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Preface

During their professional careers, managers in all organizations, profit and non-
profit, interact with their accounting systems. Sometimes the manager uses the ac-
counting system to acquire information for decision making. At other times, the
accounting system measures the performance and thereby influences the behavior
of the manager. The accounting system is both a source of information for decision
making and part of the organization’s control mechanisms—thus, the title of the
book, Accounting for Decision Making and Control.

The purpose of this book is to provide students and managers with an under-
standing and appreciation of the strengths and limitations of an organization’s ac-
counting system, thereby allowing them to be more intelligent users of these
systems. This book provides a framework for thinking about accounting systems
and a basis for analyzing proposed changes to these systems. The text demonstrates
that managerial accounting is an integral part of the firm’s organizational archi-
tecture, not just an isolated set of computational topics.

Distinguishing Features

Conceptual
Framework

Trade-Offs

This book differs from other managerial accounting texts in several ways. The
most important difference is that it offers a conceptual framework for the study of
managerial accounting. This book relies on opportunity cost and organizational
architecture theory as the underlying framework to organize the analysis. Oppor-
tunity cost is the conceptual foundation underlying decision making. While
accounting-based costs are not opportunity costs, in some circumstances account-
ing costs provide a starting point to estimate opportunity costs. The theory of or-
ganizations provides the conceptual foundation to understand how accounting is
employed as part of the organization’s control mechanism. These two concepts,
opportunity costs and organization theory, provide the framework and illustrate
the trade-offs created when accounting systems serve both functions: decision
making and control.

This text emphasizes that there is no “free lunch”; improving an accounting sys-
tem’s decision-making ability often reduces its effectiveness as a control device.
Likewise, using an accounting system as a control mechanism usually comes at the
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expense of using the system for decision making. Most texts discuss the importance
of deriving different estimates of costs for different purposes. Existing books do a
good job illustrating how accounting costs developed for one purpose, such as in-
ventory valuation, cannot be used without adjustment for other purposes, such as a
make-or-buy decision. However, these books often leave the impression that one
accounting system can be used for multiple purposes as long as the users make the
appropriate adjustments in the data.

What existing texts do not emphasize is the trade-off between designing the
accounting system for decision making and designing it for control. For example,
activity-based costing presumably improves the accounting system’s ability for de-
cision making (pricing and product design), but existing texts do not address what
activity-based costing gives up in terms of control. Accounting for Decision Making
and Control emphasizes the trade-offs managers confront in an organization’s ac-
counting system.

A central theme throughout this book is economic Darwinism, which simply im-
plies that accounting systems that survive in competitive industries must be yield-
ing benefits that are at least as large as their costs. While newer accounting
innovations such as activity-based costing are described, the text also indicates
through a series of company histories that many elements of today’s modern cost-
ing systems can be traced back to much earlier times. It is useful to understand
that today’s managers are struggling with the same accounting issues as their pre-
decessors, because today’s students will also be struggling with the same problems.
These problems continue to exist because they involve making trade-offs, usually
between systems for decision making (e.g., product pricing and make-buy deci-
sions) versus control (e.g., performance evaluation).

Accounting systems differ across firms and change as firms’ circumstances
change. Today’s students will be making these trade-offs in the future. The current
rage in managerial accounting texts is to present the latest, most up-to-date ac-
counting system innovations. While recent innovations are important to discuss,
they should be placed in their proper perspective. Traditional absorption costing
systems have survived the test of time for over one hundred years. Accounting sys-
tem innovations are new, not necessarily better. We certainly do not know if they
will survive.

Another meaningful distinction between this text and other books in the field is
that the chapters in this text build on one another. The first four chapters develop
the opportunity cost and organization theory foundation for the course. The re-
maining chapters apply the foundation to analyzing specific topics such as budgets
and standard costs. Most of the controversy in product costing involves appor-
tioning overhead. Before absorption, variable, and activity-based costing are de-
scribed, an earlier chapter provides a general analysis of cost allocation. This
analysis is applied in later chapters as the analytic framework for choosing among
the various product costing schemes. Other books emphasize a modular, flexible
approach that allows instructors to devise their own sequence to the material,
with the result that these courses often appear as a series of unrelated, disjointed
topics without any underlying cohesive framework. This book has 14 chapters,
compared with the usual 18-25. Instead of dividing a topic such as cost allocation
into three small, disjointed chapters, most topics are covered in one or at most two
unified chapters.
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The end-of-chapter problem material is an integral part of any text, and especially
important in Accounting for Decision Making and Control. The problems and cases
are drawn from actual company applications described by former students based
on their work experience. Many problems require students to develop critical
thinking skills and to write short essays after preparing their numerical analyses.
Good problems get students excited about the material and generate lively class
discussions. Some problems do not have a single correct answer. Rather, they con-
tain multiple dimensions demanding a broad managerial perspective. Marketing,
finance, and human resource aspects of the situation are frequently posed. Few
problems focus exclusively on computations.

Changes in the Fourth Edition

Based on extensive feedback from instructors using the first three editions and
from my own teaching experience, the fourth edition focuses on improving the
book’s readability and accessibility. In particular, the following changes were
made:

* Each chapter was revised based on student and instructor feedback. More
intuitive, easier-to-understand numerical examples were added.

* A pricing appendix was added to Chapter 2.

* Additional actual company practices were integrated into the text.

* Additional problem material, study questions, and cases supplement the
existing problems. Users were uniform in their praise of the problem material.
They found it challenged their students to critically analyze multidimensional
issues while still requiring numerical problem-solving skills. Further problems
and cases to complement this selection were added.

* More emphasis is placed on EVA® (Chapter 5) and the balanced scorecard
(Chapter 14).

Overview of Content

Chapter 1 presents the book’s conceptual framework by using a simple decision
context regarding accepting an incremental order from a current customer. Unlike
the first chapters of other books, Chapter 1 of Accounting for Decision Making and
Control describes why firms use a single accounting system and the concept of
economic Darwinism, among other important topics. This chapter is an integral
part of the text.

Chapters 2, 4, and 5 present the underlying conceptual framework. The im-
portance of opportunity costs in decision making, cost—volume-profit analysis, and
the difference between accounting costs and opportunity costs are discussed in
Chapter 2. Chapter 4 summarizes recent advances in the theory of organizations
and Chapter 5 describes the crucial role of accounting as part of the firm’s organi-
zational architecture. Chapter 3 on capital budgeting extends opportunity costs to
a multiperiod setting. This chapter can be skipped without affecting the flow of
later material. Alternatively, Chapter 3 can be assigned at the end of the course.

Chapter 6 applies the conceptual framework and illustrates the trade-off man-
agers often must make between decision making and control in a budgeting sys-
tem. Budgets are a decision-making tool to coordinate activities within the firm
and are a device to control behavior. This chapter provides an in-depth illustration
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of how budgets are a significant part of an organization’s decision-making and con-
trol apparatus.

Chapter 7 presents a general analysis of why managers allocate certain costs
and the behavioral implications of these allocations. Cost allocations affect both
decision making and incentives. Thus, there is again the trade-off between deci-
sion making and control. Several specific cost allocation methods such as service
department costs and joint costs are described in Chapter 8.

Chapter 9 applies the general analysis of overhead allocation in Chapter 7 to
the specific case of absorption costing in a manufacturing setting. The managerial
implications of traditional absorption costing are provided in Chapters 10 and 11.
Chapter 10 analyzes variable costing, and activity-based costing is the topic of
Chapter 11. Variable costing is an interesting example of economic Darwinism.
Proponents of variable costing argue that it does not distort decision making and
therefore should be adopted. Nonetheless it is not widely practiced, probably be-
cause of tax, financial reporting, and control considerations.

Chapter 12 discusses the decision-making and control implications of stan-
dard labor and material costs. Chapter 13 extends the discussion to overhead and
marketing variances. Chapter 13 can be omitted without interrupting the flow of
later material. Finally, Chapter 14 synthesizes the course by reviewing the con-
ceptual framework and applying it to three recent organizational innovations: To-
tal Quality Management, just-in-time (JIT) production, and the balanced
scorecard. All three provide an opportunity to apply the analytic framework un-
derlying the text.
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This book assumes that the student is familiar with introductory financial ac-
counting. Accounting for Decision Making and Control can be used in advanced un-
dergraduate, graduate, or executive programs. It is being used widely outside the
United States. While the book relies on opportunity costs and concepts concern-
ing organizations, much of the discussion is at an intuitive level. To focus on
the managerial implications of the material, journal entries are deliberately
de-emphasized.

The text is concise, which allows the instructor to supplement the course with
additional outside readings or heavy problem assignments. The text has been used
in a ten-week quarter course with few outside readings and two to three hours of
homework assignments for every class period. MBA students find this challenging
and rewarding. They report a better understanding of how to use accounting num-
bers, are more comfortable at preparing financial analyses, and are better able to
take a set of facts and communicate a cogent analysis. Alternatively, the text can
support a semester-length course.

Some of the more challenging material is presented in appendixes following
the chapters. The two appendixes to Chapter 2 describe the pricing decision and
some of the difficulties encountered trying to estimate fixed and variable costs us-
ing regression analysis. Chapter 6 appendix contains a comprehensive master bud-
get. Cost allocations as a tax system is presented in Chapter 7’s appendix. The
reciprocal method for allocating service department costs is described in the ap-
pendix to Chapter 8. The appendixes to Chapter 9 describe process costing and
demand shifts, fixed costs, and pricing. Appendixes can be deleted without affect-
ing future chapter discussions.

Several important supplements accompany Accounting for Decision Making and
Control. The Instructor’s Resource Guide CD-ROM provides chapter-by-chapter
teaching strategies, suggested problem assignments, recommended outside cases,
lecture notes, sample syllabi, Chapter PowerPoint presentations, and, of course,
complete solutions to all problem and case material within the text.

McGraw-Hill has also created a website to accompany the text, which can be
found at http://www.mhhe.com/business/accounting/zrimmermande. The website of-
fers several useful features for students and instructors, including downloadable
supplements, Chapter PowerPoint presentations, and website links. Professor
Ronald S. Barden of Georgia State University has created the PowerPoint presen-
tations for the professor and student, which add an important visual dimension to
your lectures.
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