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Solving Learning
and Teaching Challenges

Technology Makes It Simple

These features give students step-by-step direc- - echnology Makes It Simple
tions on how to use Microsoft Excel 3635 to Creating Scatterplots

perform an accounting task with more efficiency.™ | © i one ot ond e ssacate cos ot 1 h et sk o e gt T
Examples include: scatterplots, regression analy- 3 it nrre oo h b, o e chr oo, cosnettr s he g
sis, capital budgeting, CVP graphs, budgeting,

data is on the y-axis.

To add titles for the chart and each axis, click on the Quick Layout tab on the ribbon and
choose the first layout pictured. Customize the chart and axis titles to reflect your data set.
You may also delete the legend, if desired, by right-clicking on the legend and choosing
delete

and sensitivity analysis.

»

o

If the data consist of large numbers, the graph may not automatically start at the origin. If
you want to see the origin on the graph, right-click on any of the numbers on the x- or y-axis
and choose Format Axis. Then insert “0" (zero) as the minimum bound.

m | | Try It! Interactive Questions
Found throughout the chapter, Try It!

Sarah Haymeyer, CPA, pays her new staff accountant, Hannah, a salary equivalent to $25 interactive questions give students the
per hour, while Sarah receives a salary equivalent to $40 per hour. The firm’s predetermined . l h h
indirect cost allocation rate for the year is $12 per hour. Haymeyer bills for the firm’s ser- Opportunlty to apply the Concept t ey
vices at 30% over cost. Assume Sarah works 5 hours and Hannah works 10 hours preparing just learned with solutions provided at
a tax return for Michele Meckfessel. f . .

1. What is the total cost of preparing Meckfessel’s tax return? the end of the Chapter‘ Video solutions

2. How much will Sarah bill Meckfessel for the tax work? are also available in MyLab Accounting,

featuring the author walking through
the Try It! problems on a white board.

Please see page 210 for solutions.

Learning Objective Videos
Each learning objective in the text has a Chapter 1: Introduction to
Corresponding short (3— to 5- minute), Managerial Accou nt]ng
author-created video that summarizes the
content of the text. These videos were cre-
ated with flexibility in mind: students can _ " _

. . LO 1: Identify managers’ three primary
use them to preview the text before reading, responsibilities
summarize the text after reading, or review
concepts in preparation for exams. The vid-
eos are housed in the multimedia library in

MyLab Accounting and are also assignable.

Excel in MyLab )

Accounting Lot T A

e Students will download it LS - = = : -
and complete problem : _

in Microsoft Excel.

Download Starting Materals Work Project on your Upioad Completed Document  Submil Preject for Grading
Computer

e Students receive B pe ” ®

personalized, detailed

feedback upon submit- - i
ting their completed o S
spreadsheets.

® Questions will be auto-
graded and reported to

the grade book.

Xiv



Sustainability

Within every chapter is a section on how sustain-

ability relates to the main chapter topic.

Sustainability and Cost Behavi b

Many companies adopting sustainable busine: s experience changes in
the way their costs behave. For example, most banks, credit card companics, and
utilitics now promote the use of paperless e-banking and e-billing as a preferable
alrernative to sending traditional paper statements and bills through the mail.
Why? Because e-banking and e-billing drives down a company’s variable costs
since they don’t have to spend money on the paper, envelopes, printing, and
postage associated with sending out paper statements. Likewisc, when a cus-
tomer pays clectronically rather than sending in a check, the company doesn’t
incur the variable cost associated with opening the mail, recording the payment
to the customer’s account, and processing the bank deposit. All of this is accom-
plished clectronically by the company’s software.

On the other hand, the company must incur additional fixed costs o de-
velop and operate secure online banking and billing websites. However, we
know that the variable cost savings is greater than the increase in fixed costs
because many companics are cither (1) offering customer incentives to switch to
e-billing or (2) charging customers an additional fec for recciving paper-based
bills and statements in the mail. Whether using the carrot or the stick approach,
companies are shifting consumer behavior as a means to decrease total costs.

The environmental consequences of e-billing and e-banking are tremen-
dous if you consider the entire production and delivery cycle of the bills and
statements, all of the way from logging the trees in the forest to delivery of the
bill at the customer’s doorstep. Not only are fewer trees cut down, but also less
energy is consumed in transportation of the timber, processing of the paper,
distribution of the paper, delivery of the statements via the U.S. Postal Service,
and final disposal of the paper at landfills or recycling centers. In addition, less
waste water is generated and fewer greenhouse gas emissions are produced. The

ract

industrics, such as the U.S. Postal Service.

We have just described the most typical cost behavio
chapter, we will

. In the next part of the
methods managers use for determining how their costs behave.

Cost Behavior

> See Exercises E6-26A
downside, from a triple-bottom-line perspective, is the loss of jobs in associated and E6-498B

Sustainability

=1 Describe sustainability and how it can create
business value

2 Describe sustainabilty reporting and the
leading reporting frameworks

3 Describe EMA systems and their uses and

panios-300585259 htl. challenges

Sources: 2018 Southwast Avines One Repor; Southwst Adine Co. 2018 10X f

[y ———

#4 Analyze sustainailty performance using
data analytics tools

Southwest Airlines is renowned for having a positive corporate culture that em-
braces amployeas as the heart of it operations. Unlike other major arlines, after 9/11 and the
economic criss of 2008, Southwest refused to lay off employees. The result? Southwest has
boen liste for 24 consecutive years on Forbes’s ls ofthe “World's Most Admired Companies,”
including being ranked eighth highest on the list in 2018. It has also made Forbes's “Best
Employer” list and Corporate Responsiblity magazine’s “Best Corporate Citizens" lst. How
doss Southwest do t? The company embraces the rple bottom line: people, plane, and profit
Not only does Southwest tret its employees well, returning over 544 million to employees
in 2018 as part of its profit-sharing plan, but it also treats customers well by offering two free
checked bags, no change fees, and frequent-flier points that can be used to book any flight at
any time. From an environmental perspective, Southwest has been able to increase its jet fuel
efficiency by nearly 33% since 2005, and the company has increased recycling efforts, not only
with in-light and corporate waste but even with is used aiplane seats and billboards. How
ave il of these measures affected the company's profitabilty? Southwest hs had 46 consecu-
tive yoars of profit, which is unheard of in the arine industry, espcialy during the turbulent

periods following 9/11 and the latest economic criis

—45

Learning Objectives ™R

Also included is a quick reference on which end-
of-chapter problems correspond to the sustainab
ity concept.

:

116 cHapTer 2

E2.388 Value chain an inability eff aming Objective 2)
e s 388 Value chain and sustainability efforts (Learning Objective 2)
Each of for therecyded

carpet ey, For aachscanario, Geny uhich ncton ofthe el chain
i epresent (R8O, Desgn, PurchasingPoducing, Marketng, Disibuting, or e

e

strong sustainable. ek

a. Flor®,a company that produces SR DT e
o a R et anc reyci) o winers can arrange to have old tes
e e
program wuld falinto which function in the value chain?

b Los Angeles Fiber Company (LAFC) received the EPA/CARE award to recognize Los
Angeles Fiber Company's sustainabilty efforts. Since 2000, LAFC has recycled more
than 464 million pounds of post.consumer carpet. Its carpet brand, Reliance Carpet, is
made entirely from post.consumer carpet fiber. The cost of promoting the company's
products and is sustainabilty eforts would fal into which function in the value chain?

. Ford Motor Company purchases cylinder head covers made from a nylon resin con
taining 100% recycled carpt n s Mstangs. Th cos ofthecyinder head covers
woukd all o which uncon i th vk chein

d. Axminster fror by

such .Mmd ol ol
s carbon offset is verified tary Th
o s oo S e o o s vl e

o SEprimion: flooring manufacturer. I has created Cradle to Cradle Silver
Certified carpet, which i carpet that can be recycled back into new carpet again and
sai st the o o Usehl e, o It cai o beckTto he Sl The contto lvelop
the production process for the Cradle to Cradie Silver Certfied carpet would falinto
which function in the value chain?

. Fref@loc” Flooing s manufacturad using the wast generated o the T
e of commercial nylon carpet. The.
oS g o o et it s
E2398 Classify and calculate a manufacturer's costs (Learning Objective 4]
An ailine manufacturer incurred the following costs last month (in thousands of dollars).

. Airplane seats s 300
b. Production supervisors' salares. s 110
< D forklfts in factory )
d. s 3

Factory janitors' wages s 50
£, Assembly workers' wages. s 630
9. Property tax on corporate marketing offices s 2
h. Plant uti s 140
i Cost s 230
i * health s 4
k. s 100
1. Cost of designing new plant layout s 160
m Jet $1400

Requirements

1. :

material DM, directlabor (DU, ndirect labor (L, indirect materials (M), other manu-
facturing overhead (other MOH), or period cost. What i the total for each type of cost?
Calculate total manufacturing overhead costs.
Calculate total product costs.
Calculate total prime costs
Calculate total conversion costs.

Calculate total period costs.

Sustainability Chapter
This chapter provides a deeper dive into how
sustainability can generate business value.

It also includes sections on sustainability
reporting, including the Global Reporting
Initiative (GRI), Sustainability Accounting
Standards Board (SASB), and Integrated
Reporting (IR).

il-
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EXHIBIT 615 Output of Microsoft Excel Regression Analysis

Cost Behavior 377

1. Intercept coefficient (this refers to the vertical intercept) = 14,

the bottom of the outpu:

1. The Intercept coefficient s the vertical intercept of the mixed
cost line. It epresents the fixed cost component of the mixed
cost. Regression analysis tells us that the fixed component of
the monthly uility bill s $14,538. Why is this different from
the $8,000 fixed cost we found using the high-low method?
It because regression analysis considers every data point,
not just the high- and low-volume data points, when form-
ing the best fitting line.

2. The “X Variable 1 coefficient” is the slope of the mixed cost
line. It represents the variable cost per guest. Regression
analysis tells us that the hotel spends an extra $7.85 on uili-
ties for every guest it serves. This is slightly lower than the
$8 per guest amount we found using the high-low method.
Using the regression output, we can write the monthly utili-
ties cost equation as follows:

¥ = §7.85x + $14,538
where
= total monthly utiliies cost

x = number of guests

‘The R-squared value is often referred o as a “goodness-of-fit”

A | B c o | & 3 G H
‘SuMMARY ouTPUT
[
Regression Statistcs
[ Wullp 7 573273
5 | RSquare 004726
Adjusted A Sauare 041986
Standard Eror 8055744
Observatons 2
ANOVA
o ES s F[Sgnicance F
Fogression T [ 11650074572 [117€ + 10 [176,6110363] 1.02696E.07
Residual 70 | esae2romn 2 | basseren
Total 1| v2208702500
Tover | Upper | Lower | Upper
16 Gooficionts | Stancarg Eror | _tstat | poaive | _o5% os% | osow | osow
17 [ Trcept | 1453605 | tioos o624 | 1221855 3240765701 [ 1167515765 | 4104925 | 1167516 | 4104925
15 X Varablo 1 | 7849766 | 0565720166 | 13.4015 |1 0269607 6 5446097 |0 154831 | 5447 | o-5ae51

2. X Variable 1 coefficient (this refers to the slope) = 7.85 (rounded)
3. The R-squared value (the goodness-of-it statistic) = 0.947 (rounded)

Let’s look at each piece of information, starting with the highlighted information at

3. Now, lets look at the Rosquared value highlighted near the top of Exhibit 6-15.

538.05

| | Why is this important?
“Regression analysis

gives managers the most
representative cost equations,
allowing them to make the most
accurate cost projections. It is also
very easy to perform using Excel.”

statistic because it tells

Decision Guidelines

Found at the midpoint and end of

Why is this important?

Found throughout the chapter, this
feature connects accounting with the
business environment so that students
can better understand the business sig-
nificance of managerial accounting.

each chapter, this feature uses a busi-

ness decision context to summarize
key terms, concepts, and formulas
from the chapter in question-and-
answer format.

cHaTER 8

Decision Guidelines

Relevant Information for Business Decisions

<pecial order decsions.

Decsion Guidslines

hat i
a shortterm specia business

1. tpertains to the future.
deciion?

2. 1t difers besween altematives.

What are two key quidelines
in making short-term special
business decisions?

1. Focus on relevant data
2 fixed costs,

Wht are twa ptfals to avoid in 1. Aveid including sunk costs
making business decisions’ 2. Avoid using the sbsorption cost per unt since it ncludes both fixed and variable
components.

Companies that are committed to sustainabilty il jucge overy decision through the
lens. lne,
proft, but also on it consequences for poople and the planet

How does 2 companys

affectdocision making?

‘What should Nike consider
in seting s regula product
prices?

Nk considers the following
1. The proft stockholders expect

2. The price customers re wiling to pay

3. Whether it  pricesetter or aprice ke

Nk Niko! Thus, Nike tends.
take 1o pricing?

Total cost

Plus: Desired profic

‘Cost pls price

» the company.
a nonbranded Thirt isa prico. pricing,

ket
mandfacturer take o pricing?  target-costing approach to pricng;
Revene st market price
Less: Desired profic
Target toral cost

1 fxed costa of ling

Should Nike accopt » arge e
the ordr,then accepting the order vl increase operating income.

<pecial order from 3 cstomer

ata price that s lower han the.
normal sales price?

Activity-Based Costing, Lean Operations, and the Costs of Quality 227

Do the journal entries used difer i fined
2 single,
head rate?
Answer: refined the same a5
Chapter 3 for The

activity cost
ool rather than one MOH account. By using several MOH accounts, the manufacturer obtains
mare detailed information on each cost pool. This nformation may help managers make better
estimates when calculating allocation rates the next year.

How Do Managers Use the Refined Cost
Information to Improve Operations?

We've just seen how companies can increase the accuracy of ther product costing systems
by using departmental overhead rates or ABC. Now let's considee how managers use this
improved cost informarion to run their companics more cffctively and cffciently.

Activity-Based Management (ABM)

Actviy-based managemens (ABM) refes 1o using activiry-based cost information
that P  needs. Companies can use

'ABC information for pricing and product mix decisions, for identifying opportunites o

cut costs, and for routine planning and control decisions.

Pricing and Product Mix Decisions.

Earlier in the chapter, our ABC example showed managers thac ellipticals cost less to
make and treadmills cost more to make than indicated by the original plantwide cost al
location system

For ex:

the product by

vertisements for ellpticals. On the other hand, managers will want to reevaluate the price

. be high enough to cover the cost of producing and

tile seill being low enough to compete with other companics and
tness a reasonable profit

Afer implementing ABC, companies often realize they are overcosting their high-

volume products and undercosting their low-volume products. Plantwide overhead rates

(such as dircctIabor hours) end up allocating

B

or product level, where they can be spread over the number of batches or product lines.
As shown in Exhibit 4-21, ABC tends to increase the unit cost of low-volume products
(that have fewer units over which to spread batch-level and product-level costs), and de-
erease the unit cos of high-volume prody

As a result of using AB jes have found that they were actually losing
‘money on some of their prodcts while carning much more profit than they had realized
on other products! By shifting the mix of products offered away from the less profitable
and toward the more p sarea

higher

Cutting Costs
Most companies adopt ABC to get more accurate product costs for pricing and product

portunities to cut costs. For example, the ABC data calculated in Exhibit 4-15 showed

I
3 Understand the

bensfit and imitations
of ABC/ABM systems

Stop & Think

Found at various points within
each chapter, this feature includes a
question-and-answer snapshot ask-
ing students to critically examine a
concept they just learned.



END OF CHAPTER

Learning Objectives

179

o——— End-of-Chapter Problems

End-of-chapter items are structured to allow students to
progress from simple to more rigorous as they move from
item to item.

Serial Case

A serial (continuing) case that focuses on one real world
company has been added to the end-of-chapter material.
The serial case consists of several small cases, one per
chapter. These cases are meant to inspire critical thinking
and to connect the content with real life by following
one company through all of the chapters in managerial

accounting.

Serial Case

C1165 Calculate labor variances in a hotel (Learning Objective 3)

CRITICAL THINKING

Discussion & Analysis
AB67

and qual

Application & Analysis
Mini Cases

o—

Critical Thinking

Problems are included to provide students with the opportunity
— for applied critical thinking. These problems include ethical top-

ics, mini cases, and decision-making cases in real companies.

e Fthics Mini Cases based on the IMA Statement of Professional
Practice are highlighted with an icon.

e Real Life Mini Cases focusing on a real company and the
decisions presented in business are highlighted with an icon.

REAL LIFE
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Directed Reading Guides

Directed reading guides, which have been prepared by the authors, help students
take thorough notes while reading the text and glean the most important informa-
tion from each chapter. Each chapter’s reading guide follows the text, paragraph-
by-paragraph, asking students to answer questions and fill in the blanks, thereby
keeping students actively engaged while preparing for class.

Accounting in the Headlines Blog

Accounting in the Headlines (www.accountingintheheadlines.com) is a blog
written by Wendy Tietz. New stories are added to the blog each month. The
blog contains short stories about real-life companies and current events that can
be used in the accounting classroom to illustrate introductory accounting con-
cepts. The blog posts contain stories and discussion questions, making the blog a
turnkey solution for instructors wanting to use real-life examples in their classes.
All content is intended to be brief and fit easily into the typical introductory ac-
counting class. In addition to the content found on the blog site, multiple-choice
questions related to each blog post can be found in MyLab Accounting.

WHAT'S NEW TO THE SIXTH EDITION

Both students and instructors will benefit from new content in the
sixth edition.

e NEW CONTENT ON DATA ANALYTICS! Data Analytics is becoming
critically important in business—specifically in accounting. In an increasingly
competitive environment, having the ability to harness information to make
sound business decisions is becoming crucial. In the last learning objective
of every chapter, students are introduced to data analytics in the context
of a business decision relating to the chapter content. Each data analytics
section focuses on both 1) knowledge and insight, and 2) a Microsoft Excel
skill that could be used to analyze the data.

* Each chapter has corresponding data analytics homework questions
that mimic the business decision used in the text. The homework ranges
in difficulty from simply understanding the concepts (Quick Check), to
interpreting the data analytics output (Exercises), to performing the data
analytics (Problems). This range of homework material provides ample
opportunity for students to improve critical thinking and Excel skills in the
realm of data analytics.

* Data analytics content is provided in the last learning objective in each
chapter, giving professors maximum flexibility for covering the material as
they see fit:

Chapter 1 LO 6: Describe foundational concepts in data analytics —
Overview of data analytics: Benefits, process, types of data,
types of analytics, and reasons for data visualization.


http://(www.accountingintheheadlines.com)

Chapter 2

Chapter 3

Chapter 4

Chapter 5

Chapter 6

Chapter 7

LO 7: Describe fundamental Excel features and perform
basic Excel operations — Overview of how to identify,
navigate and use basic Excel features. Excel skills: Identify
components of a workbook and navigate through large
data sets, select cells and ranges, reference cells and
ranges, carry out arithmetic operations, access functions
and dialog boxes.

LO 8: Analyze revenue, cost and inventory data using data
analytics tools — Analyze individual data records in large data
sets to determine oldest inventory, largest sales orders in
specific locations, and so forth. Excel skills: Create, sort and
filter Excel tables.

LO 8: Analyze job costs and profitability data using data
analytics tools — Aggregate and analyze summarized job cost
data by attributes, such as finding average cost by product
and plant. Excel skill: Pivot tables.

LO 6: Analyze activity cost pools and cost drivers using data
analytics tools: Find correlation between variables to choose
the best allocation base for activity cost pools. Excel skill:
CORREL function (correlation).

LO 6: Analyze process costing information using data
analytic tools: Analyze individual data records and
aggregated data to find the most profitable individual orders
and the most profitable packaging options and customers
for a mass-produced product. Excel skills: Create and sort
Excel tables and pivot tables.

LO 7: Analyze cost behavior and make predictions using data
analytic tools: Use regression to build predictive cost models
for an airline that is contemplating adding a new route. Excel
skills: Linear regression, multiple regression, R-squared,
adjusted R-squared, scatter chart, trendline, regression
equation.

LO 6: Analyze cost, volume, and profit using data

analytics tools: Calculate operating income under several
combinations of price and volume simultaneously; visually
highlight those combinations that meet management’s profit
goals. Excel skills: What-if-Analysis data tables; conditional
formatting.

Xix
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What's New to the Sixth Edition

Chapter 8 LO 8: Analyze business decisions using data analytics tools:
Determine profitability of a special order by locating cost
records and comparing with the requested special-order
prices. Excel skill: VLookup.

Chapter 9 LO 5: Analyze data for budgeting using data analytics tools:
Build predictive sales models using simple linear regression.
Excel skills: Use Forecast Forward to forecast trendline
at higher volumes; use FORECAST, RSQ, SLOPE and
INTERCEPT functions.

Chapter 10 LO 7: Analyze financial performance using data analytics tools:
Calculate variances and label them as favorable or unfavorable
on a performance report. Excel skills: IF function, ABS functions.

Chapter 11 LO 7: Analyze manufacturing variances using data analytics
tools: Use management by exception to find variances
exceeding management’s investigation criteria. Excel skills:
IFS function, filtering, conditional formatting.

Chapter 12 LO 6: Analyze capital investments using data analytics
tools: Perform sensitivity analysis on the IRR of a potential
investment using three different cash flow scenarios (best,
most likely, and worse-case scenarios). Excel skill: IRR function.

Chapter 13 LO 4: Analyze financial data for the statement of cash
flows using data analytics tools: Aggregate general ledger
accounts into comparative balance sheet line items in order
to prepare the operating section of the statement of cash
flows. Excel skills: Pivot table with slicer.

Chapter 14  LO 5: Analyze financial trends using data analytics tools:
Compute gross profit percentage on different distribution
channels and visualize trends in sales revenue and gross profit
for each channel. Excel skills: Sparklines and line charts.

Chapter 15 LO 4: Analyze sustainability performance using data analytics
tools: Prepare and analyze column charts on the company’s
waste-to-landfill as part of a sustainability dashboard. Excel
skill: Column charts.

NEW DATA ANALYTICS PROJECTS! Offer students hands-on practice

in mining, analyzing, and reporting on data. Each project contains a list

of requirements, a data set from a real company, a tutorial video, and
instructions for using software such as Excel, Power Bl, or Tableau. Using
these tools, students learn how to extract and examine key information
about a company related to its products, operations, and consumer buying
habits. With this experience and knowledge, students are able to make
smarter business decisions and are better prepared for the workforce.
Additional data analytics teaching materials can be accessed by visiting the
“Accounting Is Analytics” blog (https://accountingisanalytics.com) written
by Wendy Tietz, Jennifer Cainas, and Tracie Miller-Nobles.


https://accountingisanalytics.com

What's New to the Sixth Edition

New and updated content within the end-of-chapter material

Quick Checks Updated quick checks in each chapter. These questions
are conceptual in nature. New data analytics question
in every chapter.

Short Exercises Short exercises have been updated, where applicable,
to remain current. In addition, a new real-world short
exercise is included in every chapter.

Exercises Exercises have been updated, where applicable, to
remain current. New data analytics exercises that
require students to interpret the output of the data
analytics illustrated in the chapter.

Problems Problems have been updated, where applicable,
to remain current. New data analytics problems
that require students to perform the data analytics
illustrated in the chapter.

Ethics Mini Cases ~ Updated case at the end of each chapter based on the
IMA Statement of Professional Practice.

Real Life Mini Cases Updated case at the end of each chapter focusing on a
real company situation.

Serial Case The serial case has been updated. This serial case
focuses on the same real world company and
continues throughout the entire text in the end of
chapter materials.
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Sta rbucks Corporation, which began operations in 1971 as a sole coffee bean
shop in Seattle’s well-known Pike Street Market, now has over 31,200 company-owned and
licensed stores in 81 markets around the world. The company’s success can be attributed to in-
novative thinking, carefully disciplined expansion, and a focus on corporate responsibility. The
company believes that its commitment to ethically sourced coffee, contributions to local com-
munities, and superior employee benefits to part-time as well as full-time employees contribute
to the company’s objective of being one of the most recognized and respected brands in the
world. Management accounting plays a role in implementing the company's strategy. Without
information on the costs and benefits of different beverages, programs, distribution channels,
and geographic areas, Starbucks would not be able to make responsible yet profitable deci-
sions. Starbucks uses management accounting to make operating decisions that focus on cor-

porate responsibility while also keeping the company financially strong.
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1 Identify managers’
three primary
responsibilities

As the Starbucks story shows, managers use accounting information for much more than
preparing annual financial statements. They use managerial accounting information to
guide their actions and decisions. For Starbucks, these decisions might include opening new
stores, adding new products, or even providing new employee benefits, such as Starbucks’s
tuition reimbursement plan. Management accounting information helps management
decide whether any or all of these actions will help accomplish the company’s ultimate
goals. In this chapter, we’ll introduce managerial accounting, describe how it differs from
financial accounting, and discuss the skills and ethics management accountants need. We
will also discuss the regulatory and business environment in which today’s managers and
management accountants operate.

What Is Managerial Accounting?

Managerial accounting, also referred to as management accounting, focuses on the finan-
cial insight needed for an organization to achieve success. In the words of the Institute of
Management Accountants,

Management accounting is a profession that involves partnering in manage-
ment decision making, devising planning and performance management systems,
and providing expertise in financial reporting and control to assist management
in the formulation and implementation of an organization’s strategy.'

As you will see throughout the book, managerial accounting is very different from finan-
cial accounting. Financial accounting focuses on providing stockholders and creditors
with the information they need to make investment and lending decisions. This informa-
tion takes the form of financial statements: the balance sheet, income statement, state-
ment of shareholders’ equity, and statement of cash flows. On the other hand, managerial
accounting focuses on identifying, interpreting, analyzing, and implementing the financial
information internal management needs to run the company efficiently, effectively, and
profitably. This information takes many forms depending on management’s needs.

To understand the kind of information managers need, let’s first look at their pri-
mary responsibilities.

Managers’ Three Primary Responsibilities

Managerial accounting helps managers fulfill their three primary responsibilities, as shown
in Exhibit 1-1: planning, directing, and controlling. Integrated throughout these responsibili-
ties is decision making (identifying alternative courses of action and choosing among them).

EXHIBIT 1-1 Managers’ Three Primary Responsibilities

Decision making — Feedback

! Statement on Management Accounting, “Definition of Management Accounting,” Institute of Management
Accountants, 2008.
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B Planning involves setting goals and objectives for the company and determining
how to achieve them. For example, one of Starbucks’s goals is to generate more
sales. One strategy to achieve this goal is to open more retail locations. For ex-
ample, the company opened 1,270 new company-operated stores in fiscal 2019,
roughly half in the United States and half in China and the Asia-Pacific.”> Another
strategy is to develop new products and new distribution channels (such as selling
coffee through grocery stores and warehouse clubs). Managerial accounting trans-
lates these plans into budgets—the quantitative expression of a plan. Management
analyzes the budgets before proceeding to determine whether its expansion plans
make financial sense.

B Directing means overseeing the company’s day-to-day operations. Management uses
sales and costs information by store, region, and distribution channel, to run daily
business operations. For example, Starbucks managers use sales data to determine
which beverages on the menu and products in the stores are generating the most
sales. They use that information to adjust product offerings, marketing strategies,
and retail expansion decisions.

m Controlling means evaluating the results of business operations against the plan and
making adjustments to keep the company pressing toward its goals. Starbucks uses
performance reports to compare each store’s actual performance against the budget
and then based on that feedback take corrective actions if needed. If actual costs are
higher than planned, or actual sales are lower than planned, then management may
revise its plans or adjust operations.

Management is continually making decisions while it plans, directs, and controls
operations. Starbucks management must decide where to open new stores, which stores
to refurnish, what prices to set for beverages and other products in the store, and so
forth. Managerial accounting provides the financial insight needed to help make these
decisions.

A Road Map: How Managerial Accounting Fits In

This book will show you how managerial accounting helps managers fulfill their respon-
sibilities. The rest of the text is organized around the following themes:

1. Managerial Accounting Building Blocks Chapter 1 helps you understand more about
the management accounting profession and today’s business environment. Chapter 2
teaches you some of the language that is commonly used in managerial accounting.
Just as musicians must know the notes to the musical scale, management accountants
and managers must have a common understanding of these terms to communicate
effectively with one another.

2. Determining Unit Cost (Product Costing) To run a business profitably, managers
must be able to identify the costs associated with manufacturing its products or de-
livering its services. For example, Starbucks’s managers need to know the cost of
producing each beverage on the menu as well as the cost of operating each retail lo-
cation. Managers must have this information so that they can set prices high enough
to cover costs and generate an adequate profit. Chapters 3, 4, and 5 show you how
businesses determine these costs. Chapter 4 also shows how managers can effectively
control costs by eliminating wasteful activities and focusing on quality.

3. Making Decisions Before Harold Schultz opened the first Starbucks coffee house,
he must have thought about the volume of sales needed just to break even—that is,
just to cover costs. In order to do so, he had to first identify and estimate the types
of costs the coffee house would incur as well as the profit that would be generated
on each beverage served. These topics are covered in Chapters 6 and 7. Chapter 6
shows how managers identify different types of cost behavior, while Chapter 7
shows how managers determine the profitability of each unit sold as well as the
company’s breakeven point. Chapter 8 continues to use cost behavior information to

2 Starbucks 2019 10-K filing.
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2 Distinguish financial
accounting from
managerial accounting

walk through common business decisions, such as outsourcing and pricing decisions.
Finally, Chapter 12 shows how managers decide whether to invest in new equip-
ment, new projects, or new locations.

4. Planning Budgets are management’s primary tool for expressing its plans.
Chapter 9 discusses all of the components of the master budget and the way
companies like Starbucks use the budgeting process to implement their business
goals and strategies.

5. Controlling and Evaluating Management uses many different performance evalu-
ation tools to determine whether individual segments of the business are reaching
company goals. Chapters 10 and 11 describe these tools in detail. Chapters 13
and 14 describe how the statement of cash flows and financial statement analy-
sis can be used to evaluate the performance of the company as a whole. Finally,
Chapter 15 discusses how companies are beginning to address the sustainability
of their operations, by measuring, reporting, and minimizing the negative impact
of their operations on people and the environment. As you saw in the opening
story, some of Starbucks’s primary business concerns are to use ethically sourced
coffee, contribute to local communities, and provide superior employee benefits to
part-time as well as full-time employees.

Differences Between Managerial Accounting and
Financial Accounting

Managerial accounting information differs from financial accounting information in
many respects. Exhibit 1-2 summarizes these differences. Take a few minutes to study the
exhibit (on page 5), and then we’ll apply it to Starbucks.

Starbucks’s financial accounting system is geared toward producing annual and
quarterly consolidated financial statements that will be used by investors and creditors to
make investment and lending decisions. Since Starbucks is a publicly traded company, its
financial statements can be easily found on the Internet by searching for its 10-K (annual)
and 10-Q (quarterly) SEC filings. The financial statements, which must be prepared in ac-
cordance with Generally Accepted Accounting Principles (GAAP), objectively summarize
the transactions that occurred between Starbucks and external parties during the previous
period. The Securities and Exchange Commission (SEC) requires that the annual financial
statements of publicly traded companies, such as Starbucks, be audited by independent
certified public accountants (CPAs). Starbucks’s financial statements are useful to its in-
vestors and creditors, but they do not provide management with enough information to
run the company effectively.

Starbucks’s managerial accounting system is designed to provide internal manag-
ers with the accounting information needed to plan, direct, and control operations.
Since managerial accounting information is specifically designed to help internal
management, it is confidential information that is generally not available to the public.
There are no GAAP-type standards or audits required for managerial accounting. To
provide Starbucks’s management with the information needed to make good business
decisions, managerial accounting reports focus on smaller segments of the company
(such as individual retail locations, geographic areas, and specific beverages and prod-
ucts) rather than the company as a whole. Rather than preparing reports just once
a year, Starbucks prepares managerial accounting reports as often as needed, which
could be as frequently as daily or even hourly. Many companies even use “real-time
performance dashboards” that constantly update so that managers have the financial
information they need to control operations and make timely decisions. Since mana-
gerial accounting revolves around planning and decision making, much of it focuses
on the future rather than on the past. Any information that is relevant to management
will be included. Finally, since every company is different, managerial accounting sys-
tems will vary from company to company. In designing the system, management will
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EXHIBIT 1-2 Managerial Accounting Versus Financial Accounting

weigh the costs of collecting and analyzing information with the benefits they expect
to receive. Management will also consider how the system will affect employees’ be-
havior. Employees try to perform well on the parts of their jobs that the accounting
system measures and rewards.
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3 Describe the roles

" and skills required
of management
accountants within the
organization

What Role Do Management
Accountants Play?

In this section, we’ll look at the role of management accountants within the organization
and the skills they need to help their organizations succeed.

The Role of Management Accountants

When you think of accountants, what do you picture? Many people picture accountants the
way they were 50 to 100 years ago, before the widespread use of computers when every-
thing about measuring business transactions was relatively simplistic. As shown on the left in
Exhibit 1-3, many people have the erroneous conception that accountants are nothing more
than “bean counters,” plugging numbers into set formulas and using a black and white set of
rules to churn out information for others to use. If this were true, being an accountant would
be tedious and noncreative work indeed. Thankfully, nothing could be further from the truth.

EXHIBIT 1-3 The Perception and the Reality

What is Accounting?

The perception

The reality
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As shown on the right in Exhibit 1-3, today’s accountants are professionals who use an
immense amount of critical thinking, insight, and judgment to capture the reality of today’s
complex economic events. As valued financial advisors, managerial accountants partner
with management to make critical business decisions that have widespread and significant
consequences for the business and for society. Let’s face it: the business world is much more
complex than it was in your grandparents’ day. With rapidly changing technology and con-
tinual business innovation, the role of accountants has drastically changed from what it
used to be. In fact, management accountants are rarely referred to by that name any more;
instead, they are usually referred to as business advisors, analysts, or finance professionals.

As you go through each topic in this book, keep the blue picture in Exhibit 1-3 in
mind, and ask yourself the following questions:

1. What is the business issue, event, or problem, and how can accounting help to solve it?
Management accounting always begins with some relevant business issue that man-
agement is facing or some economic event that occurred in the past or might occur
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in the future. Management accounting is used to shed light on the issue and direct
management’s path.

2. What are the "gray areas”? In other words, what differences in methods, assump-
tions, estimates, measurement choices, and judgment calls might impact the infor-
mation that is used for decision making? Because of the gray areas and judgment
involved, accounting numbers are rarely as precise as they may seem.

3. What are the implications for the business if the accounting information used in the
decision is "wrong”? Because of the gray areas, it’s difficult to say that accounting
information is ever “wrong.” However, judgment in these gray areas could lead to
financial estimates that are on the high side or on the low side. What are the conse-
quences of numbers that are too high or too low? Would estimates that are “off” in
one direction be worse than the other direction?

Since you are studying management accounting for the first time, the topics in the book may at
first appear very straightforward and immutable. However, if you consider the three questions
listed above, you’ll begin to see the significance of the judgment calls that go into management
accounting and the ramifications to the business decisions that are consequently made.

The Skills Required of Management Accountants

To understand the skills required of management accountants, let’s go back to the defini-
tion of management accounting with which we started the chapter:

Management accounting is a profession that involves partnering in manage-
ment decision making, devising planning and performance management systems,
and providing expertise in financial reporting and control to assist management
in the formulation and implementation of an organization’s strategy.’

First and foremost, management accounting is a profession. Since management accoun-
tants work in a professional advisory role, they need a vast array of technical and soft
skills. Exhibit 1-4 summarizes some of these skills.*

EXHIBIT 1-4 Technical and Nontechnical Competencies Needed by Management Accountants

Technical Competencies Nontechnical Competencies

e Planning, budgeting, and forecasting e Ethics

e Internal financial reporting e Communication

e Performance measurement e Customer service

e Cost management o Adaptability

e Internal controls e Strategic and critical thinking
e Technology and data analytics ® Process improvement

e Decision analysis e Leadership

e Financial statement analysis e Collaboration and teamwork
e Capital investment decisions ® Business acumen

¢ Risk management e Change and conflict management
¢ Tax planning and compliance e Professionalism

e Corporate finance ® Project management

3 Statement on Management Accounting, “Definition of Management Accounting,” Institute of Management
Accountants, 2008.

*IMA Management Accounting Competency Framework, Institute of Management Accountants, 2019; and
“The Skills Gap in Entry-level Management Accounting and Finance,” Institute of Management Accountants
and American Quality and Productivity Center, 2014.
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This book will introduce you to most of the technical competencies listed in Exhibit
1-4. As you can see in the exhibit, the ability to use technology such as Microsoft Excel,
is critical. Because Excel is used so pervasively in business, you will see many of the ex-
hibits in this book featured in Excel. You will also see learning objectives in all chapters
that teach you how to use Excel to perform various types of data analysis. Regardless
of your future career path, becoming as proficient as you can with Excel will help you
become more marketable and more valuable to your future employer.

Managerial Accounting Is Important to All Careers

As you can see, management accountants don’t fit the stereotypical accountant por-
trayed in movies and shows. Because of their expanding role, management accountants
have truly become trusted and valued internal business advisors. But what if you don’t
plan to major in accounting? How can this course be of use to you? Here are just a few
specific ways this course can help you prepare for your future business career:

B Entrepreneurs If you are planning to be an entrepreneur, you’ll first want to know if
your business idea makes financial sense. How high will volume have to be for your
business to at least break even? How high will it have to be for your business to earn the
level of profit that you want to achieve? As you begin to implement your business plan,
should you negotiate sales contracts that are more fixed (flat fee) or variable (fee per
activity)? What about costs? Would having more fixed costs or variable costs be better?
How sensitive will your profits be to changes in volume if the economy booms or if it
takes a turn for the worse? How will you decide whether to invest in new equipment
and technology? As your business grows in size, how will you divide it into manage-
able segments and relinquish oversight of day-to-day operations to others, while at the
same time retain control? How can you design systems to ensure your managers will
make decisions that are consistent with your goals? And if you decide to raise capital
or sell your business, what will potential investors want to see when they analyze your
financial statements and study your statement of cash flows? All of these topics are ad-
dressed in this book.

B Business Management If you are planning to be a general business manager, not a
day will go by in which you don’t consider the financial ramifications of your deci-
sions. You’ll need to have a firm grasp on the costs of obtaining or manufacturing
every product you sell and/or every service you deliver. You’ll also want to under-
stand how costly every activity within the company is to perform and have specific
strategies in hand for controlling and reducing those costs. You’ll need to understand
which costs will increase as your volume increases and which costs will be unaf-
fected by changes in volume. Cost information will drive many, if not all, of your
decisions about where to locate, what to produce, which suppliers to use, whether to
outsource, which products to emphasize, whether to implement quality improvement
initiatives, whether to automate some of your processes, how to price your products
or bid for jobs, whether to discontinue certain products or operations, and so forth.
Every business decision you make will be rooted in revenue and cost information, so
it will be important for you to understand how those costs were obtained and what

they include. Different costs will be used for different purposes. All of these topics are
addressed in this book.

B Marketing and Sales If you are planning to be in marketing and sales, your mar-
keting strategy, assumptions, and predictions will be the driving force behind the
company’s entire budget. As a result, you will be intimately involved with develop-
ing the budget. Product-line profitability reports will show you which products are
most profitable and will guide your decisions about which products to emphasize.
Cost information will drive many of your pricing decisions, as well as decisions
about whether to accept special orders at reduced sales prices or give volume dis-
counts. The company’s stance on sustainability may impact your ability to attract
various customers and target different markets. All of these topics are addressed in

this book.
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B Nonbusiness Majors Even if you are planning to be a nurse, engineer, musician, or
fashion designer, the information you learn in this course will be of consequence to
you. All organizations, including nonprofits and governmental agencies, use cost and
revenue information to guide their plans, actions, and decisions. No matter what
your career path, every activity you engage in will impact the costs and revenues
of your organization. That holds true, whether you are tending to sick patients, de-
signing bridges, managing a symphony orchestra, or designing clothes. Management
will expect you to operate under limited resources and will often look to you for
revenue and expense estimates for specific projects or for specific periods of time.
Management may also hand you budgets, cost data, and performance reports and
expect you to understand it and use it for making decisions. The more you under-
stand the underlying financial information, the better prepared you will be.

We’ve chosen to highlight just a few specific business career tracks here, but many
of the same issues will pertain to all business careers, including those in logistics, supply
chain management, production, and finance. There is such a huge overlap in business be-
tween managerial accounting and finance that both are often referred to as the “finance
function,” and the people who work in this function, regardless of whether they were
accounting or finance majors, are often referred to as analysts. No matter what your
eventual career, you will be using managerial accounting information. As is often said,
accounting is the language of business, so the more you know about it, the more valuable
you will be to your organization.

Accounting within the Organizational Structure

Most corporations are too large to be governed directly by their stockholders. Therefore,
stockholders elect a board of directors to oversee the company. Exhibit 1-5 shows a typi-
cal organizational structure, with the green boxes representing employees of the firm and
the orange and blue boxes representing nonemployees.

The board members meet only periodically, so they hire a chief executive officer (CEQO)
to manage the company on a daily basis. The CEO hires other executives to run various as-
pects of the organization, including the chief operating officer (COQ) and the chief financial
officer (CFO). The COO is responsible for the company’s operations, such as research and

EXHIBIT 1-5 Typical Organizational Structure

Audit Committee D EE———
Chief Executive Officer
(CEO) .~ T T T T T T T T T T T T T T T T T T 1
|
|
| |
|
Chief Operating Officer Chief Financial Officer o _ _ _ _ _ _ _ _ _ _ _ I
(co0) (CFO) ':
| I
|
|
|
Vice Presidents of Treasurer Controller Internal Audit

various operations
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