  ............................................................................................................... $71,000 $       81,000

Work in process  .......................................................................................................... 80,000 30,000

Finished goods  ........................................................................................................... 90,000 110,000

Other data:

 Direct material used  .............................................................................................. $326,000

 Total manufacturing costs charged to production during the year (includes  
  direct material, direct labor, and manufacturing overhead applied  
  at a rate of 60% of direct-labor cost)  ............................................................... 686,000

 Cost of goods available for sale  ........................................................................... 826,000

 Selling and administrative expenses  .................................................................... 31,500

Required:

 1. What was the cost of raw materials purchased during the year?
 2. What was the direct-labor cost charged to production during the year?
 3. What was the cost of goods manufactured during the year?
 4. What was the cost of goods sold during the year?

(CMA, adapted)

Sweet Tooth Confectionary incurred $157,000 of manufacturing overhead costs during the year just 
ended. However, only $141,000 of overhead was applied to production. At the conclusion of the year, 
the following amounts of the year’s applied overhead remained in the various manufacturing accounts.

■ Exercise 3–33
Proration of Underapplied 
Overhead
(LO 3-5)

Confirming Pages
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that should be distributed among all of the hospital’s departments? Correct hospital terminology is not 
important here. Focus on the concepts of cost allocation portrayed in Exhibit 3–12.)

Refer to the illustration of overhead application in the Small World Advertising example. Suppose the 
firm used a single cost driver, total staff compensation, to apply overhead costs to each advertising 
engagement.

Required:

 1. Compute the total budgeted staff compensation: both partner and associate staff compensation.
 2. Compute Small World’s overhead rate on the basis of this single cost driver.
 3. Recalculate the applied overhead for the EyeStyle Global engagement.
 4. Compare the applied overhead using the single cost driver with the applied overhead computed 

using the two cost drivers used in the text illustration.

■ Exercise 3–41
Overhead Application in a 
Service Industry Firm
(LO 3-8)

Problems
The following data refer to Twisto Pretzel Company for the year 20x1. ■ Problem 3–42

Schedule of Cost of Goods 
Manufactured and Sold; 
Income Statement
(LO 3-6) 

1. Total manufacturing 
costs: $175,100
3. Net income: $7,100

All applicable Problems are available in Connect. 
®

Work-in-process inventory, 12/31/x0  ..................... $ 8,100

Selling and administrative salaries  ........................ 13,800

Insurance on factory and equipment  ..................... 3,600

Work-in-process inventory, 12/31/x1  ..................... 8,300

Finished-goods inventory, 12/31/x0  ...................... 14,000

Cash balance, 12/31/x1  ......................................... 6,000

Indirect material used  ............................................. 4,900

Depreciation on factory equipment  ....................... 2,100

Raw-material inventory, 12/31/x0  .......................... 10,100

Property taxes on factory  ....................................... 2,400

Finished-goods inventory, 12/31/x1  ...................... 15,400

Purchases of raw material in 20x1  ........................ 39,000

Utilities for factory ................................................... 6,000

Utilities for sales and administrative offices  .......... 2,500

Other selling and administrative expenses  ........... 4,000

Indirect-labor cost incurred  .................................... 29,000

Depreciation on factory building  ............................ 3,800

Depreciation on cars used by sales personnel  ..... 1,200

Direct-labor cost incurred ....................................... 79,000

Raw-material inventory, 12/31/x1  .......................... 11,000

Accounts receivable, 12/31/x1  .............................. 4,100

Rental for warehouse space to store raw material  .... 3,100

Rental of space for company president’s office  .... 1,700

Applied manufacturing overhead ........................... 58,000

Sales revenue  ......................................................... 205,800

Income tax expense  ............................................... 5,100

Required:

 1. Prepare Twisto Pretzel Company’s schedule of cost of goods manufactured for 20x1.
 2. Prepare the company’s schedule of cost of goods sold for 20x1. The company closes overapplied 

or underapplied overhead into Cost of Goods Sold.
 3. Prepare the company’s income statement for 20x1.

Burlington Clock Works manufactures fine, handcrafted clocks. The firm uses a job-order costing sys-
tem, and manufacturing overhead is applied on the basis of direct-labor hours. Estimated manufacturing 
overhead for the year is $240,000. The firm employs 10 master clockmakers, who constitute the direct-
labor force. Each of these employees is expected to work 2,000 hours during the year, which represents 
each employee’s practical capacity. The following events occurred during October.

 a. The firm purchased 3,000 board feet of mahogany veneer at $11 per board foot.
 b. Twenty brass counterweights were requisitioned for production. Each weight cost $23.
 c. Five gallons of glue were requisitioned for production. The glue cost $20 per gallon. Glue is 

treated as an indirect material.
 d. Depreciation on the clockworks building for October was $8,000.
 e. A $400 utility bill was paid in cash.
 f. Time cards showed the following usage of labor:

Job number G60: 12 grandfather clocks, 1,000 hours of direct labor
Job number C81: 20 cuckoo clocks, 700 hours of direct labor
The master clockmakers (direct-labor personnel) earn $20 per hour.

1. Predetermined overhead 
rate: $12 per hour

■ Problem 3–43
Basic Job-Order Costing; 
Journal Entries
(LO 3-4, 3-5)

 

Many problems can be solved using the 

Excel spreadsheet templates found in 

Connect. An Excel logo appears in the 

margin next to these problems for easy 

identification.

“Good description of managerial accounting 
tools. Easy to read and understand. Strength is 
in the end-of-chapter problems—good variety 
and lots of them.”

—Priscilla Wisner, Thunderbird School of Global 
Management

Excel Simulations  Simulated Excel questions, assignable within Connect, allow students to practice 

their Excel skills—such as 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.
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xvi

Instructor Supplements
Assurance of Learning Ready  Many educa-

tional institutions today are focused on the notion of 

assurance of learning, an important element of some 

accreditation standards. Hilton & Platt Managerial 

Accounting, 12th edition, is designed specifically to 

support your assurance of learning initiatives with a 

simple, yet powerful, solution. Each test bank ques-

tion for Managerial Accounting, 12th edition, maps 

to a specific chapter learning outcome/objective 

listed in the text. You can use our test bank software 

and Connect to easily query for learning outcomes/

objectives that directly relate to the learning objec-

tives for your course. You can then use the reporting 

features of Connect to aggregate student results in 

similar fashion, making the collection and presenta-

tion 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 accreditation by connecting selected ques-

tions in Hilton & Platt Managerial Accounting, 12th 

edition, with the general knowledge and skill guide-

lines found in the AACSB standards. The statements 

contained in Hilton & Platt 12th edition 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 charges schools with the obligation of doing 

assessment against their own content and learning 

goals. While Hilton & Platt 12th edition and its teach-

ing package make no claim of any specific AACSB 

qualification or evaluation, we have labeled selected 

questions according to the six general knowledge 

and skills areas. The labels or tags within Hilton 

& Platt 12th edition are as indicated. There are, of 

course, many more within the test bank, the text, 

and the teaching package that might be used as a 

“standard” for your course. However, the labeled 

questions are suggested for your consideration.

Connect   

Connect houses all the 

instructor resources you need to administer your 

course, including:

•	 Solutions Manual
•	 Test Bank
•	 Instructor PowerPoint® slides
•	 Instructor’s Manual
•	 Excel Spreadsheet Solutions
•	 Supplementary Chapter Solutions

Instructor’s Manual  This comprehensive 

manual includes step-by-step, explicit instruc-

tions on how the text can be used to implement 

alternative teaching methods. It also provides 

guidance for instructors who use the traditional 

lecture method. The guide includes lesson plans 

and demonstration problems with student work 

papers, as well as solutions.

Solutions Manual  Prepared by the authors, 

the solutions manual contains complete solu-

tions to all of the text’s end-of-chapter review 

questions, exercises, problems, and cases. The 

solutions manual also includes a discussion of the 

issues in each of the chapter-by-chapter Focus 

on Ethics pieces.

Excel Spreadsheet Templates  This 

resource includes solutions to spreadsheet prob-

lems found in the text end-of-chapter material.

PowerPoint Presentations  A complete 

set of Instructor PowerPoints follows the chapter-

by-chapter content.

Test Bank  This test bank contains multiple 

choice questions, essay questions, and short 

problems. Each test item is coded for level of 

difficulty, learning objective, AACSB, AICPA, and 

Bloom’s taxonomy.

“The available website accompanying the text offers 
some challenging and helpful aids for students.”
—Melvin Houston, Wayne State University

®
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You’re in the driver’s seat.
Want to build your own course? No problem. Prefer to use our 
turnkey, prebuilt course? Easy. Want to make changes throughout the 
semester? Sure. And you’ll save time with Connect’s auto-grading too.

Make it simple,  
make it affordable. 
 
Connect makes it easy with seamless 
integration using any of the major 
Learning Management Systems—
Blackboard®, Canvas, and D2L, among 
others—to let you organize your course 
in one convenient location. Give your 
students access to digital materials at 
a discount with our inclusive access 
program. Ask your McGraw-Hill 
representative for more information.

Solutions for your 
challenges.
 
A product isn’t a solution. Real 
solutions are affordable, reliable, 
and come with training and 
ongoing support when you need it 
and how you want it. Our Customer 
Experience Group can also help 
you troubleshoot tech problems—
although Connect’s 99% uptime 
means you might not need to call 
them. See for yourself at status.
mheducation.com

65%
Less Time
Grading

FOR INSTRUCTORS

Checkmark: Jobalou/Getty ImagesPadlock: Jobalou/Getty Images

Laptop

They’ll thank you for it.
Adaptive study resources like SmartBook® 2.0 help 
your students be better prepared in less time. You 
can transform your class time from dull definitions to 
dynamic debates. Find out more about the powerful 
personalized learning experience available in 
SmartBook 2.0 at www.mheducation.com/highered/
connect/smartbook
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No surprises. 
The Connect Calendar and Reports tools keep you on track with the 
work you need to get done and your assignment scores. Life gets busy; 
Connect tools help you keep learning through it all.

Learning for everyone. 
McGraw-Hill works directly with Accessibility Services 
Departments and faculty to meet the learning needs 
of all students. Please contact your Accessibility 
Services office and ask them to email  
accessibility@mheducation.com, or visit  
www.mheducation.com/about/accessibility  
for more information.

FOR STUDENTS

Top: Jenner Images/Getty Images, Left: Hero Images/Getty Images, Right: Hero Images/Getty Images

Calendar: owattaphotos/Getty Images

Effective, efficient studying.
Connect helps you be more productive with your study time and get better grades using tools like 
SmartBook 2.0, which highlights key concepts and creates a personalized study plan. Connect sets you 
up for success, so you walk into class with confidence and walk out with better grades.

“I really liked this 
app—it made it easy 
to study when you 
don't have your text-
book in front of you.”

- Jordan Cunningham,  
Eastern Washington University

Study anytime, anywhere.
Download the free ReadAnywhere app and access your 
online eBook or SmartBook 2.0 assignments when it’s 
convenient, even if you’re offline. And since the app 
automatically syncs with your eBook and SmartBook 2.0 
assignments in Connect, all of your work is available 
every time you open it. Find out more at  
www.mheducation.com/readanywhere 
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THIS CHAPTER’S FOCUS  

COMPANY is The Walt Disney 

Company. This entertainment services company is 

a giant in the industry with theme parks, feature film 

studios, animation studios, television broadcasting, 

hotels and resorts, and retail 

stores. Using The Walt Disney 

Company as an illustration, we 

will introduce the field of mana-

gerial accounting and its major 

themes. Some of you are excited 

about studying accounting. But  

even more of you are asking, “Why do I need to 

study managerial accounting? I’m not going to be an 

accountant!” That is a good 

question. Our primary focus 

in this book is the ways in 

which managers use mana-

gerial accounting concepts 

and tools to make their deci-

sions. Along the way, we will 

also explore how managerial 

accountants work in partner-

ship with managers to add 

value to the organization.

FOCUS COMPANY >>>

1 The Crucial Role of 
Managerial Accounting in a 
Dynamic Business Environment

Each chapter is built 
around a focus company, 
in which the chapter’s  
key points are illustrated. 
This chapter’s focus is  
on The Walt Disney 
Company. The focus 
companies in subse­
quent chapters are not  
real companies, but they 
are realistic scenarios 
built on actual company 
practices. Whenever 
the focus company is 
discussed in the chapter,  
the company logo 
appears in the margin.
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In contrast to the entertainment 

services setting of The Walt 

Disney Company, we will turn our 

attention to Whole Foods Market,  

a division of Amazon.com, Inc. This power-

house food retailer has over 400 stores around 

North America and Europe. Historically a 

leader in the area of corporate social responsi-

bility, Whole Foods Market is frequently faced 

with challenging decisions that require them 

to balance the need to run a profitable busi-

ness, and generate a satisfactory return for 

Amazon.com, against the cost of their much-

publicized commitment to organic foods and 

sustainable produc-

tion. We will explore 

managerial accounting’s 

contribution to Whole 

Foods Market’s efforts 

to sell products that are 

more costly to produce 

in a competitive mar-

ket, while still achieving 

appropriate returns for 

investors.

<<< IN CONTRAST
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Each chapter also 
includes a contrast 
company. In most 
cases, the contrast 
company will present 
a key chapter topic in 
an industry that is dif­
ferent from that of the 
focus company. In this 
chapter, the focus com­
pany (Walt Disney) is an 
entertainment services 
company, whereas 
the contrast company 
(Whole Foods Market) is 
a food retailer.
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Many different kinds of organizations affect our daily lives. Manufacturers, retailers, ser-
vice industry firms, agribusiness companies, nonprofit organizations, and government 
agencies provide us with a vast array of goods and services. All of these organizations 
have two things in common. First, every organization has a set of goals or objectives. 
An airline, such as Qantas or Southwest Airlines, might specify profitability and cus-
tomer service as its goals. The New York Police Department’s goals would include public 
safety and security coupled with cost minimization. Second, in pursuing an organiza-
tion’s goals, managers need information. The information needs of management range 
across financial, production, marketing, legal, and environmental issues. Generally, the 
larger the organization, the greater management’s need for information.

In this chapter, we will explore the role of managerial accounting within the overall 
management process. In the remaining chapters, we will expand our study by exploring 
the many concepts and tools used in managerial accounting.

Managerial Accounting: A Business Partnership with Management

Managerial accounting is the process of identifying, measuring, analyzing, interpret-
ing, and communicating information in pursuit of an organization’s goals. Managerial 
accounting is an integral part of the management process, and managerial accountants 
are important strategic partners in an organization’s management team. But note that 
the actions listed above are not done just by accountants: all managers use the tools of 

	1-1	 Define managerial accounting and describe its role in the management process.

	1-2	 Explain four fundamental management processes that help organizations attain 
their goals.

	1-3	 List and describe five objectives of managerial accounting activity.

	1-4	 Explain the major differences between managerial and financial accounting.

	1-5	 Describe the accounting and finance structure in an organization.

	1-6	 Describe the roles of an organization’s chief financial officer (CFO) or controller, 
treasurer, and internal auditor.

	1-7	 Understand and explain the value chain concept.

	1-8	 Explain how investments in capacity affect managerial decision making.

	1-9	 Understand and explain big data and data analytics and how they interact with 
managerial accounting.

	1-10	 Discuss the professional organizations and certifications in the field of managerial 
accounting.

	1-11	 Describe the ethical responsibilities and ethical standards that apply to managerial 
accounting.

After completing this chapter, you should be able to:

Learning Objectives high­
light the key topics to be 
covered in the chapter. 
They are repeated in the 
margin of the text where 
they are discussed. Also, 
each end-of-chapter 
assignment lists its 
learning objectives  
in the margin.

Learning Objective 1-1

Define managerial accounting 
and describe its role in the 
management process.
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managerial accounting. That is why you are here—even if you are not planning to be an 
accountant!

An organization’s management team seeks to create value for the organization by 
managing resources, activities, and people to achieve the organization’s goals effec-
tively and efficiently. Managerial accounting provides tools and perspectives that help 
managers accomplish this, and for that reason it is important that every business student 
study it.

Managerial accountants are specialists in using the tools of managerial accounting. 
They help the organization and support its managers in running the operation effectively. 
Their knowledge builds from the material in this textbook to include advanced tools as 
well as knowledge and techniques specific to a company and its industry.

The role of managerial accounting is very different now than it was years ago. In 
the past, managerial accountants were organized into support departments, often physi-
cally separated from the managers for whom they provided reports and information. Now, 
rather than isolate managerial accountants in a separate department, companies usually 
locate them in the operating departments where they are working with other managers to 
make decisions and resolve operational problems. Managerial accountants, often carry-
ing the job title of “analyst,” take on leadership roles on their teams and are sought out 
for the valuable information they provide. The role of the accountant in leading-edge 
companies “has been transformed from number cruncher and financial historian to being 
business partner and trusted advisor.”2 And the tools of managerial accounting can add 
value for all managers.

Managing Resources, Activities, and People

The owners, directors, or trustees of an organization set its goals, generally with the help 
of management. For example, The Walt Disney Company’s goals are set by its board 
of directors, who are elected by the company’s stockholders. Disney’s mission, which 
guides the board in goal setting, says that they “seek to develop the most creative, innova-
tive and profitable entertainment experiences and related products in the world.”3

In pursuing its goals, an organization acquires resources (for example, funding, pat-
ents, and buildings), hires people, and then engages in an organized set of activities. It is 
up to the management team to make the best use of the organization’s resources, activi-
ties, and people in achieving the organization’s goals. In trying to accomplish this, the 
day-to-day work of the management team comprises the following four activities:

	 1.	 Decision making
	 2.	 Planning
	 3.	 Directing operational activities
	 4.	 Controlling

“As their role moves from 
governance to guidance, 
[managerial accountants 
are] turning complex data 
into actionable insight, 
implementing digitally-
enabled business models, 
measuring new KPIs [key 
performance indicators] to 
measure value, managing 
rising levels of risk, and 
supporting their rapidly 
expanding customer 
bases.” (1a)1

Oracle

Learning Objective 1-2

Explain four fundamental 
management processes that 
help organizations attain their 
goals.

1In Their Own Words Throughout the text, you will find these quotes from both practicing managers and managerial 
accountants. Collectively they portray the important role managerial accounting plays in today’s dynamic business 
environment. The references for these quotes appear at the end of the text. The references are organized by chapter; 
thus reference (1a) relates to the first quote in Chapter 1, and so forth.
2Gary Siegel, “The Image of Corporate Accountants,” Strategic Finance 82, no. 2 (August 2000), p. 71.
3The Walt Disney Company, which is discussed in this chapter, is, of course, a real company, and information about 
its mission, structure and leadership can be found at www.thewaltdisneycompany.com/about/. However, the focus 
organizations around which subsequent chapters are built are not real organizations. They are instead realistic set-
tings in which to discuss business and managerial accounting issues, and in most cases are based on real organiza-
tions. Similarly, each chapter includes a discussion of a contrast company. Some of these contrast companies, such 
as food retailer Whole Foods Market in this chapter, are real companies. Others are fictitious companies that are 
based on real organizations. These realistic illustrations and scenarios are intended to help students connect the 
business and managerial accounting issues discussed in this book to everyday life.
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Decision Making
Recently, Disney’s management and board of directors decided that one of the company’s 
growth objectives would be to expand guest and hotel capacity in its Walt Disney World 
Resort in Florida. It was not immediately clear, however, how best to do this. Should they 
build a new hotel facility on the scarce available land near one of the company’s four 
existing Florida theme parks—the Magic Kingdom, Epcot, Disney’s Hollywood Studios, 
and Disney’s Animal Kingdom? Or should they build a new type of theme park with its 
own hotels, a substantial investment? Should they build new attractions in one or more 
of the existing parks, and renovate and expand one of the existing hotel properties? Or 
should the company branch out in a new direction with an entirely different type of facil-
ity? How would each of these alternative courses of action mesh with the company’s 
mission to provide “creative, innovative and profitable entertainment?” Disney’s top 
management team had to make a decision about the best way to expand the company’s 
Florida operations, which entailed choosing among the available alternatives.

Planning
Disney’s top management team decided on an aggressive, and expensive, plan to expand the 
company’s Florida operations and profitability by building on the Star Wars brand franchise 
that the company owns. Their plan included a large expansion of the Disney’s Hollywood 
Studios theme park, dedicated to a new attraction called Star Wars: Galaxy’s Edge, with 
a new “immersive” Star Wars Hotel resort connected to it. Created and designed by Walt 
Disney’s Imagineering Division, the 14-acre park expansion would offer guests a chance to 
inhabit a planet in the Star Wars galaxy, both visiting it and staying there in the hotel.

Next came the detailed planning phase. How would the rides and simulations 
designed by the Imagineering Division be laid out and organized? What food and bever-
age operations would be appropriate? What characters would be present in the attraction, 
and how many employees of all types would be needed on a day-to-day basis? What sup-
plies would be required to run the park and hotel? How much would electricity and other 
utilities cost for the new attraction? How should the hotel’s rooms be priced? And finally, 
what other incremental sales opportunities could be created to help pay for the expensive 
project? Disney’s management team had to plan for running Star Wars: Galaxy’s Edge 
and the Star Wars Hotel, which meant developing a detailed financial and operational 
description of anticipated operations.

Directing Operational Activities
Planning for the creation of the new attraction and hotel requires extensive prediction. 
But once the attraction and hotel have been built, equipped, and staffed, the dynamic pro-
cess of actually running them begins. How many guests are expected to arrive this week? 
How many cashiers should be on duty on Saturday morning? How much of each type of 
food should be ordered each day? How much cash will be needed to meet the payroll, pay 
the utility bills, and buy maintenance supplies? All of these questions fall under the gen-
eral heading of directing operational activities, which means running the organization on 
a day-to-day basis.

Controlling
As the new attraction and the hotel operate, the company can begin to observe the results 
of operations. Are Disney’s goals for the attraction and hotel being accomplished? Is the 
new attraction “creative, innovative, and profitable?” How do we measure that? Gen-
erally, and most importantly, have operations adhered to the plans developed by man-
agement for achieving the goals? In seeking to answer these questions, management is 
engaged in control, which means ensuring that the organization operates in the intended 
manner and achieves its goals.

“What I need is someone 
who can analyze data, see 
problems and figure out 
solutions . . . [ just doing] 
debits and credits and 
financial statements doesn’t 
really help me.” (1b)

Tente Casters Inc
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How Managerial Accounting Adds Value to the Organization

Managers need information for all of the managerial activities described in the preceding 
section. That information comes from a variety of sources, including economists, finan-
cial experts, marketing and production personnel, accountants, and the organization’s 
managerial accounting system.

Objectives of Managerial Accounting Activity
Managerial accounting activity comprises a set of tools, systems, and perspectives 
that add value to an organization by supporting the following five major objectives:

	 1.	 Providing information for decision making and planning.
	 2.	 Assisting managers in directing and controlling operational activities.
	 3.	 Motivating managers and other employees toward the organization’s goals.
	 4.	 Measuring the performance of activities, subunits, managers, and other 

employees within the organization.
	 5.	 Assessing the organization’s competitive position, and working with other man-

agers to ensure the organization’s long-run competitiveness in its industry.

Although financial data make up a large part of the inputs and outputs of a managerial 
accounting system, there is a strong trend toward the presentation of nonfinancial data as 
well. Managerial accounting systems supply all kinds of information to management in 
support of management’s role in directing the organization’s activities. Measuring, man-
aging, and continually improving operational activities are critical to an organization’s 
success. As we will see in subsequent chapters, contemporary managerial accounting 
systems focus on the activities that occur at all levels of the organization.

To illustrate the objectives of managerial accounting activity, let us continue with the 
example of Star Wars: Galaxy’s Edge and the Star Wars Hotel.

Providing Information for Decision Making and Planning  For virtually all major 
decisions, Disney’s management team would rely heavily on managerial accounting infor-
mation. For example, the decision to establish the new attraction and hotel would be influ-
enced by estimates of the costs of designing the rides and simulations and maintaining them 
throughout the attraction’s life. The theme park’s managers also would rely on managerial 
accounting data in formulating plans for the attraction’s operations. Prominent in those plans 
would be a budget detailing the projected revenues and costs of operating the attraction.

Because of the complexity and importance of this decision, Disney’s managers and 
accountants would work together on teams as decisions were made and plans formulated 
for the new attraction’s operations.

Assisting Managers in Directing and Controlling Operational Activities  Direct-
ing and controlling day-to-day operations require a variety of data about the process of 
providing entertainment services. For example, in directing operational activities, the 
park’s management team would need data about customer food-service demand patterns 
in order to make sure appropriate staffing was provided in the theme park’s various food 
venues. In controlling operations, management would compare actual costs incurred with 
those specified in the budget.

Managerial accounting information often assists management through its attention- 
directing function. Managerial accounting reports do not necessarily solve a decision 
problem. Most often, they direct managers’ attention to an issue that requires their skills 
and then, ideally, provide the data that is relevant in helping them to solve the problem. To 
illustrate, suppose Star Wars: Galaxy’s Edge incurred electricity costs that significantly 
exceeded the budget. This fact does not explain why the budget was exceeded, nor does 

“You don’t have resources 
to do everything. You focus 
on things that have the 
maximum return.” (1c)

Kraft Heinz Co.

Learning Objective 1-3

List and describe five 
objectives of managerial 
accounting activity.

“What we’re seeing is less 
transactional and more 
decision support type of 
work. More analytical, 
more . . . option analysis. 
Looking at the whole 
spectrum of options in 
helping management make 
decisions.” (1d)

Boeing
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it tell management what action to take, but it does direct management’s attention to the 
situation. Suppose that upon further investigation, the accounting records reveal that the 
rate Disney pays for electricity has increased substantially. This information will help man-
agement in framing the decision problem. Should steps be taken to conserve electricity? 
Should they seek out a different electric power provider? Perhaps management should con-
sider investing in a more sophisticated air conditioning system to manage the Florida heat.

USING MANAGERIAL ACCOUNTING TO MONETIZE THE INTERNET

For any company operating online, monetizing the Internet means finding a way to gener-
ate revenues from users in order to make a profit after the costs of providing the Internet 
service or content. Creating a successful revenue model is one of the biggest challenges 
faced by Internet companies, and managerial accounting information and techniques are 
a crucial part of finding and managing the correct model. Here are some examples of how 
companies are trying to monetize the Internet.

Targeted Content
Four months after Facebook’s initial public offering (IPO) of its stock on May 18, 2012, with its 
shares trading more than 50% below their $38 per share initial offering price, investors 
were demanding answers to a question they had begun asking soon after the IPO: “How 
will [Facebook] continue to monetize its more than 900 million users on a consistent 
basis?”4 Many changes in Facebook’s site during the following months and years have 
been intended to do exactly that, with managerial accountants analyzing the costs and 
benefits of different courses of action. For example, design changes in March 2013 were 
intended to “help the company increase monetization by improving its ability to target con-
tent to users with increased precision based on ‘likes.’”5 In subsequent years, Facebook 
seems to have solved the Internet monetization problem, becoming highly profitable with 
its stock trading by mid-2018 at five to six times the IPO price.

Competing with Amazon
Walmart was slow to embrace Internet sales because of their investment in bricks-and- 
mortar stores. But they and other companies that invest in physical stores, such as REI, see 
an opportunity to monetize the Internet in conjunction with their stores by providing what 
competitor Amazon cannot. “Walmart touches 90% of all Americans within 10 miles of a store 
[and] has demand to justify third-party sellers on its marketplace to ship products to ‘for-
ward deployed’ warehouses (read: ‘stores’).”6 By offering customers the opportunity to have 
purchases shipped free of charge to its stores, Walmart could see cost efficiencies from 
using its existing supply chain to bring products to consumers. And when consumers visit a 
store to pick up their purchases, they are likely to purchase other products, an incremental 
profit opportunity not available to Amazon. Moreover, stores can deliver services to con-
sumers along with the packages they have ordered online. “Stores are fighting back with 
what has always defined specialty retail: service and community . . . REI has offered events, 
skills clinics [and] last summer it created 1,000 more aimed squarely at women.”7 But when 
services are provided free of charge, they must demonstrate that they drive increased sales 
to result in an overall net profit. Managerial accounting tools help provide that insight.

The managerial account­
ing practices of well 
known, real-world organi­
zations are highlighted in 
these boxes. You will see 
how topics in the chapter 
are actually used. Actual 
companies are indicated 
in blue whenever they 
are referenced.

4Steven Russolillo and Kaitlyn Kiernan, “MarketBeat: Facebook Shares Fall Below $30,” Wall Street Journal, 
May 29, 2012.
5Andrew Tonner, “What Does Facebook’s Redesign Mean for Investors?” The Motley Fool, March 7, 2013, http://
www.fool.com/investing/general/2013/03/07/what-does-facebook-redesign-mean-for-investors.aspx.
6Alex Moazed, “Walmart is Coming for Amazon–and Winning,” Inc., October 11, 2017.
7Mya Frazier, “Amazon’s War on Gear,” Outside, July 11, 2018.

Facebook, Walmart, 
REI, Amazon, Fox 
News, The New 
York Times, The 
Wall Street Journal, 
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Making Journalism Profitable Again
“Publishers are still experimenting with how best to reach, retain, and monetize their audi-
ences.” One of the great seismic shifts of the last decade has been the stampede of adver-
tisers from print to online media. Managers in news organizations that were built on print ad 
revenues are trying to figure out how to monetize their online presence in a world where 
online content is generally free—while also remaining independent of undue editorial influ-
ence by advertisers. Managerial accounting techniques help to divide costs among dif-
ferent channels while allocating revenues among those same channels, in order to better 
understand profitability. From Fox News trying out video content on Facebook’s “Watch” plat-
form, to The New York Times’ various subscription models, to The Wall Street Journal-sponsored 
posts on LinkedIn, there is still no clear business model for delivering the news, profitably.8

Motivating Managers and Other Employees Toward the Organization’s Goals  
Organizations have goals. However, organizations also are made up of people who have 
goals of their own. The goals of individuals are diverse, and they do not always match 
those of the organization. A key purpose of managerial accounting is to motivate manag-
ers and other employees to direct their efforts toward achieving the organization’s goals. 
One means of achieving this purpose is through budgeting. In establishing a budget for 
Disney’s Star Wars: Galaxy’s Edge, top management indicates how resources are to be 
allocated and what activities are to be emphasized. When actual operations do not con-
form to the budget, the managerial accounting system will highlight the deviation from 
plan, and managerial accounting tools will help the theme park’s managers to analyze 
and explain the reasons for the deviation.

Measuring the Performance of Activities, Subunits, Managers, and Other 
Employees within the Organization  One means of motivating people toward the 
organization’s goals is to measure their performance in achieving those goals. Such mea-
surements then can be used as the basis for rewarding performance through positive feed-
back, promotions, and pay raises. For example, most large corporations compensate their 
executives, in part, on the basis of the profit achieved by the subunits they manage. In 
other organizations, managers are rewarded on the basis of operational measures, such 
as product quality, sales, or on-time delivery. At Star Wars: Galaxy’s Edge, for example, 
management could be rewarded, in part, on the basis of growth in percent of theme park 
visitors who visit the attraction.

In addition to measuring the performance of people, the managerial accounting sys-
tem measures the performance of an organization’s subunits, such as divisions, product 
lines, geographical territories, and departments. These measurements help the subunits’ 
managers obtain the highest possible performance level in their units. Such measure-
ments also help top management decide whether a particular subunit is a viable economic 
investment. For example, it may turn out that a particular simulation at Star Wars: Gal-
axy’s Edge is too costly to maintain, despite the efforts of a skilled management team.

Assessing the Organization’s Competitive Position, and Working with Other 
Managers to Ensure the Organization’s Long-Run Competitiveness in Its Industry  
The business environment often changes very rapidly. These changes result from global com-
petition, rapidly advancing technology, and trends in communication such as social media. 

8Pete Brown, “Platforms and Publishers: No Sign of Retreat,” Columbia Journalism Review, February 23, 2017; 
Deepa Seetharaman and Lukas I. Alpert, “Facebook Nears Deals on News Shows for Video Platform ‘Watch’,” The 
Wall Street Journal, May 31, 2018.
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