Brief Contents

1 The Nature and Objectives of Managerial Accounting

PART 1 Essentials of Cost and Managerial Accounting

2 Cost Definitions and Behavior

3 Cost Behavior and Cost Estimation

4 Cost, Volume, and Profit—Analysis and Relationships
5 Job Order Costing

6 Process Costing

PART 2 Planning and Control

7 The Master Budget
8 Standard Costs and Performance Evaluation
9 Flexible Budgeting and Manufacturing Overhead Analysis
10 Variable Costing and Contribution Approach to Segment
Reporting
11 Selecting Relevant Data for Decision Making and Product Pricing
12 Capital Budgeting
13 Income Tax Effects on Capital-Budgeting Decisions
14 Decentralized Operations and Transfer Pricing

PART 3 Additional Selected Topics

15 Selected Quantitative Methods for Managers
16 Statement of Cash Flows
17 Analysis of Financial Statements

29

30
70
114
182
268

323

324
386
436

494
558
620
688
732

789

790
838
892



Contents

v 1

The Nature and Objectives of Managerial Accounting 2

Financial Accounting versus Managerial Accounting: Financial Account-
ing. The Nature of Managerial Accounting. Differences and Similarities— Fi-
nancial versus Managerial Accounting. Information for Decision Mak-
ers: Quantitative Information. Qualitative Information. Organizations and
Their  Structure: Organization Charts. Goal Setting and Decision
Making: Strategic Planning—Long-Term Decision Making. Short-Term Deci-
sion Making. The Planning and Control Cycle. Careers in Management Ac-
counting: Certified Management Accountant. Certified Public Accountant
(CPA). Summary. Glossary of Key Terms.

PART 1
Essentials of Cost and Managerial Accounting 29

V¥ 2 Cost Definitions and Behavior 30

v 3

v 4

Costs and Expenses. Financial Statements for a Merchandising Firm: Product
Costs. A Merchandiser's Balance Sheet. A Merchandiser's Income
Statement. Service Businesses. Costs in a Manufacturing Firm: Direct
Costs. Indirect Costs. Product Costs. Period Costs. Financial Statements
for a Manufacturing Firm: Inventory Classification. A Manufacturer’'s Balance
Sheet. A Manufacturer's Income Statement. Prime Costs and Conversion
Costs. Cost Behavior: Variable Costs. Fixed Costs. Other Cost Con-
cepts: Direct versus Indirect Costs. Differential Costs. Opportunity Costs.
Sunk Costs. Controllable and Noncontrollable Costs. Summary. Glossary of
Key Terms.

Cost Behavior and Cost Estimation 70

Cost Behavior: Curvilinear Cost Behavior. Variable Costs. Fixed Costs.
Mixed Costs. Analyzing Mixed Costs: Account Analysis. Engineering Cost
Analysis. The High-Low Method of Analyzing Mixed Costs. Contribution For-
mat Income Statements: Contribution Margin. The Contribution Margin
Approach to Decision Making. Cost Structure. Summary. Glossary of Key
Terms. Appendix 3-A: Mixed Cost Analysis—Scatter Diagrams and the Least-
Squares Method.

Cost, Volume, and Profit—Analysis and Relationships 114

Breakeven Analysis: Breakeven Equation Approach. Contribution Margin
per Unit Approach. Breakeven Graph. Targeted Income. Profit-Volume
Graph. Limiting Assumptions of Breakeven Analysis. The Margin of Safety.



Contents

Operating Leverage. Cost-Volume-Profit Analysis: Volume Changes Only.
Changes in Selling Prices and Sales Volume. Changes in Variable Unit
Costs. Sales Mix: Sales Mix Breakeven Analysis. Changes in Mix and CVP
Analysis. Summary. Glossary of Key Terms. Review Problem. Appendix
4—-A: Additional Topics for CVP Analysis.

Job Order Costing . 182

The Uses of Product Cost Information for Manufacturing Firms. Cost Account-
ing Systems. Job Order Costing for Manufacturing Firms: The Physical Flow
of Production. Source Documents. Automated Systems. Manufacturing
Overhead: The Need for a Predetermined Rate. Allocation Bases. Disposi-
tion of Overapplied or Underapplied Overhead. Payroll Fringes. Schedules of
Cost of Goods Manufactured and Cost of Goods Sold: Schedule of Cost of
Goods Manufactured. Schedule of Cost of Goods Sold. Cost Accounting for
Service Industries: Cost Accounting for a Law Firm. Summary. Glossary of
Key Terms. Review Problem. Appendix 5-A: Departmentalizing Overhead
and Allocating Service Department Overhead.

Process Costing 268

Firms that Use Process Cost Systems. Cost Accumulation Methods in Process
Costing. The Physical Flow of Processing. Cost Accumulation in a Process
System: Direct Materials. Direct Labor. Manufacturing Overhead. Unit
Costs—No Work in Process. Equivalent Production. The Production Re-
port: Production Report—Initial Department. Production Report—Subse-
quent Department. Production Report—Beginning Work in Process Inventory.
Lost Units, Normal Spoilage, and Abnormal Spoilage. Summary. Glossary of
Key Terms. Review Problem. Appendix 6-A: Process Cost Accumulation—
The FIFO Method. Review Problem. Appendix 6-B: Lost Units and Spoited
Units.

PART 2
Planning and Control 323

vz

The Master Budget 324

The Aspects of Budgeting: Definition of Budget. The Need for
Budgeting. Budget in Not-for-Profit Organizations. Advantages of Budgeting
for Businesses. The Budget Time Frame. The Budget Committee. Budget
Preparation: The Master Budget. The Sales Budget. The Production Budget.
The Marketing Cost Budget. The Administrative Cost Budget. Cash Manage-
ment and Cash Budgeting. The Budgeted Income Statement. The Budgeted
Balance Sheet. Budget Uses. Budgeting in Not-for-Profit Organizations.
Summary. Glossary of Key Terms. Appendix 7-A: Human Factors in Bud-
getary Planning and Control.

Standard Costs and Performance Evaluation 386

Performance Evaluation. Standards: Standard Costs. Uses of Standard
Costs. Bases of Standard Costs. Standards for Direct Materials. Standards
for Direct Labor. Standard Quantity Allowed. Input and Output. Variance
Analysis: Direct Materials Variance Analysis. The Diagrammatic Approach.
Direct Labor Variance Analysis. Performance Reports. Variance Investigation:
Management by Exception. Selecting  Variances for Investigation.
Management Action. Journal Entries. Summary. Glossary of Key Terms. Re-
view Problem. Appendix 8-A: Journal Entries to Record Standard Costs for



V10

\A L

V12

Contents XXi

Direct Materials and Direct Labor and Recording Price Variances for Direct
Materials When Quantities Purchased Differs from Quantities Used. Appendix
8-B: Joint Price and Quantity Variance.

Flexible Budgeting and Manufacturing Overhead Analysis 436

Static Budgets. Flexible Budgets: The Importance of a Flexible Bud-
get. Preparing a Flexible Budget. Variable Manufacturing Overhead: Select-
ing the Overhead Base. Applying Variable Overhead to Productior. Analyzing
Variable Overhead Variances. Preparing Performance Reports that Include Var-
iance Analyses. Preparing Performance Reports in an Alternative Format. In-
terpreting Variable Overhead Variances. Fixed Manufacturing Overhead:
Computing Predetermined Overhead Rates. Applying Fixed and Variable Over-
head to Production. The Relationship between the Overhead Base and Fixed
Costs. Fixed Overhead Variance Analysis. Interpreting Fixed Overhead Vari-
ances. The Graphical Solution to Fixed Overhead Variances. Journal Entries
and Overhead Variances. Presenting Variances on Income Statements for
Managers. The Treatment of Variances on Income Statements Prepared for
External Use. Standard Costing and the Cost Accounting Cycle. Selecting a
Capacity Level for Applying Overhead. Summary. Glossary of Key Terms. Re-
view Problem. Appendix 9-A: Standard Costing and the Cost Accounting
Cycle. Appendix 9-B: Selecting a Capacity Level for Applying Overhead.

Variable Costing and Contribution Approach to Segment
Reporting 494

Variable Costing versus Absorption Costing: Variable Costing—No Beginning
or Ending Inventories. Absorption Costing—No Beginning or Ending Invento-
ries. Variable Costing versus Absorption Costing—Beginning and Ending In-
ventories of Finished Goods. Segment Reporting: The Format of Segmented
Income Statements. Differentiation between Direct Fixed Costs and Common
Costs. Common Costs and the Allocation Problem. Preparing Segmented In-
come Statements. Uses of Segment Data: Detecting Segments Operating at a
Loss. Pinpointing the Source of a Loss. Continuing the Operations of
a Segment. Cost-Volume-Profit Analysis. Altering Marketing Strategies.
Evaluating and Rewarding Managerial Performance. Summary. Glossary of
Key Terms. Review Problem (A). Review Problem (B).

Selecting Relevant Data for Decision Making and Product
Pricing 558

Relevant Data: /rrelevant Costs. Using Costs in Decision Making. |dentifying
Relevant Data for Specific Decisions: Purchasing New Equipment. Replacing
Existing Equipment. Entering a Market with a New Product. Accepting Spe-
cial Orders at Less than Full Cost. Making or Buying Component Parts. Joint
Product Decisions. Pricing Decisions. Allocating Scarce Resources. Reca-
pitulation. Summary. Glossary of Key Terms. Review Problem (A). Review
Problem (B). Review Problem (C). Review Problem (D). Review Problem
(E). Review Problem (F).

Capital Budgeting 620

Discounted Cash Flow Models: Net Present Value Method. Internal Rate of
Return. Project Selection. The Profitability Index. Dealing with Uncer-
tainty. Auditing Capital-Budgeting Decisions. Investing and Financing
Decisions (Leasing versus Purchasing). Other Capital-Budgeting Techniques:
The Payback Method. The Accounting Rate of Return. Recapitulation.
Summary. Glossary of Key Terms. Review Problem. Appendix 12-A:



Contents

v 13

v 14

Compound Interest and Present Value. Appendix 12-B: Compound-Interest
Tables. Appendix 12—-C: Capital Budgeting and Inflation.

Income Tax Effects on Capital-Budgeting Decisions 688

Decision Making and Income Taxes: After-Tax Cash Flows for Capital-Budget-
ing Analysis. Depreciation Methods and Their Effects on Capital-Budgeting
Decisions. After-Tax Capital Budgeting: Purchasing New or Replacement
Equipment—Additional Tax Considerations. Salvage Value. The Book Value
of an Existing Machine. Entering a New Market or Introducing a New Prod-
uct—Additional Tax Considerations. Summary. Glossary of Key Terms. Re-
view Problem.

Decentralized Operations and Transfer Pricing 732

Responsibility Accounting: Responsibility Centers. Advantages and Disad-
vantages of Decentralization, Reporting System for Respons/bi/ity Ac-
counting. Evaluating Performance Reports. Evaluating a Manager's Per-
formance Using the RO! Model: Operating Income and Operating Assets.
Analysis of the ROl Formula, Using ROI. Allocated Common Costs. Invest-
ment Center Performance Report. Residual Income: Advantages of Residyal
Income. Transfer Prices: Variable Cost. Full Cost. Cost Plus a Markup. Ex-
ternal Market Price. Negotiated Price. Behavioral Aspects of Transfer Pric-
ing. Summary. Glossary of Key Terms. Review Problem.

PART 3 ,
Additional Selected Topics 789

v 15

v 16

Selected Quantitative Methods for Managers 790

Linear Programming: Functional Relationships. The Graphical Solution to a
Maximization Problem. Computer Solutions to Linear Programming Problems.
Alternative Contribution Margins in the Objective Function. increased Con-
straints. Minimization Problems. Inventory Planning and Control: Economic
Order Quantity (EOQ). The EOQ Table. The EOQ Graph. The EOQ Formuila.
Production Runs. Reordering Point. Just-In-Time Inventory Control. Deci-
sion Making and Uncertainty: Expected Value. Payotf Tables. Summary.
Glossary of Key Terms.

Statement of Cash Flows 838

Significance and Purpose. What Is Cash Flow? Evolution of the Accounting
for Cash Flows. Statement Format. Definition of Cash and Cash Equivalents,
Sources and Uses of Cash: Sources of Cash. Uses of Cash. Gross Cash
Flows versus Net Cash Flows. Noncash Exchange Transactions for Investing
and Financing Activities. Cash Flow per Share. Other Disclosures. Prepara-
tion of the Statement of Cash Flows—indirect Method: Simple Hlustration of
Preparation of Statement of Cash Flows. lllustration of T Account Tech-
nique. Determining Cash Flow from Operations. Reconstruction of Transac-
tions: Fixed Assets. Accumulated Depreciation. Bonds Payable. Deferred
Income Taxes. Capital Stock and Paid-In Capital. Retained Earnings. In-
tangibles Amortization. Investment in Marketable Securities. Accounts Re-
ceivable. Inventories. Accounts Payable. Preparation of the Statement of
Cash Flows—Direct Method: Statement Preparation Procedures. T Account
Reconstruction. Summary. Glossary of Key Terms.



Contents xXxiii

¥ 17 Analysis of Financial Statements 892

Reasons for Financial Statement Analysis. The Principal Tools of Financial
Statement Analysis: Comparative Financial Statements. Index-Number Trend
Series. Common-Size Financial Statements. Ratios: Ratio Analysis. In-
terpretation of Ratios. lllustration of Ratio Computations. Short-Term Liquid-
ity: Working Capital. Current Ratio. Acid-Test Ratio. Average-Accounts-
Receivable-Turnover Ratio. Collection Period for Accounts Receivable. Inven-
tory-Turnover Ratio. Days to Sell Inventory. Capital Structure and Long-Term
Solvency Ratios: Debt-to-Equity Ratio. Times Interest Earned Ratio. Return-
on-Investment Ratios: Return on Investment (ROI). Basic Elements of
ROI. Earnings per Share (EPS): Primary and Fully Diluted Earnings per Share.
Market Measures: Price-Earnings Ratio. Dividend Payout and Yield Ratios.
Summary. Glossary of Key Terms. Glossary of Key Ratios. Appendix 17—A:
Sources of Information on Financial and Operating Ratios.

Index 959



