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Preface

management in today’s organization. The changes in the business envi-
ronment over the past twenty years continue to profoundly affect cost
accounting and cost management. An increased emphasis on providing value to
customers, total quality management, time as a competitive element, advances in
information and manufacturing technology, globalization of markets, service
industry growth, and morality management are just a few examples of these
changes. All these changes are driven by the need to create and sustain a com-
petitive advantage. For many firms, the information required to create and sus-
tain a competitive advantage no longer can be derived from traditional cost man-
agement information systems. As a result, firms operating in the contemporary
environment demand more sophisticated information to support the require-
ments of this new environment. Typically, the contemporary cost management
system is more detailed and more accurate than a traditional cost management
system and, thus, more costly to operate. The emergence of contemporary sys-
tems therefore suggests that in many cases, the benefits of the more sophisticated
system outweigh its costs. On the other hand, the continued existence of and
reliance on traditional systems suggest the opposite for other firms.
The coexistence of traditional and contemporary cost management systems
also implies a need to study both. Studying both systems provides both flexibility

Cost Management, second edition, continues to capture the dynamics of cost

-and depth of understanding. Thus, in creating a text on cost management, we

decided that a systems approach provided a convenient and logical framework.
Using a systems framework allows us to make a clear distinction between the
traditional and contemporary approaches and in a way that would make it easy
for students to grasp. It also avoids any artificial “integration” of the two sys-
tems. Integration is achieved by developing a common terminology—a termi-
nology that allows us to define each system and discuss how they differ. We then
discuss the traditional and contemporary approaches to costing and control in
separate chapters. We believe this separation minimizes confusion and allows
students to appreciate the differences that exist between contemporary and tra-
ditional approaches. It also permits an emphasis on either the traditional or con-
temporary approaches, depending on preferences. However, we did not follow
the same pattern for the chapters on decision making,. For these chapters, we felt
that it would be more useful for students to see how the decision changes as the
information set changes. For example, how does a make-or-buy decision change
as we move from a unit-based traditional cost management system to the richer,
activity-based cost management system?
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KEY FEATURES

This text is written primarily for students at the undergraduate level. The text
presents a thorough treatment of traditional and contemporary approaches to
cost management, accounting, and control, and can be used for a one- or two-
semester course. The text also has sufficient depth for graduate-level courses.

We feel that the text offers a number of distinctive and-appealing features—fea-
tures that should make it much easier to teach students about the emerging
themes in today’s business world. One of our objectives was to reduce the time
and resources expended by instructors so that students can be exposed to con-
temporary topics and practices. To give you a clear picture of the text’s inno-
vative approach, we have provided a detailed description of its key features.

Systems Framework

The text’s organization follows a systems framework. Chapters 1 through 3 intro-
duce the basic concepts and tools associated with cost management information
systems (p. 31). Chapters 4 through 9 are concerned with product costing sys-
tems. This section addresses the first major objective of a cost management infor-
mation system: providing information for costing out services, products, and
other objects of interest to management. The section is subdivided into traditional
and contemporary approaches. Providing information for decision making is also
a major objective of a cost management information system. Chapters 10 through
15 deal with traditional and contemporary decision-making approaches. The
third major objective of a cost management system is that of planning and con-
trol: Chapters 16 through 22 deal with these topics. This section is also subdi-
vided into traditional and contemporary topics.

Contemporary Topics

The emerging themes of cost management are covered in depth and are inte-
grated throughout the text. Integration, however, means more than simply add-
ing a few pages within chapters that primarily focus on traditional cost man-
agement. It means that we have provided a framework for treating both
traditional and contemporary topics and have used a common terminology that
links the two approaches. It also means recognizing that the contemporary and
traditional approaches are different enough that separate and comprehensive
treatments are often called for. The nature and extent of the coverage of contem-
porary topics is described below. As this summary reveals, there is sufficient cov-
erage of contemporary topics to provide a course that strongly emphasizes con-
temporary themes.

Historical Perspective Chapter 1 provides a brief history of cost accounting. The
historical perspective allows students to see why traditional cost management
systems work well in some settings but no longer work for other settings. The
forces that are changing cost management practices are described. The changing
role of the management accountant is also described, with particular emphasis
on why the need to develop a cross-functional expertise is so critical in today’s
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environment. We think that this chapter is innovative in its thrust and offers more
substance than is typically found in an introductory chapter. The chapter sets the
tone for the entire text.

Providing Value to Customers The provision of value to customers is illustrated
by the value chain, which is first introduced in Chapter 1 and defined and illus-
trated more completely in Chapter 2. Chapter 9 provides a detailed discussion
of value-chain analysis. Value-chain analysis means that managers must under-
stand and exploit internal and external linkages so that a sustainable competitive
advantage can be achieved. Examples are provided that illustrate how value-
chain analysis works. The examples show how the value-chain concepts can be
operationalized —something which has not been clearly described by other treat-
ments (pp. 360-365). Thus, we feel that the operational examples are a significant
feature of the text.

Accounting and Cost Management Systems In Chapter 2, the accounting infor-
mation system and its different subsystems are defined. Distinctions are made
between the financial accounting and cost management information systems
(they serve different purposes). The cost management information system is bro-
ken down into the cost accounting information system and the operational con-
trol system. The differences between traditional and contemporary cost manage-
ment systems are defined and illustrated (pp. 58-59). The criteria for choosing a
contemporary system over a traditional system are also discussed.

In Chapter 2, three methods of cost assignment are delineated: direct tracing,
driver tracing, and allocation. Activity, resource, and cost drivers are also defined.
Once the general cost assignment model is established, the model is used to help
students understand the differences between traditional and contemporary cost
management systems. A clear understanding of how the two systems differ is
fundamental to the organizational structure that the text follows (p. 59).

Activity-Based Costing and Management Much has been written on the uses and
applications of ABC. This text presents a comprehensive approach to activity-
based costing and management. :

The activity-based product costing model is introduced in Chapter 2 and
- described in detail in Chapter 8. In Chapter 8, the advantages of ABC over unit-
based costing are related (pp. 303-304). Chapter 8 also describes how activities
are identified and classified so that homogeneous cost pools can be formed.
Activity attributes and activity inventories are described. How costs are assigned
to activities using resource drivers is illustrated. We feel that the ABC coverage
is richer than most.

To fully understand how an ABC system works, students must also under-
stand the data needed to support the system. Thus, we show (in Chapter 8) how
the general ledger system must be unbundled to provide activity information.
We also define and illustrate an ABC relational data base. This helps the student
understand the very practical requirements of an ABC system and is a unique
feature of this text (pp. 324-328).

Activity costs change as activity output changes. Variable, fixed, and mixed
activity cost behavior is first defined in Chapter 2. Later, in Chapter 3, methods
of breaking out fixed and variable activity costs are described. The chapter on
cost behavior analysis is more general than usual chapters that treat the subject.
Traditional treatment usually focuses on cost as a function of production volume.
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We break away from this pattern and focus on cost as a function of changes in
activity output with changes in production activity as a special case.

The activity resource usage model is used to define activity cost behavior (in
terms of when resources are acquired) and is defined and discussed in Chapter
3. This resource usage model plays an important role in numerous contemporary
applications. It is used in value-chain analysis (Chapter 9), tactical decision and
relevant costing analysis (Chapter 11), and in activity-based responsibility
accounting (Chapter 20). The extensive applications of the activity resource usage
model represent a unique feature of the text.

Just-in-Time Effects JIT manufacturing and purchasing are defined and their cost
management practices are discussed in Chapters 9, 13, and 20. JIT is compared
and contrasted with traditional manufacturing practices. The effects on cost trace-
ability, inventory management, product costing, responsibility accounting, and so
on are carefully delineated (pp. 372-380, 557-565).

Life Cycle Cost Management In Chapter 9, we define and contrast three different
life cycle viewpoints: production life cycle, marketing life cycle, and the consum-
able life cycle. We then show how these concepts can be used for strategic plan-
ning and analysis. In later chapters, we show how life cycle concepts are useful
for pricing and profitability analysis (Chapters 14 and 15). Finally, life cycle budg-
eting is discussed in the chapter on contemporary responsibility accounting
(Chapter 20). The breadth, depth, and numerous examples illustrating life cycle
cost applications allow the student to see as never before the power and scope
of this methodology (pp. 878-879).

Responsibility and Process Value Analysis The new responsibility accounting
focuses on controlling and managing processes. The mechanism for doing this is
called process value analysis. Process value analysis is defined and thoroughly dis-
cussed in Chapter 20. Numerous examples are given to facilitate understanding.
Value-added and nonvalue-added cost reports are described (pp. 864-875).

In Chapter 20, we compare and contrast the traditional responsibility account-
ing system with the contemporary system. This allows students to understand
the essential conceptual differences between the two approaches. It also reveals
the limitations of traditional approaches to control in the new manufacturing
environment (pp. 860—863).

Costs of Quality: Measurement and Control Often textual treatments simply
define quality costs and present cost of quality reports. In Chapter 21, we go
beyond this simple presentation and discuss cost of quality performance report-
ing. We also describe quality activities in terms of their value-added content.
Finally, we introduce and describe ISO 9000, an important quality assurance and
reporting system that many firms must now follow (pp. 921-926).

Productivity: Measurement and Control The new manufacturing environment
demands new approaches to performance measurement. Productivity is one of
these approaches, yet it is either not treated or is superficially discussed in most
cost and management accounting texts. In Chapter 22, we offer a thorough treat-
ment of the topic, including some new material on how to measure activity and
process productivity (pp. 960-968).
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Strategic Cost Management A detailed introduction to strategic cost management
is provided in Chapter 8. Understanding strategic cost analysis is a vital part of
the new manufacturing accounting. We feel that we have provided a more exten-
sive introduction to this topic than anything currently available.

Theory of Constraints In Chapter 13, we provide a thorough introduction to the
theory of constraints (TOC). TOC is described using a linear programming frame-
work. This framework not only facilitates the description of TOC but it also pro-
vides a setting where students can see the value of linear programming. In fact,
our treatment of linear programming is motivated by the need to develop the
underlying concepts so that TOC can be presented and discussed.

Service Sector Focus

The significance of the service sector is recognized in this text through the exten-
sive application of cost management principles to services. The text explains that
services are not simply less complicated manufacturing settings, but instead have
their own characteristics. These characteristics require modification of cost man-
agement accounting principles. Sections addressing services appear in a number
of chapters, including product costing, pricing, and quality and productivity
measurement (pp. 127-131, 233, 312314, 966).

Professional Ethics

Strong professional ethics are part of the personal foundation every accountant
must have. We are convinced that students are interested in ethical dimensions
of business and can be taught areas in which ethical conflicts can occur. Chapter
1 introduces the role of ethics; the ethical standards developed by the Institute
of Management Accountants are reprinted there. To reinforce coverage of ethics,
every chapter includes an ethics case for discussion. In addition, many chapters
include sections on ethics. For example, Chapter 14, on pricing and revenue
analysis, introduces the student to research on community standards of fairness
and ethical dimensions of pricing. Chapter 19, on international issues, explores
the dilemmas of differing ethical systems throughout the world.

- Behavioral Issues

Ethical behavior is just one aspect of human behavior that is affected by cost
management systems. The systems used for planning, control, and decision mak-
ing can affect the way in which people act. Insights from behavioral decision
theory are presented in appropriate sections of the text. For example, a simplified
approach to prospect theory is presented in Chapter 15 to motivate a discussion
of attitudes toward profit and loss. Chapter 16, on budgeting, includes a section
on the behavioral impact of budgets. We believe that an integration of behavioral
issues with accounting issues leads to a more complete understanding of the role
of the accountant today.

Real World Examples

Our years of experience in teaching cost and management accounting have con-
vinced us that students like and understand real world applications of account-
ing concepts. These real world examples make the abstract accounting ideas con-
crete and provide meaning and color. Besides, they’'re interesting and fun.
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Therefore, real world examples are integrated throughout every chapter. The
company index at the end of the text will help you locate these examples (pp.
369, 636, 639-640, 681-682, 924).

Outstanding Pedagogy

We think of this text as a tool that can help students learn cost accounting and
cost management concepts. Of paramount importance is text readability. We have
written a very readable text and added numerous examples, real world appli-
cations, and illustrations of important cost accounting and cost management con-
cepts. Specific “student-friendly” features of the pedagogy include the following.

Two photo essays designed to pictorially illustrate cost management concepts
are included. The first photo essay, following Chapter 7, depicts cost concepts
from firms using a traditional approach. The second photo essay, following Chap-
ter 15, depicts cost concepts from firms using contemporary approaches. The
inclusion of both photo essays supports our contention that both the traditional
and contemporary approaches have their place in firms today (pp. 296-299,
670-673).

All chapters (except Chapter 1) include at least one review problem and solu-
tion. These problems demonstrate the computational aspects of chapter materials
and reinforce the students’ understanding of chapter concepts before they under-
take end-of-chapter materials (pp. 329-332).

All chapters include comprehensive end-of-chapter materials. These are
divided into “Questions for Writing and Discussion” and “Exercises and Prob-
lems.” The questions for writing and discussion emphasize communication skill
development. Exercises and problems to support every learning objective are
included, and the relevant topics and learning objectives are noted in the text
margins. The exercises and problems are graduated in difficulty from easy to
challenging. CMA exam problems are included to enable the student to practice
relevant problem material. Every chapter includes at least one ethics case.

An innovative supplement to this text is the continuing systems problem,
which revolves around the Open Road, Inc., bicycle company. The Open Road,
Inc., problems enable students to apply chapter concepts to a database problem
using either Excel or Lotus 1-2-38.!

Lotus and Excel Template problems are identified in the end-of-chapter mate-
rials with appropriate icons.? These problems are designed to help students use
computer tools to solve cost accounting problems.

A glossary of key terms is included at the end of the text. Key terms are also
listed in the end-of-chapter material and identify the text pages to refer to for
fuller explanation.

Whenever possible, graphical exhibits are provided to illustrate concepts. In
our experience, some students need to “see” the concept, so we have attempted
to portray key concepts to enhance understanding. Of course, many numerical
examples are also provided (pp. 244, 249).

At the end of each of the four parts, a comprehensive problem is provided
for those instructors who prefer to explore chapter concepts in a more integrated
manner (pp. 665-669). Questions at the end of each comprehensive problem
enable the instructor to pick and choose the chapters to be emphasized in the
case.

1. Lotus and 1-2-3 are registered trademarks of the Lotus Development Corporation. Excel is a registered
trademark of the Microsoft Corporation. Any reference to Lotus, 1-2-3, or Excel refers to this footnote.

2. Lotus and Excel template problems carry the following icon. ‘%
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Video Supplements. Three videos are available with the text. In a light, but highly
demonstrative video entitled GE Lighting Systems, GE employees, in a mock set-
ting, test the effectiveness of the newer manufacturing concepts of JIT, total pro-
duction maintenance, and total quality control against traditional manufacturing
methods and compare the results. A second video, Activity-Based Costing: The
Next Generation, presents a joint teleconference from the Public Broadcasting
System and Robert Morris College in which three partners from Big Six firms

discuss their experiences in implementing ABC systems for clients. The third

video is a series of segments featuring interviews with management accountants
from various companies and footage of their operations. Included are segments
that show the new manufacturing environment and how such concepts as JIT
and ABC are applied in real situations.

Cases in Cost Management: A Strategic Emphasis, Written by John K. Shank,
Dartmouth College. This set of cases is offered for those instructors who want to
augment their cost management accounting course with richer, longer “fun”
problems. Each case includes specific numerical questions to challenge and help
develop the students’ calculation skills with cost management accounting tech-
niques. Each case also includes broader discussion questions to sharpen the con-
troversial aspects of the calculations and to emphasize the cost management and
managerial issues behind the numbers. Accompanying the book is an instructor’s
manual, which contains comprehensive teaching commentaries for each of the
cases.

Readings and Issues in Cost Management, Edited by James Reeve, University of
Tennessee. This text is designed to expose students to the concepts and infor-
mation they need to become responsive and flexible managers. Articles in the
text cover topics such as TQM, employee empowerment, reengineering, contin-
uous improvement, and short-cycle management.
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