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“This is a good idea, and
perhaps it would help
with the major problem |
think | encounter with
managerial accounting—
moving from a problem
memorizing format to a
problem analysis and
decision format.”
Marilyn P. Salter,
University of Central
Florida

“In general, Edmonds
does a much better job
of covering service and
merchandising
businesses than

other textbooks do.”
Nancy Ruhe,

West Virginia University

“There is a world of
difference teaching from
Edmonds. it is now
actually a pleasure
teaching accounting to
non-accounting majors.
| feel they leave the
course having the under-
standing of accounting.”
Gary Reynolds,

Ozark Technical
Community College

NOTE FROM THE AUTHORS

Over the past 15 years, major changes in accounting education have impacted the way most college
and university professors teach introductory accounting. We are gratified that our concepts
approach has been so effective it has become a market leader in the change movement. We are
confident our teaching approach offers students a more sound understanding of introductory man-
agerial accounting than traditional methods.

Innovative traditionalists

We do not aim to radically transform accounting education, but instead to make it more effective.
Recent trends require accounting educators to modify their teaching strategies. Technology and
globalization have changed the business environment. The business environment has shifted toward
service companies, especially in the United States. Traditional texts, however, emphasize accounting
practices developed for manufacturing companies. This text serves the modern business environ-
ment by emphasizing decision-making concepts that apply to both service and manufacturing com-
panies. We introduce such topics as operating leverage, cost-volume-profit analysis, relevance, and
cost allocation early. Our budgeting chapter illustrates a retail company rather than a manufacturing
company. Because we repeatedly emphasize decision-making concepts throughout the text, we
include traditional topics like manufacturing cost flow, job-order and process costing, and recording
procedures toward the end of the text.

Helping students develop critical thinking skills

Traditionally, skill development in introductory accounting has been focused at a relatively low level,
concentrating primarily on comprehension and recall. Accounting education has traditionally empha-
sized content. Rigor has been measured by the quantity of content covered. Authors and educators
have added more and more topics to the curricula and accounting textbooks have grown ever larger.
This model provides little opportunity to help students develop the skills that the modern business
environment they will face demands.

This text helps teachers move from the traditional educational paradigm more easily than you might
imagine. The content focuses on essential concepts, reducing the amount of material you must
cover. You have more time to work on skill development. The Instructors’ Resource Manual provides
step-by-step instructions for implementing innovative teaching methods such as active learning and
group dynamics. It offers enticing short discovery learning cases which provide class-opening expe-
riences that effectively stimulate student interest and help develop critical thinking skills. The text
itself also includes many innovative features to better prepare students for the business challenges
ahead in today’s dynamic environment.

Tom Edmonds e Cindy Edmonds e Bor-Yi Tsay ® Phil Olds ® Nancy Schneider
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“I think Edmond’s approach to
introducing concepts, and his
flow of topics is the best of any
accounting textbook | have
used. His approach allows me
to emphasis a piece of the
puzzle at a time building to the
whole picture.”

Gary Reynolds,

0zark Technical

Community College

“I think students have benefit-
ed from this approach because
they see the concepts in action
in decision making.”

Julie A. Lockhart,

Western Washington University

Fundamental Managerial Accounting Concepts

HOW DOES THE BOOK HELP

'
i}

STUDENTS SEE THE BIG PICTURE?

PRINCIPAL FEATURES

Isolating Concepts

How do you promote student understanding of concepts? We believe new
concepts should be isolated and introduced individually in decision-making
contexts. For example, we do not include a chapter covering cost terminology
(usually Chapter 2 in traditional approaches). We believe introducing a
plethora of detached cost terms in a single chapter is ineffective. Students
have no conceptual framework for the new vocabulary.

Interrelationships between Concepts

Although introducing concepts in isolation enhances student comprehension
of them, students must ultimately understand how business concepts
interrelate. The text is designed to build knowledge progressively, leading
students to integrate the concepts they have learned independently. For
example, see how the concept of relevance is compared on page 138 of
Chapter 4 to the concept of cost behavior (which is explained in Chapter 2)
and how the definitions of direct costs are contrasted on page 186 of
Chapter 5 with the earlier introduced concepts of cost behavior and cost
relevance. Also, chapters 1 through 12 include a comprehensive problem
designed to integrate concepts across chapters. The problem builds in each
successive with the same company experiencing new conditions that
require the application of across chapter concepts.




Context-Sensitive Nature of Terminology

Students can be confused when they discover the exact same cost can be
classified as fixed, variable, direct, indirect, relevant, or not relevant. For
example, the cost of a store manager’s salary is fixed regardless of the
number of customers that shop in the store. The cost of store manager
salaries, however, is variable relative to the number of stores a company
operates. The salary costs are directly traceable to particular stores but not
to particular sales made in a store. The salary cost is relevant when deciding
whether to eliminate a given store but not relevant to deciding whether to

EXERCISE 2-1A [dentifying Cost Behavior

Hoover’s Kitchen, a fast-food restaurant company, operates a chain of restaurants across the nation. Each
restaurant employs ¢ight people: one is a manager paid a salary plus a bonus equal to 3 percent of sales.
Other employees, two cooks, one dishwasher, and four waitresses, are paid salaries. Each manager is
budgeted $3,000 per month for advertising cost.

Required
Classify each of the following costs incurred by Hoover’s Kitchen as fixed, variable, or mixed.

a. Manager’s compensation relative to the number of customers.

. Waitresses” salaries relative to the number of restaurants.

. Advertising costs relative to the number of customers for a particular restaurant.
. Rental costs relative to the number of restaurants.

Cooks’ salaries at a particular location relative to the number of customers.

LO.1

eliminate a department within a store.
Students must learn to identify the
circumstances that determine the
classification of costs. The chapter mate-
rial, exercises, and problems in this text
are designed to encourage students to
analyze the decision-making context
rather than to memorize definitions.
Exercise 2—1A in Chapter 2 illustrates

mpae T

. Cost of supplies (cups, plates, spoons, etc.) relative to the number of customers.

how the text teaches students to interpret

different decision-making environments.

Managerial Orientation

The overall theme of the text is to introduce concepts in the context of decision
making. In the first chapter, for example, we describe how product costing
affects financing availability, management motivation, and income tax
considerations. In Chapter 2, we illustrate how a fixed cost structure provides
a competitive operating advantage to show the effect of cost behavior on
operating leverage. In Chapter 8, we focus on interpreting variances as well

as computing them. The practical usefulness of management accounting
information is continually reinforced.

Information Overload

The table of contents reflects our efforts to address the information overload
problem. We believe existing managerial textbooks include significantly more
material than can be digested by the typical managerial accounting student.
In contrast with traditional texts that normally have between 18 and 20
chapters, we have limited this text to 14 chapters.

Excel Spreadsheets

Spreadsheet applications are essential to contemporary accounting practice.

Students must recognize the power of spreadsheet software and know how

accounting data are presented in spreadsheets. We discuss Microsoft Excel
spreadsheet applications where

Lo.1 appropriate throughout the text. In
s R oo tioen | SMPEL | mostinstances, the it lletates
cleaned and supplies are expected to cost $3 per house. actual spreadsheets. End-of-

chapter materials include problems
students can complete using
spreadsheet software. A sample of
the logo used to identify problems
suitable for Excel spreadsheet
solutions is shown here.

PROBLEM 2-18A Cost Behavior and Averaging

CHECK FIGURES

Required
a. Determine the total expected cost of equipment rental and the average expected cost of equipment © ;Z":";:;E_":: ;8“ ergeaning

rental per house cleaned, assuming that Tang Cleaning cleans 10, 20, or 30 houses during one month. g Total cost for 20 houses: $1,700
Is the cost of equipment a fixed or a variable cost?
Determine the total expected cost of labor and the average expected cost of labor per house cleaned,
assuming that Tang Cleaning cleans 10, 20, or 30 houses during one month. Is the cost of labor a
fixed or a variable cost?
. Determine the total expected cost of supplies and the average expected cost of supplies per house
cleaned, assuming that Tang Cleaning cleans 10, 20, or 30 houses during one month. Is the cost of
supplies a fixed or a variable cost?

g

J




“ The new manuscript exhibits a
more personal approach in its
writing style. This makes a big
difference in it being “readable”.

| believe that students will
appreciate this new style as well.
| compare it to the difference
between reading a factual and
informative textbook, to reading a
personal letter or even an
interesting novel. Kudos to
Edmonds for departing from the
usual and ordinary and expanding
to his new vision of communicating
with students.”

Steve Muller,

Valencia Community College

Fundamental Managerial Accounting Concepts

WHAT’S NEW THIS EDITION?

Revisions for Fundamental Managerial Accounting Concepts are in
response to extensive feedback from instructors and students. Through
formal reviews, instructor and student suggestions, and focus groups, we
have responded with constructive changes. Detailed revisions are
summarized below. However, there are two significant features.

Comprehensive Problem to Integrate Concepts

Across Chapters

Chapters 1 through 12 include a comprehensive problem designed to
integrate concepts across chapters. Students often fail to understand the
interrelationships between various accounting concepts because they fail
to distinguish between new concepts and new contexts. By studying a
problem series with the same company facing different accounting
issues, students can focus on particular accounting concepts without the
distraction of a new setting for each concept.

User-Friendly Writing Style

Every chapter of the text has been rewritten in an easy to read and com-
prehend writing style. Many students are not habitual or skilled readers.

If complex concepts are not described in concrete terms with familiar
vocabulary, students will sometimes give up and not read the textbook at all.

Overall revisions

¢ The presentation of material has been simplified.

e The text has been thoroughly updated to include all relevant
changes in authoritative pronouncements.

¢ A logo representing the focus company of each chapter has been
included to add realism to these fictitious companies.

e Real companies are highlighted in blue.

e The exercises and problems have been thoroughly revised.

¢ All real world data have been updated to reflect information
contained in the companies’ most recent annual reports.

e There is an ethics case in the Analyze, Think, Communicate
section of the end-of-chapter materials for each chapter.

e Check figures have been added to Problems in Series A.

¢ New supplement to chapter 13 added on Annual Report and Financial
Statement Analysis Projects.




Use the same transaction data for Magnificant Modems. Ine. as was used in Chapter | (see page 00).

Required

s Based on these data. identify cach cost incurred by the company as (1) fixed versus variable relative
0 the number of units produced and sold; and (2) product versus general, selling. and administrative
(G S. & A). The solution for the first item is shown as an example.

Depreciation on manufacturing equipment X X

Direct materials

Direct labor

Production sipplies

Rent on manufacturing fac lity

Salles comnussions

Depreciation on administrative equipment

lame and Type of Company Used as Main Chapter Example

Administrative costs (rent and salaries)

Company Used as

Chapte J % s
Ctaptecutls Main Chapter Example

Company Loga

Type of Company

g

Replace the question marks in the following table 1o indicate the product cost per unit assuming lev-
ely of production of 5.000, 6,000, 7,000, and 8,000,

and Profitability Analysis

Analysis of Cost, Volume, and
Pricing to Increase Profitability

Relevant Information for Special
Decisions

Cost Accumulation,Tracing, and
Allocation

SUPPLEMENT

Annual Report and Financial
Statement Analysis Projects

The Topps Company, Inc. (2003)
M g t's Discussion and Analysis
The annual report for The Topps Company. Ine. opens with a letter to the stockhalders that de-
serihes the company’s mission, products and services, customers. past performance, and fu-
wre prospects. The letter is followed by a section called “Management's Discussion and
Analysis™ in which management talks about financial results and trends. liquidity. risk factors,
and other matters deemed necessary to provide adequate disclosure 1o users of the report.
Read The Topps Compimy Stockholders” Letter and Management’s Discussion and Analysis
on pages | through 11 to answer questions 1-6,

What are the company’s twa reportable business segments?

. What were company s goals for each segment in 20037 What specific achievements re-
sulted from these poals?

Wht percentage of the company's total sales came from the Entertainment segment?
What effect has inflation had un the company s vperations”

What is management’s view of the company s liquidity status for the foresceable future?
How does the company plan to meet its cash needs?

What caused the changes between the company's fiscal year 2003 and 2002 net sales,
gross margin. und selling, general and administrative expenses?

o

Lk oll ol

*

Income Statement—Vertical Analysis

7. Using Excel, compute common-size income statements for all three fisca
common-size income statements, net sales is 100% and every other number is a percent-

years, In

6. Cost Management in an Automated
Business Environment: ABC, ABM,
and TOM

7. Planning for Profit and Cost Control

8. Performance Evaluation

9. Responsibility Accounting

Planning for Capital Investments

Product Costing i Service and

ufacturing Entities

Job-Order, Process, and Hybrid

Bright Day Distributors

Premier Office Products

in Style, Inc. (IS1)

Carver Soup Company (CSP)

Hampton Hams (HH)

Melrase Manufacturing Company

Panther Holding Company

EZ Rentals

Ventra Manufacturing Company

Benchmare Boat Company

@
B
Q

N/

Cost of Goods Sold £455,000 7 ? ? Management Accounting: Patillo Manutacturing Company Tearol Manufactures wooden tables
A Value-Added Discipline

Divided by Number of Units 5000 | 6000 | 7,000 | 8000

Cost Per Unit s 9 7 7 7
Cost Behavior, Operating Leverage,  Star Productions, Inc. (SP1) Promotes rock concerts

Sells nonprescription health food

supplements

Manufactures printers

Retal clothing store

Produces vegetable and tomata soup

Sells cured hams nationwide through
retail outlets

Makes small, high-quality statues
used |n award ceremonies.

Furniture Manufacturing Division

Rents computers, monitors, and

projection equipment

Constructs mahogany jewelry boxes

Manufactures boats

Cost Systems

Janis Juice Company Makes frut juice

ATC 2-8

Required

Assume that you are Dr. Sterling’s accountant. Write 4 memo describing a pricing strategy that resolves
the apparent problem of high costs during months of low volume. Recommend in your memo the price
10 charge per pet treated during the month of December,

ETHICAL DILEMMA Profitability Versus Social Conscience (Effects of Cost Behavior)

Advances in biological technology have enabled two research companics. Bio Labs, Inc. and Scien-
lifie Associates, (0 develop an insect-resistant corn seed. Neither company is financially strong enough
10 develop the distribution channels necessary to bring the product to world markets. World Agra Dis-
ributors, Inc., hus negotiated contracts with both companies far the exclusive right (o marke! their
seed. Bio Labs signed an agreement to receive an annual royaity of $1.000.000. In contrast, Scientific
Associates chose an agreement that provides for a royalty of $0.50 per pound of seed sold. Both agree-
ments have o 10-year term. During 2004, World Agra sold approximately 1,600,000 pounds of the Bio
Labs. Inc.. seed and 2,400,000 pounds of the Scientific Associates seed. Bath types of seed were sold
for $1.25 per pound. By the end of 2004, it was apparent that the seed developed by Scientific Asso-
ciales was superior. Although insect infestation was virtually nonexistent for both types of seed. the
seed developed by Scientific Associates produced corn thal was sweeter and had consistently higher
yields.

World Agra Distributors' chief financial officer, Roger Weatherstone, recently retired. To the aston-
ishment of the annual planning committee, Mr, Weathersione’s replacement, Ray Borrough, adamantly
recommended that the marketing department develop a major udvertising campaign 1o promote the seed
developed by Bio Labs, Inc. The planning committee reluctantly approved the recommendation. A
$100.000 ad campaign was launched: the ads emphasized the ahility of the Bio Labs seed to avoid insect
infestation. The campaign was silent with respect o taste or crop yield. It did not mention the sced de-
veloped hy Scientific Associates, World Agra’s sales staff was instructed o push the Bio Labs seed and
0 sell the Scientific Associates seed only on customer demand. Although total sales remained relatively
constant during 2005, sales of the Scicntific Associates sced fell to approximately 1.300.000 pounds
while sales of the Bio Labs, Inc., seed rose (0 2,700,000 pounds

Required

Determine the amount of increase or decrease in profitability experienced by World Agra in 2006 as

aresult of promaoting Bio Labs seed. Support your answer with appropriate commentary.

. Did Warld Agra’s customers in particular and society in general benefit or suffer from the decision to

promote the Bio Labs seed?

Review the standards of ethical conduct in Exhibit 113 of Chapter | and comment on whether Mr.

Borrough's recommendation violated any of the standards in the code of ethical conduct.

. Comment on your belief regarding the adequacy of the Standards of Ethical Conduct for Managerial
Accountants (o direct the conduct of management accountznts.

z

1

e

SPREADSHEET ASSIGNMENT Using Excel

Charlie Stork rented a truck for his business on two previous occasions. Since he will soon be renting a
truck again, he would like to analyze his bills and determine how the rental fee is calculated, His two
balls for truck rental show that on September 1. he drove 1,000 miles and the bill was $1.500. and on De-
cember S, he drove 600 miles and the bill was $1,380.




Real World Examples

The Edmonds’ text provides a
variety of thought-provoking, real-
world examples of managerial
accounting as an essential part of
the management process.

The Curious Accountant

Each chapter opens with a short
vignette that sets the stage and
helps pique student interest. These
vignettes pose a question about a
real-world accounting issue related
to the topic of the chapter. The
answer to the question appears in
a separate sidebar a few pages
further into the chapter.

Focus on International

Issues

These boxed inserts expose stu-
dents to international issues in
accounting.

Check Yourself

These short question/answer fea-
tures occur at the end of each main
topic and ask students to stop and
think about the material just
covered. The answer follows to
provide immediate feedback before
students go on to a new topic.

Fundamental Managerial Accounting Concepts

HOW DOES THE BOOK

THE CHITOHS ACCOUNTANT

In the first course of accounting. you learned how retailers, such as Wal-Mart. account for the cost of equipment that

Tasts more thin one year, Recall that the cquipment was recorded as i asset when purchased. and then it was

depreciated over its expected useful lite The depreciation charge reduced the company s assets and increased its

expenses. This upproach was justified under the v

atching principle, which secks 10 recognize costs as expenses in the

same penod that the cost (resource) is used t rate revenue

jcenano. Black & Decker
trimmers. Black &

o Wrimmers.

nent the same way Wal-

answer To CUFTOTLS ACCOUNTANT

of the cost of inventory and eventually as 4 part of the expense,
cost of goods sold. Recording depreciation on manufacturing

ik & Decker account fop
h page 17.)
As you have seen, sccounting for depreciation refated to
manufacturing assets is different from accounting for
depreciation for assets. [ cquipment as an inventory cost is simply another example of the
matching principle, because the cost does not become an

checkout equi

ded ax deprect
expense. Deprec
Decker is considered 4 product cost. 1t is included first as a part

ion on manufacturing equipment it Black & cxpense uniil revenue from the product sale is recognized

ranoid survive. "

ey

v warrs about factories

crime loses the opportunity for white-collar employment, Second chances are farely granted

Tt is vital to learn (o recognize and avoid the common features of ethical misconduct plee. and | worry aboit

I Upstream and Downstream Costs

Must companies meursaaducrelued casts betare and sfter aswell asduone e manilic: O Dol

wrng process. For ex,
ment costs prior o m

Activity-Based Management

Simple chunges in perspective can

facturing proces
anufacturing proces|

we dramatie results, For example, imagine how realizing
the world 1 round instead of fla ed the nature of travel, A recent change i perspective
developing in c calization that an org

advertising. sules com|

conts. [nstead. it s the acrivities that cause costs 1o be ineurred. Activities represent the

inization takes 10 accomplish its goals,

focus on INTERNATIONAL ISSUES

Where in the World Do New
Managerial Accounting Practices
Come From?

Many of the emerging practices in manager
their foundations in
established employee
impravement by encouraging employees to participate in the
design as well i the execution of their work, Employee
empowerment through the practice Known as kaizen management

ccounting have

recognizes gradual, continuous improvement

0 cost reduction and quality control, Employ

TONCCTTS are SHOW 1 EXAIBT 21—

548,000

Number of concerts (a)
Cost per concert (b)

Exhibit 2-21 Cost Behavior Relative to Number of Concerts

0 identify and eliminate non
wasie. The response is overwhelming
suggestions are taken seriously. For example. the Tayotis Motor
Corparation reported the receipt of approximately two million

4
employee suggestions in one year alone

548,000 ‘ § 48,000 $ 48,000

r Total cost (a x b) 348,000

Kanzen Bu
urnal of €

Source: Takao T
System Under TQC

Toyota's Cost Control

144 19;
$144,000 $192,000 Manusgement, Winter 1996, p. 62

In this context. the total cost of hiring the band increases proportionately with thel
of concerts while cost per concert remains constant. The hand cost is therefore vari:
same cost can behave as either a fixed cost or a variable cost. depending on the activis
When identifying a cost as fixed or variable. firstask. fixed or variable refative to what activ-
ity base” The cost of the band is fixed relative 10 the number of tickets sold for a specific con-
certyitis variable relative w the mumber of concerts produced.

Is the compensation cost for managers of Pizza Hut Restaurants a fixed cost or a variable cost”?

restaurants opened

Answer The answer depends on the context. For example, since a store manager's salary remains
unchanged regardless of how many customers enter a particular restaurant, it can be classified as a
fixed cost relative to the number of customers at a particular restaurant. However, the more
restaurants (hat Pizza Hut operates. the higher the total managers’ compensation cost will be.
Accordingly, managers’ salary cost would be classified as a variable cost relative to the number of




REALITY

JefTrey Wigand is famous for whistleblowing on the tobacco industry.
Asstime thut Mr. Wigand was an active member of IMA. Assume further that
he had obtained his information in the course of completing his duties as a
management accountant of the tobacco company. Under these circumstunces,
would Mr. Wigand's whistleblowing disclosures conform to the code of
ethical conduct advocated by the IMA? The answer is no. According to IMA
standurds (SMA Number [C. 1983), 3 management accountant who is unable
to satisfactorily resolve an ethical conflict between himself and his employer
s required (o resign from the organization and 1o submit an informative

10 an approp o th ization. The
communication of such conflicts 1 authorities outside the organization is i
breach of confidentiality that is inappropriate unless required by law,

Source: G. Rechischatfen and ). A Yardley, “Whistlehlowing and the Law,"
Management Accounting, March 1995, p, 40,

A company that allocates indirect costs using activity-based costing (ABC) tollows a iwo-

I Activity-Based Costing

Reality Bytes

Real-world applications related to
specific chapter topics are intro-
duced through Reality Bytes. Reality
Bytes may offer survey results,
graphics, quotations from business
leaders, and other supplemental
topics that enhance opportunities
for students to connect the text
material to actual accounting
practice.

Topic Tackler Plus
A logo indicates a topic explained

e process. In the first stage. costs are assigned ta pools based on the activities that cause
the Costs 1o be incl In the second ¢ he Costs in the activity cost pools are i
y oF cost drive The first step in developing an ABC system is 1o, PLUS
osts of performing those activities
A business und (o accomplish its mission, Typical activities include ac-
quiring v materials. transforming raw materials into finished products. and defivering prod-
ucts 1o customers, These broadly defined activities can be divided into subcategories, For
example, the activity of acquiring raw materials involves separate subcategory scnvities such
as iddentifying suppliers. obtaining price quotations. evaluating mater cations. com-
pleting purchase orders, and receiving purchased materials. Exch of the an
b subdivided into vet more detailed activinies, For instance, identifying suppliers may include
such actvities as reviewimg advertisements, searching Internet site d obtamning recom-
mendations from business associates. Further subdivisions are possible. Compinies perform

on the Topic Tackler Plus DVD. The
= DVD includes two hard-to-learn
topics for each chapter explained
with video, PowerPoint, practice
quizzes, self tests, and a demon-

1o products usir
identity cssential o

¢ subategories

thousands of activities

a look

stant when activit

"

[0 plan and control business operations effectively,
enteasts behave in relition to changes in the volume of activity. Total fi
ac changes. Fixed cost per unit decreases with in
increases with decreases in activity. In contrast. total variable cost in
with increases in activity and decreases proportionately with decn
ot per unit remains constant regardless ol activity levels. The d
able costs huve meaning only within the context of a specific
range) for i defined period of time. In addition. cost behavior depends on the relevant volume
messure G store manager's salary Is fixed relative 1o the number of customers visiting u par
ticular store but is variable relative to the number of stores operated). A mixed cost has both
fixed and variahle cost components

nge in volume of revenue to ¢

gers need 1o understand how difter-

v cost remains con-

ot activity (the relevant

s to take advantage of eperating leverage. With uperating
decreases the cost per unit. This principle allows 4 small per-
astgmificantly larger percentage change i prof-

a look

forward

costs and provide @ profit. Although not permitied by GAAR for external reporting, many
companies use the contribution margin format for internal reporting purposes,

Cost per unir s an average cost that is easier 1o compute than the actual cost of cach umt
and s more relevant to decision making than actual cost. Accountants must use judgment
when choosing the time span from which to draw data for computing the average cost per unit.
Distortions can result (rom using either wo long or oo shart a time spai.

Fixed and vartable costs van be estimated using such tools as the figh-low method and sear-
tergraphs. Both are easy 10 use and can be reasonably accurate.

T PP TTTeTTT T T

The next chapter will show you how changes in cost, volume. wnd pricing affect profitability
You will learn 1o determine the number of units of product that must be produced and sold in
order to break even (the number of units that will produce an amount of revenue that is exuctly
equil 1o otal cost). You will learn to establish the price of 4 product sing 4 cost-plus pricing
approach and to establish the cost of a product using a ricing approach. Finall
chapter will show you how to use @ break-even chart o examine potential profitability over i

he

Ty TTTeT——

stration, self-study problem
walkthrough.

A Look Back/A Look

Forward

Students need a roadmap to make
sense of where the chapter topics fit
into the “whole” picture. A Look
Back reviews the chapter material
and a Look Forward introduces stu-
dents to what is to come.

“I thought the pedagogy

was excellent in this book.
Additionally, | was pleased
with the “qualitative consid-
erations” discussions in many
of the chapters.”

David Mcintyre,

Clemson University
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HOW CAN TECHNOLOGY

Our technology resources help student and instructors focus on learning success. By
using the Internet and multimedia students get book-specific help at their convenience.
Compare our technology to those of any other book and we’re confident you’ll agree
that Fundamental Managerial Accounting Concepts has the best in the market.

Teaching aids make in-class presentations easy and stimulating. These aids give you
more power than ever to teach your class the way you want.
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OnePass

McGraw-Hill/Irwin offers a complete range of technology to
support and complement Fundamental Managerial
Accounting Concepts. One Pass integrates all of the text’s
multimedia resources. With just one access code students
can obtain state of the art study aids, including Homework

Manager, NetTutor and an interactive online version of the text.

xiv

McGraw-Hill’s Homework Manager isa

Web-based supplement that duplicates problem structures
directly from the end-of-chapter material in your textbook.
It includes static problems and algorithms to provide a
limitless supply of online self-graded practice for students,
or assignments and tests with unique versions of every
problem. Say goodbye to cheating in your classroom; say
hello to the power and flexibility you’ve been waiting for in
creating assignments. All Exercises and Problems in
Series A are available with Homework Manager.

McGraw Hill’s Homework Manager is also a useful grading
L R&T0 tool. All assignments can be delivered over

. the Web and are graded automatically with

| the results stored in your private grade

= book. Detailed results let you see at a

glance how each student does on an
assignment or an individual problem—you can even see
how many tries it took them to solve it.

Students receive full access to McGraw-Hill’s Homework
Manager when they purchase OnePass, or they can order
directly from your Homework Manager course web page.
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HELP STUDENT SUCCESS?
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Topic Tackler Plus DVD

This software is a complete tutorial focusing on areas in the
course that give students the most trouble. It provides help
on two key topics for each chapter by use of

e Video clips

e PowerPoint slide shows
Interactive exercises
Self-grading quizzes

A logo in the text marks the topic given further coverage
in Topic Tackler Plus.

The DVD also includes for each chapter the Self-Study
Review Problem presented in an audio-narrated PowerPoint
slide presentation, as well as a short video

“] found the CD to be an excellent addition to the
text. It contains some of the best material | have
seen for this level of text.”

Dan R. Ward, University of Louisiana, Lafayette

Online Learning Center (OLC)

www.mhhe.com/edmonds3e

More and more students are studying online. That's why we
offer an Online Learning Center (OLC) that follows
Fundamental Managerial Accounting Concepts chapter
by chapter. The OLC includes the following:

Excel Spreadsheets
Spreadsheet Tips

Text Updates

Glossary

Key Term Flashcards
Chapter Learning Objectives
Interactive Quizzes

E Lectures (audio-narrated PowerPoints)
Additional Check Figures
Mobile Resources

Topic Tackler Plus

For instructors, the book’s secured OLC contains essential
course materials. You can pull all of this material into your
PageOut course syllabus or use it as part of another online
course management system. It doesn’t require any building
or maintenance on your part. It's ready to go the moment
you type in the URL.

e [pstructor’s Manual

Solutions Manual

e Solutions to Excel Template Assignments
e Sample Syllabi

All Text Exhibits

Text Updates

XV
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NetTutor

Many students work or have other commitments outside
of class, making it difficult for them to get help with
their questions during regular school hours. NetTutor

is a breakthrough program that connects your students
with qualified tutors online so they can get help at

their convenience.

Students can communicate with tutors in a variety of
ways:

e The Live Tutor Center, where students can view tutor-
created spreadsheets, T-accounts, and instant
responses to their questions

e The Q&A Center, which allows students to submit
questions anytime and receive answers within
24 hours.

e The Archive Center that lets students browse for
answers to previously asked questions. They can also
search for questions pertinent to a particular topic.

With OnePass, students receive unlimited access to
NetTutor for the length of the course.

Financial Accounting
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ALEKS
ALEKS for the Accounting Cycle

ALEKS (Assessment and Learning in Knowledge Spaces)
provides precise assessment and individualized instruc-
tion in the fundamental skills your students need to suc-
ceed in accounting. ALEKS motivates your students
because it can tell what a student knows, doesn’t know,
and is most ready to learn next. ALEKS uses an artificial
intelligence engine to exactly identify a student’s knowl-
edge of accounting.

To learn more about adding ALEKS to your accounting
course, visit www.business.aleks.com.
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Instruction

CPS Classroom Performance System
This is a revolutionary system that brings ultimate interac-
tivity to the classroom. CPS is a wireless response system
that gives you immediate feedback from every student in
the class. CPS units include easy-to-use software for cre-
ating and delivering questions and assessments to your
class. With CPS you can ask subjective and objective ques-
tions. Then every student simply responds with their indi-
vidual, wireless response pad, providing instant results.
CPS is the perfect tool for engaging students while gather-
ing important assessment data.




Instructor’s Resource CD

This CD includes electronic versions of the Instructor’s
Manual, Solutions Manual, Test Bank, and Computerized
Test Bank, as well as PowerPoint slides, video clips, and
all exhibits in the text in a PowerPoint format.

ebCT eCollege. Bb

yard

Blackt v d
www.blackboard.com

Online Course Management
WebCT, eCollege, and Blackboard

We offer Fundamental Managerial Accounting
Concepts content for complete online courses. You can
customize the Online Learning Center content and author
your own course materials. No matter which online
course solution you choose, you can count on the highest
level of support. Our specialists offer free training and
answer any question you have through the life of your
adoption.

PageQut

McGraw-Hill's Course Management System

Pageout is the easiest way to create a Website for your
accounting course. Just fill in a series of boxes with
plain English and click on one of our professional
designs. In no time your course is online with a Website
that contains your syllabus. If you need help, our team
of specialists is ready to take your course materials and
build a custom website to your specifications. To learn
more visit www.pageout.net.

Knowledge
Gateway

Knowledge Gateway

Knowledge Gateway is an all-purpose service and
resource center for instructors teaching online. While
training programs from WebCT and Blackboard will help
teach you their software, only McGraw-Hill/lrwin has ser-
vices to help you actually manage and teach your online
course, as well as run and maintain the software. To see
how these platforms can assist your online course, visit
www.mhhe.com/solutions.

___ Edmonds / Edmonds / Tsay / Olds / Schneider
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HOW ARE CHAPTER

Regardless of the instructional approach, there is no shortcut to learning accounting.
Students must practice to master basic accounting concepts. The text includes a
prodigious supply of practice materials and exercises and problems.

Self-Study Review

Problem

These representative example problems
include a detailed, worked-out solution
and provide another level of support for
students before they work problems on
their own. These review problems are
included on the Topic Tackler Plus DVD
in an animated audio presentation.

Exercise Series A & B and
Problem Series A & B

There are two sets of problems and
exercises, Series A and B. Instructors
can assign one set for homework and
another set for class work.

® Check figures

The figures provide a quick reference
for students to check on their progress
in solving the problem. These are
included for all problems in Series A.

* Excel

Many exercises and problems can be
solved using the Excel™ spreadsheet
templates contained on the text’s Online
Learning Center. A logo appears in the
margins next to these exercises and
problems for easy identification.

“I'm glad to see that so many of
them involve service, rather than
manufacturing businesses.”
Nancy Ruhe,

West Virginia University

SELF-STUDY REVIEW PROBLEM

Mensa Mountaineering Company (MMC) pravides guided mountain climbing expeditions in the Rocky
Mountains. Iis only major expense is guide salarics; it pays each guide $4,800 per climbing cxpedition.
MMC charges its customers $1,500 per expedition and expects o take five climbers on cach expedition.

Part 1
Base your answers on the preceding information.

Required

a. Determine the total cost of guide salaries and the cost of guide salaries per climber assuming that
four, five, or six climbers are included in a trip. Relative to the number of climbers in a single expe-
dition, is the cost of guides a fixed or a variable cost?

b. Relative to the number of expeditions, is the cost of guides a fixed or a variable cost?
¢ Determine the profit of an expedition assuming that five climbers are included in the trip.
d. Determine the profit assuming a 20 percent increase (six climbers total) in expedition revenue. What

is the percentage change in profitability?
Determine the profit assuming a 20 percent decrease (four climbers total) in expedition revenue,
What is the percentage change in profitability?

Explain why a 20 percent shift in revenue produces more than a 20 percent shift in profitability. What
term describes this phenomenon’?

14

Part 2

Assume that the guides offer 1o make the climbs for a of ion fees. Specifi MMC

Bently Trust Corporation has two service departments, actuary and economic analysis. Bently also has
three operating departments, annuity, fund management, and employee benefit services. The annual costs
of operating the service departments are $720,000 for actuary and $960,000 for economic analysis.
Bently uses the direct method to allocate service center costs 1o operating departments. Other relevant
data follow.

Operating Costs™  Revenue

Annuity 1,000,000 51,680,000

Fund management 1,800,000 2,520,000
Employee benefit services 1,200,000 2,200,000

“The operating costs are measured before allocating service center costs.
Required

a. Use operating costs as the cost driver for allocating service center costs to operating departments
b. Use revenue as the cost driver for allocating service center costs to operating departments.

PROBLEMS —SERIES A

All Problems in Series A are with -Hill's rk
L0.1,2,3,4,5 PROBLEM 5-18A Cost Accumulation and Allocation
eXcel Belcher Manufacturing Company makes twa different products, M and N, The company’s two depart-

www.mhhe comiedmonds3e  ments are named afier the products: for example. Product M is made in Department M. Belcher's ac-
countant has identified the following annual costs associated with these two products.

CHECK FIGURE
a. (2) $590,000 Financial data
Salary of vice president of production division $ 90,000
Salary of supervisor Department M 38,000
Salary ol supervisor Department N 28,000
Direct materials cost Department M 150,000
Direct matenials cost Department N 210,000
Direct labor cost Department M 120,000
Direct labor cost Department N 340,000
Direct utilities cost Department M 60,000
Direct utilities cost Department N 12,000
General factorywide utilities 18,000
Production supplies 18,000
Fringe benefits 69,000
Depreciation 360,000
Nonfinancial data

Machine hours Department M 5,000
Machine hours Department N 1,000

Required

a. Identify the costs that are (1) direct costs of Department M, (2) direct costs of Department N, and (3)

indirect costs.
b. Select the appropriate cost drivers for the indirect costs and allocate these costs to Departments M

and N.

¢ Determine the total estimated cost of the products made in Departments M and N. Assume that
Belcher produced 2,000 units of Product M and 4,000 units of Product N during the year. If Belcher
prices its products at cost plus 30 percent of cost, what price per unit must it charge for Product M
and for Product N?

.
LO.1,3,4 PROBLEM 5-19A Selecting an Appropriate Cost Driver (What Is the Base?)




