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Preface

The decision to publish Introduction to Managerial

Accounting resulted from discussions with selected groups of faculty members, business
leaders, and students. Our goal was to create an introductory textbook that meets the cur-
rent needs and desires of each of these groups. Faculty members expressed a need for an
introductory managerial accounting textbook that would support their efforts to prepare
students for successful careers in today’s economy. Business leaders stated that greater
emphasis is being placed on the skills that candidates must demonstrate during the inter-
view process. The definition of a “traditional”” accounting student is changing, as students
struggle to balance their desire for quality education with their professional and personal
lives. These students value their time and resources.

What Do Faculty Members Want?

Faculty members describe the introductory managerial accounting textbook that would
meet their needs by citing three important characteristics. The textbook must be manage-
able, that is, consist of material that can be covered in one semester. In addition to being
understandable, the textbook must be accurate, relevant, and up-to-date, and have high-
quality end-of-chapter materials. The textbook must also have a strong pedagogical
framework that facilitates both learning and the development of skills that employers re-
quire of new hires.

What Do Business Leaders Want?

Business leaders assume that the students who make it into the interview process have the
required technical expertise. The accounting candidates who receive job offers clearly
demonstrate that they also have the skills that are essential for success in the business
world. The sought-after skills include: an aptitude for both oral and written communica-
tion, a talent for analyzing information and making effective decisions, a willingness to
work effectively with team members, and a high level of comfort with technology (in-
cluding familiarity with spreadsheets and the use of the Internet to gather information for
decision making). Faculty members referred to these same skills and stressed the need for
textbook support for the development of these proficiencies in their students.

These skills are consistent with the SCANS competencies. The Secretary of Labor ap-
pointed a commission, the Secretary’s Commission on Achieving Necessary Skills
(SCANS), to identify the skills people need to succeed in the workplace. SCANS’ funda-
mental purpose is to encourage a high-performance economy characterized by high-skill,
high-wage employment. The commission’s message to educators is: Help your students
connect what they learn in class to the world outside. To help educators prepare their stu-
dents for the workplace, SCANS identified five workplace competencies that should be
taught: (1) resource skills (the ability to allocate time, money, materials, space, and staff);
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(2) interpersonal skills (the ability to work on teams, teach others, serve customers, lead,
negotiate, and work well with people from culturally diverse backgrounds); (3) informa-
tion ability (the ability to acquire and evaluate data, organize and maintain files, interpret
and communicate, and use computers to process information); (4) systems understanding
(the ability to operate within various social, organizational, and technological systems and
to monitor and correct performance to design or improve systems); and (5) technological
ability (the ability to select equipment and tools, apply technology to specific tasks, and
maintain and troubleshoot equipment). The pedagogical tools in this text and package are
designed to facilitate these SCANS competencies.

What Do Students Want?

Like instructors, students desire a clear and understandable introductory managerial ac-
counting textbook that is engaging and interesting to read. They need interesting exam-
ples to help them understand and appreciate how managerial accounting concepts are
applied in the real world. They want to be able to practice and apply their grasp of key
concepts as they work through manageable end-of-chapter exercises and problems.
Finally, students who view managerial accounting as an essential and practical compo-
nent of their education (rather than just one of those required courses) expressed a desire
for meaningful supplemental materials. They must balance other commitments with the
additional time required to use such materials. As such, they stressed the need for these
materials to focus on the hard-to-master concepts, be directly related to and use terminol-
ogy consistent with that used in the textbook, and be interactive.

How Did We Respond to the Demand for an
Accurate, Up-to-Date, and Manageable Text?

By focusing on the core concepts that faculty cover in one semester, we have been able
to create a 14-chapter managerial accounting text. Based on feedback, 14 chapters ap-
peared to be the number of chapters most faculty cover in a semester. Faculty advised
which topics to include in an introductory course and which would be best covered in an
advanced course. In addition to the standard managerial accounting topics that you expect
to see, this text does introduce newer topics such as activity-based costing, theory of con-
straints, just-in-time, and others. Our primary concern when discussing these newer top-
ics is to present the material in an understandable manner for the student. The emphasis
has been on a clear writing style, use of appropriate examples, and solid end-of-chapter
materials for reinforcement.

We realize that many instructors choose to cover the statement of cash flows using a
worksheet approach, while others prefer to introduce the statement using T-accounts. In
response, both approaches have been included. The worksheet approach is used in the
body of the chapter while the appendix uses a T-account format. The two approaches
complement one another. We believe that many students will benefit by the dual coverage
whether or not their instructors choose to cover both approaches in class.

We feel that the skills outlined earlier are so important that throughout the text we
have end-of-chapter material that help build these skills. Within each chapter, we have in-
cluded relevant real world examples to help students see how these concepts are applied
in business.

The Prologue provides an introduction to the revolutionary changes that today’s man-
agers are facing. Companies have gone through several waves of improvement programs,
starting with just-in-time and continuing with total quality management, process reengi-
neering, theory of constraints, and benchmarking. These changes are having a profound
effect on the practice of management accounting.

The chapter organization is designed to expose students to fundamental managerial
accounting concepts such as job-order costing and process costing before introducing
decision-making tools such as CVP, activity-based costing, standard costs, and budgeting.



Pedagogy

Each chapter begins with a two-page chapter
- opening designed to help orient the student
An Introduction to - and prepare for the material that is covered in

s the chapter.
Manage!_‘lal The A Look Back, A Look at This
Accountmg and Chapter, and A Look Ahead features launch
the chapter and establish bridges between
COSt concep ts chapters, assisting the student in linking
concepts across the topics and in
understanding how the chapters fit together.

| Chapter Outline \ The Chapter Outline provides students
The Work of Management and the

Cost Classifications on Financial —— with an outline of the topics that will be

Need for
information &« The Balance Sheat covered in the chapter.
* = Planning « The Income Statement
= Directing and Motivating = Schedule of Cost of Goods
« Controlling Manutactured
® The End Hessts of Managers! Product Costs—A Closer Look
Activities

inventoriable Costs
An Example of Cost Flows

Cost Classifications for Predicting

# The Planning and Control Cycle
Comparison of Financial and
Managerial Accounting

F
; Emphasis on !hz uturlﬂ ; # Variable Cost
= Relevance and Flexibility of Data « Fixed Cost

= Less Emphasis on Precision
« Segments of an Organization Cost Classifications for Assigning

« Generally Accepted Accounting Oostits Gost Objects

Principles (GAAP) g Dlr?a Cost
% Managerial Accounting—Not # Indirect Cost
Manisiocy Cost Classifications for Decision
General Cost Classifications Muking
» Manufacturing Costs « Differential Cost and Revenue
= Nonmanufacturing Costs = Opportunity Cost
= Sunk Cost
Product Costs versus Period Costs
# Product Costs Appendix 1A: Cost of Qu:
= Period Costs o Quality of Conformance
Distribution of Quality Co
Quality Cost Report

The Decision Feature sets the stage with
a short vignette that gives the student a real /

world example of how and why an

R S A IR e T e T e
found in the chapter. Fast are ossential

ven though there is a downside to making a decision with incomplete and hastily
analyzed information, the alternative of not reacting to an immediate threat presents an

The Learnlng ObJ eCtlves are ] lSted at the unacceplable risk. Breaking the problem down into pieces facilitates the process.

. . 2 All members of the ization red i ke decisions.
beginning of each chapter and are tied e The oo e i et ol pore A pyTac s
directly tO the Summarieg at the end Of the fllustrated in Exhibit 3 of the Prologue. After studying the effectiveness of the many

layers of management, the Marines concluded thal the pyramidal structure works

. . best. However, they also recognized that decisions made by high-level officers
chapter. These objectives help students couldn' aways be commanicated on timely basis to Marines engaged in combl

. ! Accordingly. men and women fighting on the front lines are allowed to change or make
preview and review what they are expected decisions and take the steps necessary to implement the decisions.

2 People learn by making mistakes.
to know and understand after reading the = When you ke a mistake and have o ive wit the Consequences, you leam fom that
experience. The Marines tolerate mistakes for the same reason. In fact. a Marine who

Chap[er_ doesn't make mistakes occasionally is viewed as someone who doesn take enough risk

Seek the advice of people outside of the organization
= To keep pace with the changing world. the Marine Corps taps into the creativity and
expertise of others. A psychologist who has extensively studied the decision-making
process was brought in 1o assist in the redesign of the training that is provided to
Marines who will be required 1o make decisions in combat
in many ways. the work of management, whether in business or in the Marines Corps. is
the same.

Source: Dayjd H. Freedman, “A Foa Good Principles—What the Marines Can Tegeh Silicon Valley,”
Frha, B




The In Business Today
feature provides examples
of how companies
throughout the world apply
or are affected by a
managerial accounting
issue, concept, or tool.

During negotiations to build a replacement for the old Fenway Park in Boston, the Red
Sox offered the city approximately $2 million per year over 30 years in exchange for an
investment of $150 million by the city for land acquisition and cleanup. In May 2000, af-
ter denying his lack of support for the project, Boston Mayor Thomas M. Menino stated
that his goal is a 100% rate of return on any investment that is made by the city. Some
doubt that the Red Sox would be able to pay players’ salaries if the team were required to
meet the mayor’s goal. The mayor has countered with a list of suggestions for raising pri-
vate funds (such as selling shares to the public, as the Celtics did in 1986). Private funds
would reduce the investment that would need to be made by the city and, as a result, re-
duce the future payments made to the city by the Red Sox. Negotiations continue.

Source: Meg Vaillancourt, “Boston Mayor Wants High Return on Investment in New Ballpark,” Knight-
Ridder/Tribune Business News, May 11, 2000, pITEM00133018. Reprinted with permission of Knight

Ridder/Tribune Information Services.

Managerial
Accounting in
Action

The Wrap Up
\W"Ple,,

34

Freeze, Inc.

The Decision Maker
feature fosters critical
thinking and decision-
making skills by
providing real world
business scenarios that
require the resolution of
a business issue. The
suggested solution is
located at the end of
each chapter.

After completing the master budget, Larry Giano took the documents to Tom Wills, chief
executive officer of Hampton Freeze, for his review.

Larry: Here's the budget. Overall, the net income is excellent, and the net cash flow for
the entire year is positive.
Tom: Yes, but I see on this cash budget that we have the same problem W
cash flows in the first and second quarters that we had last year.

Larry: That’s true. I don’t see any way around that problem. However, there is no
doubt in my mind that if you take this budget to the bank today, they’ll approve an open
line of credit that will allow you to borrow enough to make it through the first two
quarters without any problem.

Tom: Are you sure? They didn’t seem very happy to see me last year when I came in
for an emergency loan.

Larry: Did you repay the loan on time?

Tom: Sure.

Larry: 1don’t see any problem. You won't be asking for an emergency loan this time.
The bank will have plenty of warning. And with this budget. you have a solid plan that
shows when and how you are going to pay off the loan. Trust me, they'll go for it.

Tom: Fantastic! It would sure make life a lot easier this year.

e o e e D N

decision maker  Hospital Administrator

to ask the cost analyst to identify the cost drivers that might
‘What cost pools would you include on the list?

~ The Managerial
Accounting in Action
feature is used to
introduce core concepts
and stimulate interest.
They incorporate real
products and services to
which students can
relate.

You are the administrator of a community hospital. The hospital’s board of directors has
questioned the pricing of certain services and noted that the fees charged for these ser-
vices seem to be considerably lower than those charged by nearby hospitals. After inter-
viewing one of the hospital’s costs analysts, you learn that a hospital-wide rate has been
used to assign a single pool of overhead costs to services. After reading about activity-
based costing, you make a list of other cost pools that might be more appropriate and plan

relate to those cost pools.
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The Review

A Fiscally Responsible Student b

You are a new student who will be footing part of the bill for your education. You saved
quite a bit of money but are sure that you will need to earn more to cover your expenses.
Before you look for a part-time job, you need to decide how many hours per week you
will work and what hourly wage you will need in order to pay your expenses. You decide
to prepare a budget for your college education. How should you proceed?

Problem found at the
end of each chapter
helps students
reinforce the material
learned in the
chapter. The review
problem is followed
by a solution.

Durin

| Direct materials
i Direct labor N |
[ Variable manufacturing overhead 1.4 |hours

Voltar Company manufactures and sells a telephone answering machine. The company's contribution for-
mat income statement for the most recent year is given below:

Total Per Unit

Percent of Sales

Sales (20,000 units) $1,200,000 $60 100%
Less variable expenses 900,000 45 2%
Contribution margin 300,000 sis %
Less fixed expenses 240,000 X e
Net income

$ 60,000

Management is anxious to improve the company’s profit performance and has asked for several items
of information.
Required
1. Compute the company's CM ratio and variable expense ratio.
2. Compute the company’s break-even point in both units and sales dollars. Use the equation method.
3. Assume that sales increase by $400,000 next year. If cost behavior patterns remain unchanged, by
how much will the company’s net income increase? Use the CM ratio to determine your answer.
Refer to original dpta. Assume that pext year management wants ompany to earn a pyinimum
fit of $90, man ve to be sold fit fig

Review Problem: CVP Relationships |

The You Decide feature
challenges students to apply
the tools of analysis and
make decisions. The
suggested solution is found at
the end of the chapter.

The Summary describes the chapter in terms of the learning objectives and assists the reader
in identifying key concepts and analyses.
The Glossary describes key terms used in the chapter. It provides a page reference to the first
use in that chapter.

Standard | Standard Price or | Standard
Quantity Rate Cost
| 2.5 [ounces|$20.00 [per ounce | § 50.00

1.4 |lhours = 125 perhour |
3.5 per hour

activity was 1 compan

tive to pr ‘qq of F]

Exhibits in selected
chapters are
presented in Excel
Spreadsheet screen
captures. Such
spreadsheets are
routinely used in
business to prepare
analyses and
reports.



Preface

End-of-Chapter Material

Topic Tackler

L &

5, () ToPrIC
WTACKLER

This author team has always been known for their quality and quantity of assignment ma-
terial. Introduction to Managerial Accounting has a wide variety of end-of-chapter mate-
rials to assist students.

The Questions are short questions that students can use to ensure that they have mas-
tered concepts. Faculty can also use the questions to ensure that the students are grasping
the concepts.

Each Brief Exercise covers a single learning objective. These simple exercises serve
as building blocks to prepare the student for the longer exercises and problems. Faculty
can use the brief exercises as quick in-class exercises.

The Exercises cover multiple learning objectives.

The Problems challenge students to apply themselves. Alternate problems for each
chapter may be found on the text’s website at www.mhhe.com/folkle.

The Building Your Skills section contains problem materials that help students de-
velop communication, teamwork, Internet, and analytical skills.

e Analytical Thinking problems challenge students to think critically and apply their
analytical skills to find the solutions.

e Communicating in Practice problems stress oral and written communication
skills. Students are provided with opportunities to either interview accountants and
managers to gain insights into decisions made in business or analyze solutions, and
then are asked to present their findings and conclusions in writing.

* Ethics Challenges provide the opportunity for role-playing in business situations
with ethical consequences. The goal of these exercises is to reinforce the need for
ethical behavior. Guidance answers are provided for instructors.

* Taking It to the Net calls for students to access websites and obtain and use rel-
evant information. In addition to highlighting the possibilities of the Internet as a
source of information, these questions help students to become more comfortable
with using the Internet. The Taking It to the Net exercises are posted at the web-
site www.mhhe.com/folkle. We have placed these exercises on the Internet so
that they can be periodically updated throughout the life of this edition.

* Teamwork in Action requires teams to prepare, analyze, and use information to
solve problems and then present their ideas to the class.

Topic Tackler is an exciting, interactive CD created by Jeannie Folk to help students with
the concepts they typically find the most difficult to learn. These concepts are highlighted
in the text with the topic tackler icon, which tells the student that they can refer to the CD
for additional instruction. The material on the CD includes a video segment, a
PowerPoint® slide show, a practice session, and a self-test for each of the 28 difficult-to-
master concepts. It also contains a student tutorial.

The following are examples of the difficult-to-master topics that are included in Topic
Tackler:

» Application of Overhead e Variance Analysis (Direct Materials,
» Computing Activity Rates and Direct Labor, and Overhead)
Product Costs * Adding or Dropping Product Lines or
e Calculation of Equivalent Units Segments
* Process-Costing Cost Reconciliation e Make or Buy Decisions
 Contribution Format Income » Net Present Value Method for Capital
Statement Budgeting
* Budgeting Process * Classifying Cash Flows

» Flexible Budgets



Instructor CD-ROM ISBN 0-07-246632-4

An all-in-one resource that allows instructors to

create a customized multimedia presentation that

incorporates the Test Bank, PowerPoint® Slides,
Instructor’s Resource Guide, Solutions Manual, Links to
PageOut, and Spreadsheet Application Template Software.

Instructor’s Resource Guide ISBN 0-07-246621-9
Extensive chapter-by-chapter lecture notes to help with
classroom presentation. Useful suggestions for presenting
key concepts and ideas are included. This supplement con-
tains the teaching transparency masters.

Solutions Manual ISBN 0-07-246830-0

The manual contains solutions for all assignment materials,
including a general discussion of how to use the group exer-
cises. The print supplement is packaged with a CD-ROM.

Solutions Acetates ISBN 0-07-246625-1
Overhead transparencies are available for the Solutions
Manual.

Ready Shows ISBN 0-07-246832-7 Available on

Web and instructor CD-ROM only.

A multimedia lecture slide package using PowerPoint®
Slides, version 7, to illustrate key objectives and topics. A
viewer is included so that screens can be shown with or
without Microsoft® PowerPoint® software.

Topic Tackler CD-ROM ISBN 0-07-246617-0

Free with the text, the Topic Tackler CD-ROM helps stu-
dents master difficult concepts in managerial accounting
through a creative, interactive learning process. Designed for
study outside the classroom, the Topic Tackler is a complete
tutorial focusing on challenging topics in managerial ac-
counting. This multimedia CD delves into chapter concepts
with graphical slides and diagrams, web links, video clips,
and animations, all centered around engaging exercises de-
signed to put students in control of their learning of manage-
rial accounting topics.

Workbook/Study Guide ISBN 0-07-246636-7

This study aid provides suggestions for studying chapter ma-
terial, summarizes essential points in each chapter, and tests
students’ knowledge using self-test questions and exercises.

Ready Notes ISBN 0-07-246642-1
This booklet provides the PowerPoint® exhibits in a work-
book format for efficient note taking.
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Instructor Supplements

Diploma for Windows ISBN 0-07-246624-3

A computerized version of the Test Bank, delivered in the
Brownstone Diploma shell. It can be used to create different
versions of the same test, change the answer order, edit and
add questions, and conduct on-line testing.

Test Bank ISBN 0-07-246623-5
A wide variety of test materials organized by chapter, in-
cluding true/false, multiple-choice, and problems.

" Instructor Spreadsheet Application Template
b‘- Software (SPATS) ISBN 0-07-246831-9 Available
_4 on Web and instructor CD-ROM only.
Prepared by Jack Terry of ComSource Associates Inc., these
Excel templates offer solutions to the Student SPATS version.
SPATS is available on the Web.

Check Figures ISBN 0-07-246834-3

Available on Web only.

The list of check figures gives key answers for selected as-
signment materials.

Video Library ISBN 0-07-237617-1

These short, action-oriented videos, developed by Dallas
County Community College, provide the impetus for lively
classroom discussion. The focus is on the preparation, analy-
sis, and use of accounting information for busi-
ness decision-making. (To acquire the complete telecourse,
Accounting in Action, call Dallas TeleLearning at
972-669-6666, or FAX 972-669-6668 or visit their website
at www.lecroy.dcced.edu.)

Student Supplements

Student Lecture Aid ISBN 0-07-246643-X

Similar to Ready Notes, this booklet offers a print version of
all of the Teaching Transparencies. Students can annotate
the material during the lecture and take notes in the spaces
provided.

Working Papers 1ISBN 0-07-246640-5

This booklet study aid contains partially completed forms
for use in completing homework problems. Not only will
students save time by using the working papers, they will be
guided in how to organize their answers and solutions.

Spreadsheet Application Template Software
b" (SPATS) ISBN 0-07-246842-4
_< Available on Web only.

Excel templates, prepared by Jack Terry of ComSource As-
sociates Inc., can be used to solve selected problems and
cases in the text. These selected problems and cases are iden-
tified in the margin of the text with an appropriate icon.
SPATS is available on the Web.
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Mansuetti & Weidkamp: Ramblewood
Manufacturing, Inc. Windows-Based Practice Set
Student ISBN 0-07-234815-1

Instructor’s Manual ISBN 0-07-234642-6

Ramblewood Manufacturing, Inc. by Leland Mansuetti and
Keith Weidkamp of Sierra College is a computerized prac-
tice set. It presents a simulation of business transactions for
a corporation that manufactures metal fencing. The practice
set is intended for use after coverage of job-order cost
accounting using a JIT inventory system. Estimated
completion time is 10-14 hours.

The Interactive Managerial Accounting Lab

ISBN 0-07-236138-7

This software provides exercises related to managerial
accounting. It is presented in the same style as the Interactive
Financial Accounting Lab. (Developed by Diane Pattison of
the University of San Diego and Patrick McKenzie and Rick
Birney of Arizona State University.)

Online Learning Center www.mhhe.com/folkle

The comprehensive Online Learning Center (OLC) is orga-
nized by chapter and provides students with a wealth of use-
ful resources.

A password-protected Instructor Center contains the in-
structor materials and other useful resources such as links to
Spreadsheet Application Software, professional resources,
web-based projects, and sample syllabi.

The Student Center contains a variety of relevant materi-
als designed to support and enhance student learning, such as
self-study quizzes (with a feedback mechanism) and Spread-
sheet Application templates. In addition, a supplement to
Chapter Four, “Process Costing Using the FIFO Method,” is
included here. Selected supplemental end-of-chapter materi-
als, such as the Alternate Problems and the Taking It to the Net
exercises, are also housed in The Student Center.
NetTutor™ NetTutor allows tutors and students to commu-

- nicate with each other in a variety of ways:
through a Live Tutor Center, a Q&A Center, an Archive Cen-
ter, and a Management Center. Students are issued 10 hours of
free NetTutor time when they purchase a new copy of the text.
Additional time may be purchased in 5-hour increments. Live
tutor availability will vary throughout the course of the term,
with a peak availability of around 60 hours a week.

e The Live Tutor Center enables a tutor to hold an inter-
active on-line tutorial for several students.

* The Q&A Center allows students to submit questions
and retrieve answers within 24 hours.

* The Archive Center allows students to browse previ-
ously asked questions for their answers. They can also
search for questions pertinent to a particular topic. If
they encounter an answer they do not understand, they
can ask a follow-up question.

» The Management Center makes it easy to create, up-
date, and delete groups and members, as well as to cus-
tomize the site to suit the needs of the group. The OLC
website also serves as a doorway to other technology
solutions.

PageOut, an exclusive McGraw-Hill
w product, provides simple steps to enable

instructors to create a professional

course website. A team of product spe-
cialists is available to help. The instructor can supplement
the website by using the interactive course syllabus func-
tions. Pageout’s online grade book automatically stores quiz
and test grades and allows scores to be posted to the whole
class or individually. The discussion board offers the in-
structor and students a forum to pose questions, exchange
ideas, and talk about topics relating to the course.
PowerWeb extends the learning experience
beyond the core textbook by offering all of the
latest news and developments pertinent to the
course, via the Internet. It offers current arti-
cles related to managerial accounting, weekly
updates with assessment tools, informative and timely world
news culled by an expert, refereed web links, and more. In ad-
dition, PowerWeb provides a trove of helpful learning aids, in-
cluding self-grading quizzes and interactive glossaries and
exercises. Students may also access study tips, conduct on-
line research, and learn about different career paths. Visit the
PowerWeb site at www.dushkin.com/powerweb.

The Online Learning Center offers different delivery
platforms:

WebCT is one of the most popular and easy-to-use plat-
forms available. McGraw-Hill will prepay the WebCT site
license for students and there are also two service agree-
ments available with WebCT.

EColleges.com is one of the most robust and stable on-
line course authoring and management platforms in on-line
education. It provides course-hosting development services
for faculty and around-the-clock service.

Blackboard.com is one of the fastest and easiest ways to
manage on-line courses. The courses are hosted on Black-
board’s servers.

TopClass provides on-line discussion and message
boards. On-line testing scores can be recorded and automat-
ically placed in an instructor’s grade book.




As a full service publisher of quality educational prod-
ucts, McGraw-Hill does much more than just sell textbooks
to your students. We create and publish an extensive array of
print, video, and digital supplements to support instruction
on your campus. Orders of new (versus used) textbooks help
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us to defray the cost of developing such supplements, which
is substantial. Please consult your local McGraw-Hill repre-
sentative to learn about the availability of the supplements
that accompany this text.
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