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“This is my favorite Management Accounting text today.... I find that the Wer-
ner/Jones text is perfect for my class—it provide all the material we need in a
text that is easy(and almost fun!)to read. ”
—Make Bettini ;University of Cali fornia-Berkeley
“The authors have explained the complex subject of ABC overhead allocation
with clear and concise examples. ”
—Sally J. Nelsin, Northeast lowa Community College
“I enjoyed reading the chapter [ on relevant costing |. It takes a step-by -step ap-
proach for each example,and the authors did a good job teaching the material. ”
~—Cheryl Mitchem .Virginia State University
“The examples are excellent! The example of IBM quantity discounts (in Chap-
ter 5) clearly shows how costs can change.... The Tree Top Mailbox example
(in Chapter 10) is very good. It clearly illustrates difficult concepts. ”
—Olga Quintana ,University of Miami
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REFACE

Businesspeople must be prepared to perform tasks that only people can perform;in particu-
lar, they must be able to communicate, to think, and to make solid, well-informed decisions.
Decision making is the critical skill in today’s business world, and Management Accounting
helps students to better use accounting information to improve their decision making skills.

This text provides a solid management accounting foundation within the context of busi-
ness and business decisions. Readers will explore accounting information’s role in the decision
making process and learn how to use the accounting information typically provided to compa-
ny managers. Seeing how accounting information can be used to make better business deci-
sions will benefit all students, regardless of their major course of study or chosen career.

This text is purposely written so students will find it easy to read and understand. The
conversational tone of the text and the logical presentation of topics all contribute to the abili-
ty of this text to meet that goal. In addition, we have included the exhibits necessary to get im-
portant points across. but we intentionally have not included an array of glitz and graphics
that can break up the flow and distract student attention. Generally, we have not segregated
material into special presentation boxes that might be skipped by students attempting to focus
on the most relevant points. All of the points of interest and examples we present are woven
into the body of the text.
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We believe this text provides tools to actively involve students in their learning processes.

Several features are particularly important in developing a classroom atmosphere in which

students share ideas,ask questions, and relate their learning to the world around them. For ex-

ample, throughout each chapter of the text, you will find Discussion Questions (DQs) that

challenge students to reach beyond the surface of the written text to determine answers, Far

from typical review questions, for which the students can scan a few pages of the text to locate

an answer,many of the DQs provide relevant learning by relating students’ personal experi-

ences to the knowledge they gain through the text. The DQs provide a variety of classroom

experiences:

e Many DQs provide the basis for classroom discussions. requiring students to think about is-
sues and formulate or defend their opinions.

® Some DQs are springboards for group assignments(in or out of the classroom)to put cooper-
ative leaming into practice.

® DQs may be assigned as individual writing assignments to allow students to practice and de-
velop their writing skills,

e Combining individually written DQ responses with follow-up group discussions can spark
lively debate!

® Having students keep a journal of their responses to all DQs(regardless of whether they are
used in another way)encourages contemplation of accounting concepts.

The DQs are designed to emphasize important points that students may skim across in their

initial reading. Even if they are not formally part of the required work for your course,

students will gain a greater understanding of the concepts discussed when they take time to

consider each question as part of the text.
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Aside from its support for the interactive classroom. another distinction of this text is the
flexibility it provides instructors regarding the coverage of recording procedures (debit and
credit entries). Coverage of recording procedures differs from school to school. Some schools
choose to have all students learn basic accounting procedures;others require only accounting
majors to acquire these skills, Our text offers institutions the flexibility to cover accounting
procedures to a significant degree.to cover just the basics,or to omit the coverage of account-
ing procedures entirely, This is true because we do not use debits and credits or journal entries
to demonstrate or explain characteristics and uses of accounting information. However, the re-
cording process is covered in detail where appropriate, specifically in appendices to Chapters
2.3.and 10. For those institutions that would like to include accounting procedures in their in-
troductory accounting curriculum, these chapter appendices demonstrate most of the basic
management accounting journal entries including the journal entries for standard costing. In-
stitutions that desire to omit recording procedures entirely would simply skip these appendices
from their course coverage.

4o k!

The text includes an array of assignment material including the following;

® Discussion Questions. As we have already mentioned, throughout each chapter of the text,
you will find Discussion Questions(DQs) that challenge students to reach beyond the text
material to determine answers.

® Review the Fuacts. Students can use these basic, definitional questions to review the key
points of each chapter. The questions are in a sequence reflecting the coverage of topics in
the chapter,

o Apply What You Have Learned. Many of these end-of-chapter assignments can be used as
the basis for classroom discussions; they will also work well as group assignments. For man-
y problems.there are more than one version—one to use as an example in class and one for
homework.

We have carefully considered the inclusion or exclusion of topics and feel that our coverage
has resulted in a balanced text consistent with our pedagogical goals of building a foundation
that supports effective student learning. We will continue to gather information regarding
topical coverage to make future editions even better, We feel that this text covers those top-
ics that every accounting student should leave the course understanding well. For example,
in the cost behavior chapter( Chapter 5). instead of demonstrating the calculations for re-
gression analysis, we demonstrate how to use Microsoft Excel to prepare cost behavior
charts and insert trend lines. This allows us to focus on the usefulness of cost behavior rath-
er than on tedious number crunching, which.in practice, is generally done by a computer.

We have carefully chosen the sequence of coverage so the material flows from one topic to
the next. Not only does this make accounting easier to teach. but it is more understandable as
well. We have developed a logical flow of topics so that each chapter builds on what the
student has already learned. Students can easily understand how the topics fit together logical-
ly and how they are used together to make good decisions. Moreover, students can see that ac-
counting and the information it provides is not merely something that exists unto itself, but
rather it is something developed in response to the needs of economic decision makers.

Chapter 1 explores management accounting, its environment and future. The chapter intro-
duces management accounting and contrasts it with financial accounting, It discusses where
management accounting fits in a company as well as the origin and evolution of management
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accounting in the US and China and the challenges and trends that lie ahead.

Chapter 2 explores various cost classifications and concepts. The chapter covers product costs
and period costs for merchandisers and manufacturers as well as cost of services and period
costs for service firms. The chapter discusses direct material, direct labor. and manufacturing
overhead as well as the various manufacturing inventories (raw materials, work-in-process.,
finished goods). The chapter also provides a comparison of merchandising, manufacturing,
and service costs. The chapter appendix covers the accounting procedures (journal entries)
for simple manufacturing environments where manufacturing overhead is recorded directly in
work-in-process inventory. (Overhead allocation techniques and journals entries are covered
in Chapter 3. )

Chapter 3 describes how companies determine the cost of their products. The chapter covers
job order costing and introduces overhead allocation. The chapter also covers process costing
in a simplified presentation that makes process costing basics very understandable. For exam-
ple. only the average cost flow method is presented. and the presentation assumes that the
percentage complete for direct materials, direct labor, and manufacturing overhead is the
same, The chapter appendix covers accounting procedures including journal entries for manu-
facturing overhead allocation.

Chapter 4 covers cost allocation and the use of activity-based costing (ABC). The chapter
takes a closer look at overhead allocation by further examining traditional overhead allocation
and introducing ABC. Basic concepts of ABC are explored including its implementation, ABC
‘alculations, and benefits and drawbacks of using ABC.

Chapter 5 covers cost behavior including fixed costs, variable costs, and the relevant range.
The chapter also introduces the concept of mixed cost and includes an easy-to-understand
presentation of techniques to separate mixed costs into fixed and variable components. Step-
by-step calculations are presented for the scatter graph and high-low methods. Regression a-
nalysis is discussed and the chapter includes a step-by-step presentation of scatter graphing u-
sing Microso ft Excel's Chart Wizard.

Chapter 6 explores business decisions using cost behavior. The contribution income statement
and cost-volume-profit (CVP) analysis for single-product and multiple-product situations are
introduced and explored. The chapter includes step-by-step presentations of breakeven and
the calculations to determine sales needed to meet target profit. The chapter also introduces a
CVP graph and sensitivity analysis. Income statements under variable costing and absorption
costing are also explored.

Chapter 7 explores the use of relevant information for decision making. The chapter describes
relevant information, costs and benefits and their characteristics. Qualitative and quantitative
considerations are discussed. The chapter demonstrates the importance of relevant informa-
tion with a series of examples including equipment replacement, special orders, outsourcing—
the make or buy decision, and discontinuance of business segments.

Chapter 8 introduces various aspects of business planning and explores capital budget and e-
valuating capital expenditures, The chapter introduces the business planning process and set-
ting company goals. the strategic plan, the capital budget, and the operating budget. Then,
it explores the capital budget, the cost of capital and the evaluation of potential capital pro-
jects. The chapter demonstrates discounted cash flow capital budgeting decision methods such
as net present value and internal rate of return using both financial tables and a financial cal-
culator. Thus, the chapter supports instructors demonstrating concepts using financial ta-
bles, or a financial calculator, or both. The chapter also demonstrates non-discounted cash
flow capital budgeting decision methods, including payback period and accounting rate of re-
turn. Appendix A to this chapter demonstrates detailed future value and present value calcu-
lations using financial tables, Appendix B demonstrates using a financial calculator for future
and present value calculation.
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Chapter 9 explores the operating budget. The chapter is presented in two parts. Part I pres-
ents an overview of the operating budget including the benefits of budgeting, the contents of
the operating budget (it also introduces various operating budgets) ., and approaches to budge-
ting. Part B covers preparing and using the operating budget. It includes step-by-step presen-
tation of preparation of 8 budgets from the sales budget to budgeted financial statements.
Flexible budgeting is covered near the end of the chapter.

Chapter 10 explores standard costing. The chapter explains why standard costing is used,
discusses ideal versus practical standards, and describes some of the problems with standard
costing. The chapter demonstrates basic standard costing for a manufacturer using an easy-to-
understand example based on a small student-owned company manufacturing wood mailboxes
in a rented garage. Calculations are shown for the direct material variances. direct labor vari-
ances. variable manufacturing overhead variances. and fixed manufacturing overhead vari-
ances. The chapter concludes with a look at variance analysis and using variances to manage
by exception and includes an appendix that demonstrates the journal entries used in standard
costing,

Chapter 11 covers various aspects of evaluating performance. Business segments and the seg-
mented income statement are presented and the pitfalls of allocating common fixed costs are
discussed. The chapter discusses the basics of service department cost allocation and activity-
based service department cost allocation. The chapter discusses revenue centers. cost cen-
ters, profit centers, and investment centers. Return on investment. residual income and eco-
nomic value added (EVA™) are discussed and demonstrated. The chapter also briefly intro-
duces a number of cutting edge management and management accounting developments inclu-
ding:

¢ The Balanced Scorecard

¢ E-commerce

¢ Process Management

¢ Enterprise Information Systems

¢ Six-Sigma

¢ Theory of Constraints

¢ [ean Manufacturing

In addition to the Discussion Questions. our text offers these features that will enhance the

learning process:

¢ Learning Objectives. Previewing each chapter with these objectives allows students to sece
what direction the chapter is taking, which makes the journey through the material a bit
easier.

¢ Marginal Glossary. Students often find the process of learning accounting terminology to
be a challenge. As each new key word is introduced in the text, it is shown in bold and also
defined in the margin. This feature offers students an easy way to review the key terms and
locate their introduction in the text.

¢ Summary. This concise summary of each chapter provides an overview of the main points.
but is in no way a substitute for reading the chapter.

¢ Key Terms. At the end of each chapter, a list of the new key words directs students to the
page on which the key word or phrase was introduced.

¢ Review the Facts. Students can use these basic, definitional questions to review the key
points of each chapter. The questions are in a sequence reflecting the coverage of topics in
the chapter.

* Apply What You Have Learned. Our end-of-chapter assignment materials include a mix of
traditional types of homework problems and innovative assignments requiring critical think-
ing and writing. Many of the requirements can be used as the basis for classroom discus-
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sions. You will find matching problems. short essay questions, and calculations. Assign-
ments dealing directly with the use of financial statements are also included. Many of these
applications also work well as group assignments. There is more than one version of many
problems—one to use as an example in class and one for homework.

¢ Glossary of Accounting Terms. An alphabetical listing of important accounting terms. in-
cluding all of the key terms and more.

¢ Company Index. A listing of the companies used in the text as examples or in assignment
material.

Additional support for your efforts in the classroom is provided by our group of supplements.

e Solutions Manual, Solutions for all end-of-chapter material.

® Test Item File, A ready-to-use bank of testing material. Each chapter includes a variety of
types of questions. including true/false. multiple choice, essay and critical thinking prob-
lems. Intended for ease of use,each question is linked to chapter objectives.and also provides
suggested difficulty level and reference to text pages where answers can be found.

e PowerPoint Presentations. Complete PowerPoint presentations for each chapter. Instructors
may use each presentation as is or customize the slides to create a tailor-made slide show.
Each presentation allows instructors to offer a more interactive experience using colorful
graphics.outlines of chapter material,and graphical explanations of difficult topics.

This project would not have been possible without support and encouragement {rom a
number of people from Li Xin Accounting Publishing House,

We are most grateful to executive editor Huang Cheng Gen for his hard work. patience.
determination,and faith in the project.

We also thank chief editor Sun Shi Pin.Executive Chiel Editor Dou Han Xiu,and execu-
tive chief editor LLu Sheng Qiang for their support and help in making this project possible.

We thank Vice-President Shao Rui Qing.Professor Cao Hui Min and Professor Shao Jun
of Shanghai Li Xin University of Commerce’s for their support and help with this project.

We would like to thank our dear friends and colleagues, Professor Zhang Ai Min. Vice-
President Tu Shan Zhong and Professor Xi Guo Ping from East China University of Science
and Technology (ECUST) [or their valuable guidance. assistance and suggestions throughout
the course of this project. Without their valuable help and consideration. this project would
not have been possible.

We would also like to thank Professor Chai Qing Fu from Shanghai Li Xin University of
Commerce for his guidance regarding the selection of topics and depth of coverage for each
chapter of express the text.

We deep gratitude to Mr. Geng Yue Bin from East China University of Science and Tech-
nology for his tireless efforts and help to bring all the players together and to coordinate the
diverse efforts necessary to bring this project to completion.

We express our thanks to Steve Speace for his copy editing and other editorial help and
guidance.

Michael Werner would like to thank Vice-President Xu Fu Yuan and Dean Wang Heng
Shan., University of Shanghai for Science and Technology . Business School for their help,guid-
ance.and doctorial research collaboration which aided in the development of this text.

I would like to thank Professor Chen Xiao. Chairman of the Department of Accounting,
School of Economics and Management (SEM) . Tsinghua University for his help. encourage-
ment. guidance.and [riendship over the years. T thank Professor Song Yan Heng.and Profes-
sor Wang Kun of Tsinghua University {or their friendship.encouragement and advice. I would
also like to thank my many friends at Tsinghua University. Department of Accounting for
their {riendship and support.

I thank Professor Cui Guo Wen, Tsinghua University COACE for his help and support. I
thank Mr. Lin Zhao Guang. Tsinghua University COACE for his friendship and encourage-
ment over the years. I also thank Jonh Mc Vay. Tsinghua University COACE for his friend-
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ship,advice and encouragement.

I am also grateful for the inspiration and encouragement of Sherry Shu Zhang and Tom
and Cathy Norris. We also thank Thomas Greco of Manta Racing; Bruce Perlmuter of the Per-
Imuter Printing Company; and Stacy Sexton who contributed editorial help and assignment
material.

I thank my colleague friends and for their intellectual contributions and friendship that
have helped to enrich this book including Hou Yong. University of North Dakota and Thomas
R. Robinson,Oscar J. Holzmann, Paul Munter, Frank Collins,Olga Qumtana, Mark Friedman,
Kay Tatum, University of Miami.

We both thank Kathy Terrell and Robert Terrell, University of Central Oklahoma for
their contributions, support and friendship. We thank Professor Hou Yong. University of
North Dakota for his friendship, help and support. We would also like to thank the following
reviewers for their recommendations on prior editions or our work: Mark E. Bettini, Universi-
ty of California-Berkeley; Joseph H. Bylinski, University of North Carolina at Chapel Hill;
Cherie Francisco. Simpson College; Cheryl Mitchem. Virginia State University; Sally J. Nel-
son, Northeast lowa Community College; Michael R. Palma, Gwinnett Technical Institute; S,
E. C. Purvis, Califomia State University-San Bemardino; Olga Quintana, University of Miami;
Nanette Sanders-Cobb,Craven Community College;and Ann E. Selk, University of Wisconsin-
Green Bay. Other colleagues who have provided suggestions as adopters,as focus group mem-
bers,or as reviewers of previous editions of our material:Jeffrey J. Archambault.Clarkson U-
niversity; Lorren H. Beavers, University of Central Oklahoma; Roger K. Doost, Clemson Uni-
versity; Suzanne Elsea, Anheuser—Busch Corporation;Jessica J. Frazier. Eastem Kentucky U-
niversity; Edward S. Goodhart, Shippensburg University: Bambi A. Hora. University of Cen-
tral Oklahoma; Steven D. Hunter. Westem Baptist College; Thomas A. Jones; Raymond L.
Larson, Appalachian State University; Mary D. Maury. St. John’s University; Alfonso R. Od-
do, Niagara University;Charles J. Pineno. Clarion University;Joanne Sheridan, Montana State
University-Bfilings; Sheldon R. Smith, Brigham Young University-Hawaii; Patricia M. Som-
merville, Saint Mary’s University; Carolyn Streuly; Marilyn T. Zarzeski, University of Central
Florida.

We believe the approach we have taken will help students see how accounting fits into the
“big picture of business”. We hope students will find that what they learn from this text and
in their accounting class relates directly to them,regardless of their careerpath. Please feel free
to contact us at mwerner(@miami. edu with your comments or suggestions.

Michael I.. Werner

University of Miami

Kumen H. Jones
Arizona State University,Retired
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