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Preface

In a dynamic environment, organizations must evolve to keep pace with major
forces, including technological change, globalization, and customer demand. Or-
ganizations and their managers depend on management accounting to provide in-
formation that enables them to deal successfully with a changing environment.
Managers in all organizations, profit and not for profit, interact with their man-
agement accounting system. Sometimes the manager uses the accounting system
to acquire information for making planning decisions. At other times, the account-
ing system measures the performance and influences the behavior of the manager.
The management accounting system is both a source of information for making
planning decisions and part of the organization’s control mechanisms. Manage-
ment accounting helps organizations to create value through improved decision
making and control of organizational members.

This book provides students and managers with an
understanding and appreciation of the strengths and lim-
itations of an organization’s accounting system, thereby
allowing them to be more intelligent users of the system.
This book is based on an analytical framework for orga-
nizational change that illustrates the way organizations
must adapt to create customer and organizational value.
This framework is a way of thinking about the organiza-
tion’s accounting system and a basis for analyzing pro-
posed changes to the system. The text demonstrates that
management accounting is an integral part of the firm’s
organizational strategy, not an isolated set of computa-
tional topics. The success of an organization is closely
linked to having the appropriate management account-
ing system.

DISTINGUISHING FEATURES

Framework for Organizational
Change

This book differs from other management accounting
texts in several ways. The most important difference is
the incorporation of the study of management account-
ing within an analytical framework for organizational
change. Organizations must adapt to environmental
forces by developing a strategy to create customer value.
To implement this strategy, the management accounting
system provides the organizational mechanisms to make
planning and control decisions.

The conceptual framework depicted to the right is
unique to this book. This framework is introduced in
Chapter One, referenced at the opening of each chapter,
and highlighted throughout the text with icons so that the
student understands the “big picture” of management ac-
counting. Most management accounting textbooks cover
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concepts in isolation, which provides only half of the picture. We believe that stu-
dents learn best when they can relate important concepts to the overall objective of
management accounting: helping to achieve customer and organizational value
through sound business decision-making. We achieve this objective with the aid of
this outstanding pedagogical tool.

Trade-Offs

This text emphasizes the fact that a single accounting system cannot always fulfill
the information demands to make planning decisions and to control managers to
successfully achieve organizational strategy. For example, an accounting system
used as a control mechanism is likely to be less effective for making planning de-
cisions. Most texts stress the importance of deriving different estimates of costs for
different purposes. Existing books do a good job of illustrating how accounting
costs developed for one purpose, such as inventory 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. Existing texts do not emphasize the trade-off between designing the ac-
counting system for planning decisions and designing it for control. For example,
the implementation of management innovations, such as activity-based manage-
ment, TQM, and JIT, presumably improves the accounting system’s ability to sup-
port planning decisions (pricing and product design), but existing texts do not
address how the implementation of these innovations affects control decisions.

Logical Sequence

Another meaningful distinction between this text and others in the field is that the
chapters in this text build on each other. The first chapter presents in detail the an-
alytical framework for organizational change incorporated throughout the text. It
also identifies the trade-off that exists among different uses of an accounting sys-
tem. The next four chapters focus on strategy and planning decisions. Chapters Six
and Seven utilize the framework to examine strategy and organizational problems
of control. The next four chapters highlight planning and control issues by devel-
oping the basic theme of the trade-off that exists when using an accounting system
for making planning decisions and control purposes. Chapter Twelve explores
management accounting’s role in a dynamic environment, especially in relation to
new management innovations. This chapter both summarizes the remainder of the
book and looks to the future in the context of recent trends in management ac-
counting. [t should be covered last. Chapters Thirteen (Investment Decisions) and
Fourteen (Standard Costs and Variance Analysis) can be added to the sequence of
the first 12 chapters (preferably after Chapter Eight) but are not necessary to un-
derstand the concepts introduced in the first 12 chapters.

Pedagogical Devices

This book adopts an analytical framework for organizational change that links
management accounting to organizational strategy and uses the foundation con-
cepts of opportunity cost and organizational theory. However, students are not
expected to have any background in these areas. The book also can be read with
a minimal understanding of financial accounting and is designed as an introduc-
tory text in management accounting appropriate for entry-level undergraduate
students.

We encourage critical thinking by providing an organizational change frame-
work for analyzing management accounting problems. Thought-provoking,
real-world examples and recent events are integrated throughout the text to
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illustrate the diverse role of management accounting in organizations.
Business Analyses are features that provide more detailed examples of
management accounting in action. Many of these items have Internet
links to encourage students to explore these situations and organiza-
tions beyond the textbook. The Business Analyses pose questions
linked to the analytical framework; there are no “correct” answers to
these questions, but students should enjoy analyzing and investigat-
ing these real-world situations.

Text material is written as simply and concisely as possible and
with a minimum of technical jargon to avoid confusion. The text ma-
terial is supplemented by examples from organizations familiar to stu-
dents. Each chapter has an organizational example that continues
throughout to illustrate the chapter concepts. Other simple examples,
both numerical and conceptual, are provided. The numerical examples
focus primarily on a specific concept.

Numerical Example : K]

A motor pool allocates costs to other departments of the same organization based on the number of miles driven in
company cars. The motor pool expects to incur annual fixed costs of $200,000 and variable costs of $0.20 per mile
driven. Gompany cars are expected to be driven a total of 800,000 miles. What application rate does the motor pool
use? How does that application rate lead to underuse of the motor pool and costly behavior by other departments?

Solution
The application rate is the total expected costs in the motor pool divided by the total expected miles driven:

$200,000 + ($0.20/mile)(800,000 miles)
800,000 miles

This application rate, however, is higher than the incremental cost of operating an automabile, which is $0.20 per

mile. The application rate acts as a transfer price. Therefore, managers in other departments will choose to use other

means of transportation if the cost per mile of alternative transportation is less than the application rate of $0.45 per

mile for the motor pool. The entire organization would benefit, however, if the motor pool were used whenever the

cost of the alternative means of transportation exceeded $0.20 per mile.

= $0.45/mile

A free student CD-ROM includes alternate versions of these numerical exam-
ples with hints and immediate feedback. Students can work through these addi-
tional examples at their own pace and improve their quantitative skills. When a
numerical example is marked with a CD-ROM icon, students can go to the
CD-ROM to work through several variations of similar problems.

Each chapter begins with a list of learning objectives, which are reinforced
with conceptual review questions throughout the chapter. The summary of each
chapter is a short description of these learning objectives.

LRANNING ORJIECTIVES

Use budgeting for planning purposes.
B use budgeting for control purposes.

B Identify the conflicts that exist between planning
and control in the budgeting process.

ConceptReview

1. What are the planning benefits of budgeting?
2. What are the control benefits of budgeting?
3. How do planning and control issues lead to conflict in the budgeting process?

ix
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SUMMARY

B Use budgeting for planning purposes. Budgeting long-term planning. Short-term budgets are
facilitates the flow of information from the used for both planning and control.
bottom up for general planning and from the I Explain the responsibility implications of a line-item
top down for coordination. budget. Line-item budgets constrain respon-

3 use budgeting for control purposes. The budget is sibilities by limiting managers’ ability to shift
used to allocate responsibilities to different resources from one use to another.
members of the organizatiqn and to establish ﬂ Identify the costs and benefits of budget lapsing.
performance measures, which are used to Budget lapsing constrains the manager to
reward managers. expend resources in the budget period. This

[E} i1dentify the conflicts that exist between planning and policy provides increased control; however,
control in the budgeting process. The flow of managers are not able to use their specialized
information in the budgeting process might information to make more efficient decisions
be inhibited or biased because the information and frequently are motivated to consume excess
used for planning is often the same information resources during the budgeted period.

used for performance evaluation.

END-OF-CHAPTER MATERIAL

The end-of-chapter problem material is an integral part of this text. The first sec-
tion of problems is a set of numerical exercises (NE) similar to the numerical ex-
amples in the body of the chapter; they are clearly identified in terms of the
learning objectives and concepts addressed. Students should be able to refer to the
numerical examples in the text to complete the problems. The second section pro-
vides longer numerical problems (NP) that frequently combine numerical compu-
tations, analysis, and interpretation with the concepts learned in the chapter. The
next section is devoted to analysis and interpretation problems (AIP) that reinforce
the text’s framework for organizational change. The AIPs require students to de-
velop critical thinking skills and to write short essays presenting their analyses.
Good problems excite students about the material and generate lively class dis-
cussions. Many problems do not have a single correct answer; instead, they con-
tain multiple dimensions demanding a broad management perspective. The last
section of extended AIPs emphasizes the need for students to combine analysis
and interpretation with numerical computations within the broader context of or-
ganizational change. End-of-chapter material ranges in level of difficulty, allowing
instructors to tailor the course to their particular requirements.

CHANGES IN THE SECOND EDITION

Beginning with the title, this text has a number of important changes from the first
edition. The new title, Management Accounting: Analysis and Interpretation, empha-
sizes the authors’ goal to meet the call by managers and accounting professionals
for the development and encouragement of students’ critical thinking skills.

Throughout the text, the framework for organizational change is a unifying
theme that offers students an analytical approach linking management accounting
to the broader organizational context. In each chapter, icons identify the various
components of the analytical framework.

The role of management accounting in actual organizations is illustrated and
reinforced through the integration within the text of real-world examples. The
Business Analyses expand and replace the What’s Happening sidebars of the first
edition and provide students with increased opportunity to explore management
accounting in action.

Each chapter has been rewritten with the pedagogical approach revised in
terms of the analytical framework. Feedback from users has led to the inclusion of
additional straightforward numerical examples and exercises tied to the learning
objectives and concepts.

Difficult concepts and material of a more technical nature have been rewritten
and often moved to an appendix at the end of the chapter. This approach allows
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instructors to determine the depth of topic coverage for nonaccounting as well as
accounting majors.

The end-of-chapter material has been reorganized and expanded. The addi-
tion of Numerical Exercises provides a series of quick problems for student review
and in-class use. The Numerical Problems have been extended with more empha-
sis on analysis and interpretation in both decision-making and control contexts.
The Analysis and Interpretation Problems (previously Discussion Problems and
Cases) have been supplemented. These problems challenge students to critically
examine issues from multiple perspectives, not overlook the need for computa-
tional skills.

Chapter Fifteen, Managerial Accounting in International Organizations, of the
first edition has been replaced with the integration of international examples and
issues throughout the text. This approach should encourage students to under-
stand the global context in which management accounting and organizations
operate.

SUPPLEMENTS FOR THE INSTRUCTOR
Solutions Manual (0-07-290856-4)

Prepared by the authors, this manual contains detailed solutions for all end-of-
chapter material in Management Accounting. The Solutions Manual has been accu-
racy checked by independent parties. Electronic files of the solutions manual are
available at the text’s Online Learning Center (: ) and on the
Presentation Manager CD-ROM.

Instructor’s Resource Guide (0-07-290858-0)

Prepared by the authors, this manual includes detailed teaching ideas for Manage-
ment Accounting. The authors discuss ways to divide the text into class size sections
for three- or four-credit quarters or semester courses, classify problem material ac-
cording to difficulty, and suggest alternative teaching strategies for end-of-chapter
material (including ways to use it to promote cooperative learning). Conversion
notes to make the transition from leading competitors to Management Accounting are
also provided and highlight some material available to adopters of Management Ac-
counting. The Instructor’s Resource Manual also provides additional “real-life”
scenarios that include references to simple organizations that students understand
and current events of better-known, larger organizations.

Ready Shows (0-07-561765-X)

Prepared by Jon A. Booker, Charles W. Caldwell, Susan C. Galbreath, and Richard
S. Rand, all of Tennessee Technological University, Ready Shows is a comprehen-
sive package of multimedia lecture enhancement aids that use PowerPoint® soft-
ware to illustrate chapter concepts.

Test Bank (0-07-290824-6)

This comprehensive test bank contains more than 1,200 items. For each chapter of
Management Accounting, adopters have the choice of objective questions, numeri-
cal problems, and discussion problems.

Presentation Manager (0-07-242241-6)

This all-in-one resource contains the Instructor’s Manual, Test Bank, and Power-
Point presentations organized by chapter. A computerized version of the test bank
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is available in Windows format and was developed using Diploma software—a
new and easy-to-use software, this option provides more flexibility in designing
your assessment tools. Thanks to the Presentation Manager, you can create a mul-
timedia presentation that incorporates video, PowerPoint, solutions, and lecture
outlines into one presentation.

Video Guide (0-07-561720-X)
Richard D. Irwin Managerial/Cost Video Library

These short, action-oriented videos provide the impetus for lively classroom dis-
cussion. This six-volume library includes videos of international and service com-
panies as well as many manufacturing examples, as outlined here:

Richard D. Irwin Managerial /Cost Video Library I (0-256-13511-8)

“Behind the Bill”
“The Vancouver Door Company”
“How Many Bucks in a Bag”

Richard D. Irwin Managerial/Cost Video Library II (0-256-13512-6)

“Moving the Merchandise”
“Ogre Mills, after the Curtain Fell”

Richard D. Irwin Managerial /Cost Video Library III (0-256-14970-4)

“Lean Production”
“Quality”
“The Manufacturing Process”

Richard D. Irwin Managerial/Cost Video Library IV (0-256-14971-2)

“Computer-Integrated Manufacturing”
“Inventory Management”
“Service”

Richard D. Irwin Managerial/Cost Video Library V (0-256-14972-0)

“Manufacturing”

“Supplier Development Outreach”
“Program”

“Accounting Careers”

Richard D. Irwin Managerial/Cost Video Library VI (0-256-15924-6)

“Atlas Foundry and Machine Company”
“Management Accounting and Concepts”
“International Accounting”

SUPPLEMENTS FOR THE STUDENT
Free Interactive and Text-Integrated Student CD

A free, interactive student CD is provided to students that purchase a new textbook.
This CD is designed to enhance the learning experience by providing additional
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practice in the quantitative and qualitative aspects of managerial accounting. As a
result, the CD is divided into two sections: one providing additional practice on the
numerical aspect of managerial accounting and the other providing additional
practice in effective decision making. Students who use this innovative and valu-
able resource in conjunction with the textbook will achieve a balanced perspective
of managerial accounting. As a result, they will better understand the “big picture”
of managerial accounting—a major recommendation of the Accounting Education
Change Commission (AECC).

The purpose of the first section of the CD is to provide additional practice and
reinforcement for students that have difficulty with the quantitative aspect of
managerial accounting. Each chapter in the textbook contains many Numerical Ex-
amples to help students gain a better understanding of how to quantify decision al-
ternatives. Several of these Numerical Examples are marked with a CD icon to
indicate to students that additional practice is available on the student CD. They
will be provided with several variations to the corresponding Numerical Example in
the textbook to aid in their comprehension. This interactive feature provides feed-
back to the student so they are able to improve this important skill set.

The purpose of the second section of the student CD is to place the student in the
role of decision maker. Each chapter in the textbook contains a vignette woven
throughout the chapter to highlight the key concepts in the context of a business set-
ting. We have altered these vignettes for the student CD, and we have made them in-
teractive. The unique conceptual framework presented in Chapter One, and
referenced throughout the text, serves as the interface as students progress through a
series of decision alternatives. Each scenario begins with either a technological
change, a change in customer needs, or global competition that impacts the student’s
business. They must then decide, by selecting from strategic alternatives, how they
will respond to this challenge in order to continue to provide customer value. De-
pending on their strategic decision, they will be prompted to select from planning
and/or control decision alternatives. Based on the quality of their decisions, they will
achieve either customer and organizational value, or they will be prompted to try
again. This innovative and fun learning tool will improve the student’s analytical
skills.

Text Support Website
W WD ' '

Our marketing research indicates that when students visit text support websites an
overwhelming majority gravitate to the online quizzing feature. As a result, we
have greatly enhanced the quizzing component to our website. Most supporting
websites provide 10-15 questions per chapter with minimal or no feedback. We
provide students with 40-60 questions per chapter with feedback so they can ob-
tain as much practice as necessary to better comprehend the important concepts
presented in each chapter. They are particularly effective in preparation for exams
to determine where additional studying is needed. Our research also indicates that
many instructors like to quiz students prior to the start of class to motivate stu-
dents to come to class prepared. For this reason we have provided an option for
students to email their instructor their completed quiz. In addition to the enhanced
quizzing component, we offer an array of additional online study tools.

PowerWeb

This content rich, online resource contains managerial and cost accounting specific
articles, exercises, current events, additional self grading quizzes, interactive exer-
cises, an interactive glossary, and daily news relevant to managerial accounting.
The content was created by managerial and cost accounting professors and is fre-
quently updated. Of course, the daily new is updated each day.
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