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ments at institutions in the United 
States, Europe, and Asia. He is emer-
itus professor of accounting at the 
University of Washington.

His BA degree is from the Uni-
versity of Washington and his MBA 
and PhD degrees are from Stanford 
University. A Certified Management 
Accountant, he was awarded a Certif-
icate of Distinguished Performance 

by the Institute of Certified Management Accountants.
Professor Noreen has served as associate editor of The 

Accounting Review and the Journal of Accounting and 
Economics. He has numerous articles in academic jour-
nals, including the Journal of Accounting Research; The 
Accounting Review; the Journal of Accounting and Eco-
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and Society; Contemporary Accounting Research; the Jour-
nal of Management Accounting Research; and the Review of 
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awards from students for his teaching.
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Focus on the  
  Future Manager 

with Noreen/Brewer/Garrison 

In Managerial Accounting for Managers, the 
authors have crafted a streamlined managerial 
accounting book that is perfect for non-
accounting majors who intend to move into 
managerial positions. The traditional Process 
Costing, Statement of Cash Flows, and Financial 
Statement Analysis chapters have been 
dropped to enable instructors to focus their 
attention on the bedrocks of managerial 
accounting—planning, control, and decision 

making. Noreen/Brewer/Garrison focuses on the fundamentals, allowing 
students to develop the conceptual framework managers need to succeed.
In its fourth edition, Managerial Accounting for Managers continues to 
adhere to three core standards:

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

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

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

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

and service 
businesses. Great for 

non-majors.”
—Mark Holtzman, Seton 

Hall University

“Very well-written and 
compatible with a 

user-based 
approach.”

—Kay Poston, University 
of Indianapolis

“The best introductory 
management 

accounting book I 
have used. It is 

complete, concise, 
and written at a level 
beginning students 
can understand.”
—Christine Haynes, 

University of West Georgia
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New in the  
      Fourth Edition

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

Chapter 1
This chapter has a new section titled Managerial Accounting: 
Beyond the Numbers. It has expanded coverage of leadership 
skills and an expanded set of end-of-chapter exercises.

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

Chapter 3
The assumptions of CVP analysis have been moved from the 
end of the chapter to the beginning of the chapter. The target 
profit analysis and break-even analysis learning objectives 
have been reversed.

Chapter 4
This chapter has added Appendix 3A: Activity-Based Absorption 
Costing. This material was formerly Appendix 7B in the previous 
edition of the book. Moving this material to Chapter 3 offers 
instructors greater flexibility when determining how to cover 
activity-based costing.

Chapter 5
This chapter has added a new learning objective related to 
calculating companywide and segment break-even points for 
companies with traceable fixed costs. It has also added a new 
appendix related to super-variable costing.

Chapter 6
This chapter has added a new exhibit and accompanying text 
to better explain key concepts and terminology within the 
chapter.

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

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

Chapter 9
We added new text and an exhibit to help students better 
understand how and why a master budget is created and how 
Microsoft Excel can be used to create a financial planning model 
that answers “what-if” questions. Two new end-of-chapter 
exercises that enable students to use Microsoft Excel to answer 
“what-if” questions have also been added.

Chapter 10
The discussion of the variance analysis cycle and management 
by exception have been moved into the front of this chapter. 
This material was previously included in the standard costing 
chapter. In response to customer feedback, we reversed the 
headings in the flexible budget performance report. The actual 
results are shown in the far-left column, and the planning 
budget is shown in the far-right column.

Chapter 11
In response to customer feedback, we reversed the headings 
in the general model for standard cost variance analysis. The 
actual results (AQ × AP) are shown in the far-left column and 
the flexible budget (SQ × SP) is shown in the far-right column.

Chapter 12
This chapter a new Business Focus feature and two new In 
Business boxes were added.
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Noreen’s Powerful Pedagogy
Managerial Accounting for Managers is full of pedagogy designed to make 
studying productive and hassle-free.

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

“Many concepts in accounting are rather abstract if not 
given some type of context to understand them in. The 

business focus features help to provide this context and 
can lead to discussions in class if the instructor wishes.”

—Jeffrey Wong, University of Nevada, Reno

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

“An excellent pedagogical feature that 
helps further reinforce students’ 

knowledge of key concepts in the text 
book, while strengthening students’ 

Excel skills that are so important in the 
work place.”

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

“[Applying Excel is] an excellent way for students to 
programmatically develop spreadsheet skills without having 

to be taught spreadsheet techniques by the instructor. A 
significant associated benefit is that students gain more 
exposure to the dynamics of accounting information by 

working with what-if scenarios.”
—Earl Godfrey, Gardner–Webb University
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Providence Regional Medical Center’s (PRMC) “single stay” ward is lowering health 
care costs and increasing patient satisfaction. Rather than transporting post-surgical 
patients to stationary equipment throughout the hospital, a “single stay” ward brings 
all required equipment to stationary patients. For example, “after heart surgery, cardiac 
patients remain in one room throughout their recovery, only the gear and staff are in 
motion. As the patient’s condition stabilizes, the beeping machines of intensive care 
are removed and physical therapy equipment is added.” The results of this shift in ori-
entation have been impressive. Patient satisfaction scores have skyrocketed and the 
average length of a patient’s stay in the hospital has declined by more than a day. ■

Source: Catherine Arnst, “Radical Surgery,” Bloomberg Businessweek, January 18, 2010, pp. 40–45.

Lowering Health Care Costs and Improving 
Patient Care

Managerial Accounting 
and Cost Concepts
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After studying Chapter 2, you should 
be able to:

 LO 2–1 Understand cost classifications 
used for assigning costs to 
cost objects: direct costs and 
indirect costs.

 LO 2–2 Identify and give examples 
of each of the three basic 
manufacturing cost categories.

 LO 2–3 Understand cost classifications 
used to prepare financial 
statements: product costs and 
period costs.

 LO 2–4 Understand cost classifications 
used to predict cost behavior: 
variable costs, fixed costs, and 
mixed costs.

 LO 2–5 Analyze a mixed cost using a 
scattergraph plot and the high-
low method.

 LO 2–6 Prepare income statements 
for a merchandising company 
using the traditional and 
contribution formats.

 LO 2–7 Understand cost classifications 
used in making decisions: 
differential costs, opportunity 
costs, and sunk costs.

 LO 2–8 (Appendix 2A) Analyze a mixed 
cost using a scattergraph 
plot and the least-squares 
regression method.

LEARNING OBJECTIVES

© Trevor Lush/Purestock/SuperStock, RF
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Applying Excel Additional student resources are available with Connect.

The Excel worksheet form that appears below is to be used to recreate Exhibit 2–9. Download the 
workbook from Connect, where you will also receive instructions about how to use this worksheet.

Required:
 1. Check your worksheet by changing the variable selling cost in the Data area to $900, keeping 

all of the other data the same as in Exhibit 2–9. If your worksheet is operating properly, the 
net operating income under the traditional format income statement and under the contribu-
tion format income statement should now be $700 and the contribution margin should now be 
$4,700. If you do not get these answers, find the errors in your worksheet and correct them.
 How much is the gross margin? Did it change? Why or why not?

 2. Suppose that sales are 10% higher as shown below:

Sales                                   $13,200
Variable	costs:
	 Cost	of	goods	sold                     $  6,600
	 Variable	selling                        $     990
	 Variable	administrative                 $    440
Fixed	costs:
	 Fixed	selling                          $ 2,500
	 Fixed	administrative                    $ 1,500

  Enter this new data into your worksheet. Make sure that you change all of the data that are 
different—not just the sales. Print or copy the income statements from your worksheet.

   What happened to the variable costs and to the fixed costs when sales increased by 10%? 
Why? Did the contribution margin increase by 10%? Why or why not? Did the net operating 
income increase by 10%? Why or why not?

LEARNING OBJECTIVE 2–6
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The Foundational 15
NEW to the fourth edition of Noreen!
Each chapter now contains one Foundational 15 
exercise that includes 15 “building-block” questions 
related to one concise set of data. These exercises 
can be used for in-class discussion or as homework 
assignments. They are found before the Exercises 
and are available in Connect.

In Business Boxes
These helpful boxed features offer a glimpse into 
how real companies use the managerial accounting 
concepts discussed within the chapter. Each 
chapter contains from three to fourteen of these 
current examples.

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

Managerial Accounting in Action 
Vignettes
These vignettes depict cross-functional teams working 
together in real-life settings. Using products and services 
students recognize from their own lives increases 
engagement and enhances problem-solving skills. Stud-
ents are shown step-by-step how accounting concepts are 
implemented in organizations and how these concepts are 
applied to solve everyday business problems. First, “The 
Issue” is introduced through a dialogue; the student then 
walks through the implementation process; finally, “The 
Wrap-up” summarizes the big picture.

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

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

Confirming Pages
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The Foundational 15Additional student resources are available with Connect.

Martinez Company’s relevant range of production is 7,500 units to 12,500 units. When it produces 
and sells 10,000 units, its unit costs are as follows:

Amount  
Per Unit

Direct	materials                          $6 00
Direct	labor                             $3 50
Variable	manufacturing	overhead          $1 50
Fixed	manufacturing	overhead            $4 00
Fixed	selling	expense                    $3 00
Fixed	administrative	expense             $2 00
Sales	commissions                       $1 00
Variable	administrative	expense           $0 50

Required:
 1. For financial accounting purposes, what is the total amount of product costs incurred to make 

10,000 units?
 2. For financial accounting purposes, what is the total amount of period costs incurred to sell 

10,000 units?
 3. If 8,000 units are sold, what is the variable cost per unit sold?
 4. If 12,500 units are sold, what is the variable cost per unit sold?
 5. If 8,000 units are sold, what is the total amount of variable costs related to the units sold?
 6. If 12,500 units are sold, what is the total amount of variable costs related to the units sold?
 7. If 8,000 units are produced, what is the average fixed manufacturing cost per unit produced?
 8. If 12,500 units are produced, what is the average fixed manufacturing cost per unit  

produced?
 9. If 8,000 units are produced, what is the total amount of fixed manufacturing cost incurred to 

support this level of production?
 10. If 12,500 units are produced, what is the total amount of fixed manufacturing cost incurred to 

support this level of production?
 11. If 8,000 units are produced, what is the total amount of manufacturing overhead cost  

incurred to support this level of production? What is this total amount expressed on a per unit 
basis?

 12. If 12,500 units are produced, what is the total amount of manufacturing overhead cost  
incurred to support this level of production? What is this total amount expressed on a per unit 
basis?

 13. If the selling price is $22 per unit, what is the contribution margin per unit sold?
 14. If 11,000 units are produced, what are the total amounts of direct and indirect manufacturing 

costs incurred to support this level of production?
 15. What total incremental cost will Martinez incur if it increases production from 10,000 to 

10,001 units?

LEARNING OBJECTIVES 2–1, 2–2, 

2–3, 2–4, 2–6, 2–7

EXERCISE 2–1 Identifying Direct and Indirect Costs [LO 2–1]

Northwest Hospital is a full-service hospital that provides everything from major surgery and 
emergency room care to outpatient clinics.
Required:
For each cost incurred at Northwest Hospital, indicate whether it would most likely be a direct cost 
or an indirect cost of the specified cost object by placing an X in the appropriate column.

ExercisesAdditional student resources are available with Connect.

Confirming Pages

26 Chapter 2

nor78542_ch02_023-069 26 08/28/15  04:16 PM

called touch labor because direct labor workers typically touch the product while it is 
being made. Examples of direct labor include assembly-line workers at Toyota, carpen-
ters at the home builder KB Home, and electricians who install equipment on aircraft at 
 Bombardier Learjet.

Labor costs that cannot be physically traced to particular products, or that can be 
traced only at great cost and inconvenience, are termed indirect labor. Just like indi-
rect materials, indirect labor is treated as part of manufacturing overhead. Indirect labor 
includes the labor costs of janitors, supervisors, materials handlers, and night security 
guards. Although the efforts of these workers are essential, it would be either impractical 
or impossible to accurately trace their costs to specific units of product. Hence, such labor 
costs are treated as indirect labor.

Manufacturing Overhead Manufacturing overhead, the third manufacturing 
cost category, includes all manufacturing costs except direct materials and direct labor. 
Manufacturing overhead includes items such as indirect materials; indirect labor; main-
tenance and repairs on production equipment; and heat and light, property taxes, depre-
ciation, and insurance on manufacturing facilities. A company also incurs costs for heat 
and light, property taxes, insurance, depreciation, and so forth, associated with its selling 
and administrative functions, but these costs are not included as part of manufacturing 
overhead. Only those costs associated with operating the factory are included in manu-
facturing overhead.

Various names are used for manufacturing overhead, such as indirect manufactur-
ing cost, factory overhead, and factory burden. All of these terms are synonyms for man-
ufacturing overhead.

Nonmanufacturing Costs
Nonmanufacturing costs are often divided into two categories: (1) selling costs and 
(2) administrative costs. Selling costs include all costs that are incurred to secure cus-
tomer orders and get the finished product to the customer. These costs are sometimes 
called order-getting and order-filling costs. Examples of selling costs include advertis-
ing, shipping, sales travel, sales commissions, sales salaries, and costs of finished goods 
warehouses. Selling costs can be either direct or indirect costs. For example, the cost of 
an advertising campaign dedicated to one specific product is a direct cost of that product, 
whereas the salary of a marketing manager who oversees numerous products is an indi-
rect cost with respect to individual products.

Administrative costs include all costs associated with the general management of 
an organization rather than with manufacturing or selling. Examples of administrative 
costs include executive compensation, general accounting, secretarial, public relations, 
and similar costs involved in the overall, general administration of the organization as a 
whole. Administrative costs can be either direct or indirect costs. For example, the salary 

I N  B U S I N E S S
FOOD PRICES HIT RECORD HIGHS FOR RESTAURANTS
Direct material costs are critically important to restaurants and fast-food chains. In recent years, 
some food costs have spiked to record highs. For example, unexpected freezing temperatures in the 
southwestern portion of the United States caused the cost of lettuce to increase 290%. Similarly, 
the costs of green peppers, tomatoes, and cucumbers jumped 145%, 85%, and 30%, respectively. 
A large chain such as Subway can withstand these price increases better than smaller competitors 
because of its buying power and long-term contracts.

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

© Digital Vision/PunchStock, RF
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Job-Order Costing—An Example

I N  B U S I N E S S
IS THIS REALLY A JOB?
VBT Bicycling Vacations of Bristol, Vermont, offers deluxe bicycling vacations in the United States, 
Canada, Europe, and other locations throughout the world. For example, the company offers a 
10-day tour of the Puglia region of Italy—the “heel of the boot.” The tour price includes international 
airfare, 10 nights of lodging, most meals, use of a bicycle, and ground transportation as needed. 
Each tour is led by at least two local tour leaders, one of whom rides with the guests along the tour 
route. The other tour leader drives a “sag wagon” that carries extra water, snacks, and bicycle repair 
equipment and is available for a shuttle back to the hotel or up a hill. The sag wagon also transports 
guests’ luggage from one hotel to another.

Each specific tour can be considered a job. For example, Giuliano Astore and Debora Trippetti, 
two natives of Puglia, led a VBT tour with 17 guests over 10 days in late April. At the end of the tour, 
Giuliano submitted a report, a sort of job cost sheet, to VBT headquarters. This report detailed the 
on the ground expenses incurred for this specific tour, including fuel and operating costs for the van, 
lodging costs for the guests, the costs of meals provided to guests, the costs of snacks, the cost of 
hiring additional ground transportation as needed, and the wages of the tour leaders. In addition to 
these costs, some costs are paid directly by VBT in Vermont to vendors. The total cost incurred for 
the tour is then compared to the total revenue collected from guests to determine the gross profit 
for the tour.

Sources: Giuliano Astore and Gregg Marston, President, VBT Bicycling Vacations. For more information about 
VBT, see www.vbt.com.

To introduce job-order costing, we will follow a specific job as it progresses through the 
manufacturing process. This job consists of two experimental couplings that Yost Pre-
cision Machining has agreed to produce for Loops Unlimited, a manufacturer of roller 
coasters. Couplings connect the cars on the roller coaster and are a critical component 
in the performance and safety of the ride. Before we begin our discussion, recall from a 
previous chapter that companies generally classify manufacturing costs into three broad 
categories: (1) direct materials, (2) direct labor, and (3) manufacturing overhead. As we 
study the operation of a job-order costing system, we will see how each of these three 
types of costs is recorded and accumulated.

Yost Precision Machining is a small company in Michigan that specializes in fabricat-
ing precision metal parts that are used in a variety of applications ranging from deep-sea 
exploration vehicles to the inertial triggers in automobile air bags. The company’s top 
managers gather every morning at 8:00 A.M. in the company’s conference room for the 
daily planning meeting. Attending the meeting this morning are: Jean Yost, the com-
pany’s president; David Cheung, the marketing manager; Debbie Turner, the production 
manager; and Marc White, the company controller. The president opened the meeting:

Jean: The production schedule indicates we’ll be starting Job 2B47 today. Isn’t that the 
special order for experimental couplings, David?

David: That’s right. That’s the order from Loops Unlimited for two couplings for their 
new roller coaster ride for Magic Mountain.

Debbie: Why only two couplings? Don’t they need a coupling for every car?
David: Yes. But this is a completely new roller coaster. The cars will go faster and will 

be subjected to more twists, turns, drops, and loops than on any other existing roller 
coaster. To hold up under these stresses, Loops Unlimited’s engineers completely 

MANAGERIAL 
ACCOUNTING IN 

ACTION

The Issue

© Sandee Noreen

© Sandee Noreen
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 4–5 Explain why some production costs must be assigned to products through an allocation 
process.

 4–6 Why do companies use predetermined overhead rates rather than actual manufacturing 
overhead costs to apply overhead to jobs?

 4–7 What factors should be considered in selecting a base to be used in computing the prede-
termined overhead rate?

 4–8 If a company fully allocates all of its overhead costs to jobs, does this guarantee that a 
profit will be earned for the period?

 4–9 Would you expect the amount of overhead applied for a period to equal the actual over-
head costs of the period? Why or why not?

 4–10 What is underapplied overhead? Overapplied overhead? What disposition is made of 
these amounts at the end of the period?

 4–11 Provide two reasons why overhead might be underapplied in a given year.
 4–12 What adjustment to cost of goods sold is made for underapplied overhead? What adjust-

ment is made for overapplied overhead?
 4–13 What is a plantwide overhead rate? Why are multiple overhead rates, rather than a plant-

wide overhead rate, used in some companies?
 4–14 What happens to overhead rates based on direct labor when automated equipment 

replaces direct labor?
Multiple-choice questions are provided in Connect.

Applying Excel Additional student resources are available with Connect.

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

LEARNING OBJECTIVES 4–1, 

4–2, 4–4

You should proceed to the requirements below only after completing your worksheet.
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  5. What is the total amount of manufacturing cost assigned to Job Q as of the end of March 
(including applied overhead)?

  6. What is the amount of underapplied or overapplied overhead?
  7. Will your answer to question 6 increase or decrease unadjusted cost of goods sold?
  8. If Sweeten Company requisitioned $24,000 from raw materials inventory during March, then 

how much indirect materials cost would be included in Manufacturing Overhead Incurred?
  9. If Sweeten Company’s labor time tickets totaled $33,000 for the month of March, then how 

much indirect labor cost would be included in Manufacturing Overhead Incurred?
 10. Calculate the cost of goods sold using the direct method.
 11. Calculate the cost of goods manufactured using the indirect method.
 12. Calculate the cost of goods sold using the indirect method.
 13. How would you revise your answer to question 11 if the company had beginning work in pro-

cess inventory of $8,000?
 14. How would you revise your answer to question 12 if the company had beginning finished 

goods inventory of $12,000?
 15. Assume that Job P includes 20 units that each sell for $3,000 and that the company’s selling 

and administrative expenses in March were $14,000. Prepare an absorption costing income 
statement for March.

Exercises Additional student resources are available with Connect.

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

Logan Products computes its predetermined overhead rate annually on the basis of direct labor-
hours. At the beginning of the year, it estimated that 40,000 direct labor-hours would be required 
for the period’s estimated level of production. The company also estimated $466,000 of fixed 
manufacturing overhead expenses for the coming period and variable manufacturing overhead of 
$3.00 per direct labor-hour. Logan’s actual manufacturing overhead for the year was $713,400 and 
its actual total direct labor was 41,000 hours.
Required:
Compute the company’s predetermined overhead rate for the year.

EXERCISE 4–2 Apply Overhead [LO4–2]

Westan Corporation uses a predetermined overhead rate of $23.10 per direct labor-hour. This pre-
determined rate was based on a cost formula that estimated $277,200 of total manufacturing over-
head for an estimated activity level of 12,000 direct labor-hours.

The company incurred actual total manufacturing overhead costs of $266,000 and 12,600 total 
direct labor-hours during the period.
Required:
Determine the amount of manufacturing overhead that would have been applied to all jobs during 
the period.

EXERCISE 4–3 Computing Job Costs [LO4–3]

Weaver Company’s predetermined overhead rate is $18.00 per direct labor-hour and its direct labor 
wage rate is $12.00 per hour. The following information pertains to Job A-200:

Direct materials                  $200
Direct labor                     $120

Required:
 1. What is the total manufacturing cost assigned to Job A-200?
 2. If Job A-200 consists of 50 units, what is the average cost assigned to each unit included in the 

job?

Confirming Pages

106 Chapter 3

nor78542_ch03_070-116.indd 106 09/25/15  09:22 PM

EXERCISE 3–18 Break-Even and Target Profit Analysis; Margin of Safety; CM Ratio [LO3–1, LO3–3, 

LO3–5, LO3–6, LO3–7]

Menlo Company distributes a single product. The company’s sales and expenses for last month 
follow: 

Total Per Unit

Sales . . . . . . . . . . . . . . . . . . . . . . . . . . $450,000 $30
Variable expenses . . . . . . . . . . . . . .  180,000  12

Contribution margin . . . . . . . . . . . . . 270,000 $18
Fixed expenses . . . . . . . . . . . . . . . .  216,000

Net operating income . . . . . . . . . . . $ 54,000

Required:
 1. What is the monthly break-even point in unit sales and in dollar sales?
 2. Without resorting to computations, what is the total contribution margin at the break-even 

point?
 3. How many units would have to be sold each month to earn a target profit of $90,000? Use the 

formula method. Verify your answer by preparing a contribution format income statement at 
the target sales level.

 4. Refer to the original data. Compute the company’s margin of safety in both dollar and percent-
age terms.

 5. What is the company’s CM ratio? If sales increase by $50,000 per month and there is no 
change in fixed expenses, by how much would you expect monthly net operating income to 
increase?

PROBLEM 3–19 Break-Even Analysis; Pricing [LO3–1, LO3–4, LO3–5]

Minden Company introduced a new product last year for which it is trying to find an optimal sell-
ing price. Marketing studies suggest that the company can increase sales by 5,000 units for each 
$2 reduction in the selling price. The company’s present selling price is $70 per unit, and variable 
expenses are $40 per unit. Fixed expenses are $540,000 per year. The present annual sales volume 
(at the $70 selling price) is 15,000 units. 
Required:
 1. What is the present yearly net operating income or loss?
 2. What is the present break-even point in unit sales and in dollar sales?
 3. Assuming that the marketing studies are correct, what is the maximum annual profit that the 

company can earn? At how many units and at what selling price per unit would the company 
generate this profit?

 4. What would be the break-even point in unit sales and in dollar sales using the selling price you 
determined in requirement 3 above (e.g., the selling price at the level of maximum profits)? Why is 
this break-even point different from the break-even point you computed in requirement 2 above?

PROBLEM 3–20 Various CVP Questions: Break-Even Point; Cost Structure; Target Sales [LO3–1,  

LO3–3, LO3–4, LO3–5, LO3–6, LO3–8]

Northwood Company manufactures basketballs. The company has a ball that sells for $25. At 
present, the ball is manufactured in a small plant that relies heavily on direct labor workers. Thus, 
variable expenses are high, totaling $15 per ball, of which 60% is direct labor cost. 

Last year, the company sold 30,000 of these balls, with the following results: 

Problems Additional student resources are available with Connect.
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Required:
 1. Identify the numbered components in the CVP graph.
 2. State the effect of each of the following actions on line 3, line 9, and the break-even point. For 

line 3 and line 9, state whether the action will cause the line to:
   Remain unchanged.
  Shift upward.
  Shift downward.
  Have a steeper slope (i.e., rotate upward).
  Have a flatter slope (i.e., rotate downward).
  Shift upward and have a steeper slope.
  Shift upward and have a flatter slope.
  Shift downward and have a steeper slope.
  Shift downward and have a flatter slope.
  In the case of the break-even point, state whether the action will cause the break-even point to:
   Remain unchanged.
  Increase.
  Decrease.
  Probably change, but the direction is uncertain.
  Treat each case independently.

x. Example.  Fixed expenses are reduced by $5,000 per period.
Answer (see choices above): Line 3: Shift downward.

Line 9: Remain unchanged.

Break-even point: Decrease.

 a. The unit selling price is increased from $18 to $20.
 b. Unit variable expenses are decreased from $12 to $10.
 c. Fixed expenses are increased by $3,000 per period.
 d. Two thousand more units are sold during the period than were budgeted.
 e. Due to paying salespersons a commission rather than a flat salary, fixed expenses are 

reduced by $8,000 per period and unit variable expenses are increased by $3.
 f. Due to an increase in the cost of materials, both unit variable expenses and the selling 

price are increased by $2.
 g. Advertising costs are increased by $10,000 per period, resulting in a 10% increase in the 

number of units sold.
 h. Due to automating an operation previously done by workers, fixed expenses are increased 

by $12,000 per period and unit variable expenses are reduced by $4.

Cases

CASE 3–32 Break-Evens for Individual Products in a Multiproduct Company [LO3–5, LO3–9]

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

“What’s the problem?”
“The president wanted to know the break-even point for each of the company’s products, but I 

am having trouble figuring them out.”
“I’m sure you can handle it, Cheryl. And, by the way, I need your analysis on my desk tomor-

row morning at 8:00 sharp in time for the follow-up meeting at 9:00.”
Piedmont Fasteners Corporation makes three different clothing fasteners in its manufacturing 

facility in North Carolina. Data concerning these products appear below: 

Velcro Metal Nylon

Normal annual sales volume . . . . . . . . . . . . 100,000 200,000 400,000
Unit selling price . . . . . . . . . . . . . . . . . . . . . .  $1.65  $1.50  $0.85
Variable expense per unit . . . . . . . . . . . . . .     $1.25  $0.70  $0.25

Additional student resources are available with Connect.

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

—Noel McKeon, Florida State College–
Jacksonville

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

as seasoned professors.”
—Terence Pitre, University of St. Thomas

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

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

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

	•	 Instructor’s	Resource	Guide

	•	 Test	Bank

	•	 Solutions	Manual
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“I strongly recommend this book 
to colleagues [for the] 

introductory course in managerial 
accounting. It fits students 

without a background in 
managerial accounting. It is the 

best textbook in managerial 
accounting.”

—Yousef Jahmani, Savannah State 
University

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

understand.”
—Sandy Copa, North Hennepin College

“Students can easily understand 
the book. [Noreen] covers all the 

pertinent topics needed in 
Managerial Accounting in a 
concise, easy to understand 

format.”
—Linda Malgeri, Kennesaw State 

University

Utilizing the Icons

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

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

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

The	IFRS	icon	highlights	content	that	may	
be affected by the impending change to 
IFRS	and	possible	convergence	between	
U.S.	GAAP	and	IFRS.
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Education is changing . . . and so are we.
McGraw-Hill’s Connect is a digital teaching and learning environment that support student’s skills in the classroom and 
beyond. With Connect, instructors use technology to enhance learning by delivering interactive assignments, quizzes, 
and tests easily online. Connect digital assets focus on concepts, application, and assessment. Students can practice 
important skills at their own pace and on their own schedule.

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

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

A Market-Leading Book Deserves

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

Guided Examples
Guided Examples, available as hints within Connect when enabled by 
the instructor, provide a narrated, animated, step-by-step walkthrough 
of select exercises similar to those assigned. These short presenta-
tions provide reinforcement when students need it most.
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Market-Leading Technology
Less Managing. More Teaching. Greater Learning.
Connect offers a number of powerful tools and features to make managing assignments easier, so faculty can spend more time teach-
ing. With Connect, students can engage with their coursework anytime, anywhere, making the learning process more accessible and 
efficient. Please see the previous page for a description of the student tools available within Connect.

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

	•	 Create	and	deliver	assignments	and	assessments	easily	with	selectable	static	and	algorithmic	end-of-chapter	questions	and	test	
bank items.

	•	 Go	paperless	with	online	submission	and	grading	of	student	assignments	and	by	sharing	notes	through	the	media-rich	eBook.

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

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

Instructor Library
The Connect  Instructor	 Library	 is	 your	 repository	 for	 additional	 resources	 to	 improve	 student	
engagement in and out of class. You can select and use any asset that enhances your lecture. The 
Connect Instructor	Library	includes	access	to	the	textbook’s	Solutions	Manual,	Test	Bank,	Instruc-
tor PowerPoint®	Slides,	 Instructor’s	Resource	Guide,	Applying	Excel	Solutions,	Sample	Syllabus,	
and Media-rich eBook.

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

	•	 An	integrated	eBook,	allowing	for	any	time,	anywhere	access	to	the	textbook.

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

	•	 A	powerful	search	function	to	pinpoint	and	connect	key	concepts	in	a	snap.

	•	 Highlighting,	note-taking	and	sharing,	and	other	media-rich	capabilities.

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

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

Learn Without Limits
Connect is a teaching and learning platform 
that is proven to deliver better results for 
students and instructors.

Connect empowers students by continu-
ally adapting to deliver precisely what they 
need, when they need it, and how they need 
it, so your class time is more engaging and 
effective.

Connect Insight®
 

Connect Insight is Connect’s new one-of-a-kind visual 
analytics dashboard—that provides at-a-glance infor-
mation regarding student performance, which is imme-
diately actionable. By presenting assignment, assessment, and 
topical performance results together with a time metric that is 
easily visible for aggregate or individual results, Connect Insight 
gives the user the ability to take a just-in-time approach to teach-
ing and learning, which was never before available. Connect Insight 
presents data that helps instructors improve class performance in 
a way that is efficient and effective.

88% of instructors who use Connect 
require it; instructor satisfaction increases 

by 38% when Connect is required.

Analytics

 Using Connect improves passing rates 
by 10.8% and retention by 16.4%.
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Proven to help students improve grades and 
study more efficiently, SmartBook contains the 
same content within the print book, but actively 
tailors that content to the needs of the individ-
ual. SmartBook’s adaptive technology provides 
precise, personalized instruction on what the 
student should do next, guiding the student to 
master and remember key concepts, targeting 
gaps in knowledge and offering customized feed-
back, and driving the student toward comprehen-
sion and retention of the subject matter. Available 
on smartphones and tablets, SmartBook puts 
learning at the student’s fingertips—anywhere, 
anytime.

Adaptive

Over 4 billion questions have been 
answered, making McGraw-Hill 

Education products more intelligent, 
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“Creating value through values” 
is the credo of today’s man-
agement accountant. It means 
that management accountants 
should maintain an unwavering 
commitment to ethical values 
while using their knowledge and 
skills to influence decisions that 
create value for organizational 
stakeholders. These skills include 
managing risks and implement-
ing strategy through planning, 
budgeting and forecasting, and 
decision support. Management 
accountants are strategic busi-
ness partners who understand 
the financial and operational 
sides of the business. They not 

only report and analyze financial measures, but also nonfinancial measures of process 
performance and corporate social performance. Think of these responsibilities as prof-
its (financial statements), process (customer focus and satisfaction), people (employee 
learning and satisfaction), and planet (environmental stewardship). ■

Source: Conversation with Jeff Thomson, president and CEO of the Institute of Management Accountants.
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What Is Managerial Accounting?

This chapter explains why managerial accounting is impor-
tant to the future careers of all business students. It begins by answering two 
questions: (1) What is managerial accounting? and (2) Why does managerial 
accounting matter to your career? It concludes by discussing six topics— ethics, 

strategic management, enterprise risk management, corporate social responsibility, pro-
cess management, and leadership—that define the business context for applying the quan-
titative aspects of managerial accounting.

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

EXHIBIT 1–1
Comparison of Financial and 
Managerial Accounting

• Reports to managers inside
 the organization for:
  Planning
  Controlling
  Decision making

• Emphasizes decisions 
 affecting the future.

• Emphasizes relevance.

• Emphasizes timeliness. 

• Emphasizes segment
 reports.

• Need not follow GAAP/IFRS.

• Not mandatory.

Accounting

Financial and
Operational Data

Managerial
Accounting

• Reports to those outside
 the organization:
  Owners
  Creditors
  Tax authorities
  Regulators

• Emphasizes financial 
 consequences of past 
 activities.

• Emphasizes objectivity and 
 verifiability.

• Emphasizes precision.

• Emphasizes companywide
 reports.
   
• Must follow GAAP/IFRS.

• Mandatory for external reports.

Financial
Accounting

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

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

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

 ∙ How many students do we need to hire in total and from each major?
 ∙ What schools do we plan to include in our recruiting efforts?
 ∙ Which of our employees will be involved in each school’s recruiting activities?
 ∙ When will we conduct our interviews?
 ∙ How will we compare students to one another to decide who will be extended job 

offers?
 ∙ What salary will we offer our new hires? Will the salaries differ by major?
 ∙ How much money can we spend on our recruiting efforts?

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

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

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

 ∙ Did we lose too many exceptional candidates to competitors?
 ∙ Did each of our employees involved in the recruiting process perform satisfactorily?
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 ∙ Is our method of comparing students to one another working?
 ∙ Did the on-campus and office interviews run smoothly?
 ∙ Did we stay within our budget in terms of total salary commitments to new hires?
 ∙ Did we stay within our budget regarding spending on recruiting activities?

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

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

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

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

EXHIBIT 1–2 
Examples of Decisions

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

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

Who should be the focus of our 
marketing efforts?

How should we supply our 
parts and services?

What new products and services 
should we offer?

Who should we start serving? How should we expand our 
capacity?

What prices should we charge 
for our products and services?

Who should pay price premiums 
or receive price discounts?

How should we reduce our 
capacity?

What products and services 
should we discontinue?

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

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

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

Why Does Managerial Accounting Matter to Your Career?

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

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

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

The left-hand column of Exhibit 1–3 describes some planning, controlling, and 
 decision-making applications in the marketing profession. For example, marketing man-
agers make planning decisions related to allocating advertising dollars across various 
communication mediums and to staffing new sales territories. From a control standpoint, 
they may closely track sales data to see if a budgeted price cut is generating an anticipated 
increase in unit sales, or they may study inventory levels during the holiday shopping 
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season so that they can adjust prices as needed to optimize sales. Marketing managers also 
make many important decisions such as whether to bundle services together and sell them 
for one price or to sell each service separately. They may also decide whether to sell prod-
ucts directly to the customer or to sell to a distributor, who then sells to the end consumer.

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

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

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

EXHIBIT 1–3 
Relating Managerial Accounting 
to Three Business Majors

Marketing
Supply Chain 
Management

Human Resource 
Management

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

How many units 
should we plan to 
 produce next period?

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

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

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

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

Controlling Is the budgeted price 
cut increasing unit 
sales as expected?

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

Is our employee 
retention rate 
exceeding our 
goals?

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

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

Are we meeting our 
goal of completing 
timely performance 
appraisals?

Decision 
Making

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

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

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

Should we sell directly 
to customers or use a 
distributor?

Should we redesign 
our manufacturing 
 process to lower 
inventory levels?

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

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

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

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

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

Source: Conversation with Jodi Ryan, the Institute of Management Accountants’ Director, Education/Corporate 
Partnerships. (201) 474-1556 or visit its website at www.imanet.org.
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I N  B U S I N E S S
HOW’S THE PAY?
The Institute of Management Accountants has created the following table that allows individuals to 
estimate what their salary would be as a management accountant.

Your  
Calculation

Start with this base amount  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $75,879 $75,879
If you are top-level management  .  .  .  .  .  .  .  .  .  .  . ADD $48,471
OR, if you are senior-level management  .  .  .  .  . ADD $26,516
OR, if you are entry-level management  .  .  .  .  .  . SUBTRACT $22,137
Number of years in the field _____  .  .  .  .  .  .  .  .  . TIMES $      7
If you have an advanced degree  .  .  .  .  .  .  .  .  .  .  . ADD $14,662
If you hold the CMA  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . ADD $19,992
If you hold the CPA  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . ADD $15,837      
Your estimated salary level  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .      

EXHIBIT 1–4 
CMA Exam Content 
Specifications

Part 1 Financial Reporting, Planning, Performance and Control
 External financial reporting decisions
 Planning, budgeting, and forecasting
 Performance management
 Cost management
 Internal controls

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

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

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

Managerial Accounting: Beyond the Numbers

Exhibit 1–5 summarizes how each chapter of the book teaches measurement skills that 
managers use on the job every day. For example, Chapter 9 teaches you the measure-
ment skills that managers use to answer the question—how should I create a financial 
plan for next year? Chapters 10 and 11 teach you the measurement skills that managers 
use to answer the question—how well am I performing relative to my plan? Chapter 6 
teaches you measurement skills related to product, service, and customer profitability. 
However, it is vitally important that you also understand managerial accounting involves 
more than just “crunching numbers.” To be successful, managers must complement their 
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measurement skills with six business management perspectives that “go beyond the num-
bers” to enable intelligent planning, control, and decision making.

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

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

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

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

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

Chapter Number The Key Question from a Manager’s Perspective

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

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

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

Chapter 5 How should the income statement be presented?

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

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

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

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

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

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

Final PDF to printer




