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Managerial Accounting Concepts
and Principles

© AP Photo/Greq Brown/Waterloo Courler

Dan Donegan, guitarist for the rock band Disturbed,
entertains millions of fans each year playing his
gultar Hlb guitar was built by quality craftsmen at

‘ Gt in Chicago. Washburn Guitars is
well known in the music industry and has been in
business for over 120 years.

Staying in business for 120 years requires a tho-
rough understanding of how to manufacture high-
quality guitars. In addition, it requires knowledge of
how to account for the costs of making guitars. For
example, Washburn needs cost information to
answer the following questions:

How much should be charged for its guitars?
How many guitars does it have to sell in a year to
cover its costs and earn a profit?

How many employees should the company have
working on each stage of the manufacturing
process?

How would purchasing automated equipment
affect the costs of its guitars?

This chapter introduces managerial accounting
concepts that are useful in addressing the preceding
questions.

This chapter begins by describing managerial
accounting and its relationship to financial account-
ing. Following this overview, the management
process is described along with the role of managerial
accounting in this process. Finally,
characteristics of managerial account-
ing reports, managerial accounting
terms, and uses of managerial account-
ing information are described and
illustrated.
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Managerial Accounting

Managers make numerous decisions during the day-to-day operations of a business
and in planning for the future. Managerial accounting provides much of the informa-
tion used for these decisions.

Some examples of managerial accounting information along with the chapter in

which it is described and illustrated are listed below.

L

Classifying manufacturing and other costs and reporting them in the financial
statements (Chapter 18)

Determining the cost of manufacturing a product or providing a service (Chapters 19
and 20)

Estimating the behavior of costs for various levels of activity and assessing cost-
volume-profit relationships (Chapter 21)

Planning for the future by preparing budgets (Chapter 22)

Evaluating manufacturing costs by comparing actual with expected results
(Chapter 23)

Evaluating decentralized operations by comparing actual and budgeted costs as
well as computing various measures of profitability (Chapter 24)

Evaluating special decision-making situations by comparing differential revenues
and costs (Chapter 25)

Evaluating alternative proposals for long-term investments in fixed assets
(Chapter 26)
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Differences Between Managerial

and Financial Accounting

Accounting information is often divided into two types: financial and managerial. Exhibit 1
shows the relationship between financial accounting and managerial accounting.

Financial Accounting and Managenal Accountmg

Income
Statement

FINANCIAL ACCOUNTING MANAGERIAL ACCOUNTING
Statement of
Cash Flows
Balance Sheet

Retained

Earnings
Statement

Financial Management
Statements Reports
External Users
Users:

and Management Management

Characteristics:

Prepared at fixed : .
mtervals

Financial accounting information is reported at fixed intervals (monthly, quarterly,
yearly) in general-purpose financial statements. These financial statements—the
income statement, retained earnings statement, balance sheet, and statement of cash
flows—are prepared according to generally accepted accounting principles (GAAP).
These statements are used by external users such as the following:

1. Shareholders

2. Creditors

3. Government agencies
4. The general public

Managers of a company also use general-purpose financial statements. For exam-
ple, in planning future operations, managers often begin by evaluating the current
income statement and statement of cash flows.

Managerial accounting information is designed to meet the specific needs of a
company’s management. This information includes the following;:

1. Historical data, which provide objective measures of past operations
2. Estimated data, which provide subjective estimates about future decisions



