Chapter 1

The changing role of managerial accounting in a dynamic business environment

CHAPTER FOCUS SUGGESTIONS

This chapter provides an overview of managerial accounting. The fundamental management processes and types of information needed by decision-makers to achieve the goals of the organization are described. The role of managerial accounting in the management information system is explained, and it is compared and contrasted with financial accounting. The continuous evolution of the role of managerial accounting in organizations and various contemporary themes are addressed. Finally, career opportunities for managerial accountants are explored.

If you have not yet worked as a member of the management team of a large organization, you will probably not be familiar with many of the terms used in this chapter. A listing of key terms appears at the end of the chapter. You will need to be able to define each of these key terms. However, you should also make sure that you are familiar with other terms that are used in this chapter. These terms will be used throughout the course.

READ AND RECALL QUESTIONS

MANAGERIAL ACCOUNTING:  A BUSINESS PARTNERSHIP WITH MANAGEMENT

LEARNING OBJECTIVE #1

After studying this section of the chapter, you should be able to:

· Define managerial accounting and describe its role in the management process.

What is managerial accounting?  What is its role in the management process?

How has managerial accounting changed in the last decade?

MANAGING RESOURCES, ACTIVITIES AND PEOPLE

LEARNING OBJECTIVE #2

After studying this section of the chapter, you should be able to:

· Explain four fundamental management processes that help organizations attain their goals.

Who sets the goals for an organization?

What steps does an organization take in pursuing its goals?

What four basic activities comprise the day-to-day work of the management team of an organization?

HOW MANAGERIAL ACCOUNTING ADDS VALUE TO THE ORGANIZATION

LEARNING OBJECTIVE #3

After studying this section of the chapter, you should be able to:

· List and describe five objectives of managerial accounting activity.

Objectives of Managerial Accounting Activity

What are the five major objectives of managerial accounting activity?

How does managerial accounting information serve as an attention-directing function?

What is “employee empowerment?”

What is measured by a managerial accounting system? How are these measures used in an organization?

What four questions can be asked in order to assess an organization’s competitive position?

The Balanced Scorecard

What is the “balanced scorecard?”

LEARNING OBJECTIVE #4

After studying this section of the chapter, you should be able to:

· Explain the major differences between managerial and financial accounting.

Managerial Versus Financial Accounting

What is financial accounting? What is a common output of a financial-accounting system?

What is an accounting system? What is the function of a cost-accounting system?

How does managerial accounting differ from financial accounting (i.e., in terms of users, regulation, source of data and nature of reports and procedures)?

WHERE ARE MANAGERIAL ACCOUNTANTS LOCATED IN AN ORGANIZATION?

LEARNING OBJECTIVES #5 & #6

After studying this section of the chapter, you should be able to:

· Explain where managerial accountants are located in an organization, in terms of formal organization, deployment in cross-functional teams, and physical location.

· Describe the roles of an organization’s chief financial officer (CFO) or controller, treasurer, and internal auditor.

Line and Staff Positions

What is the role of a manager in a line position? What is the role of a manager in a staff position?

What are the responsibilities of the chief financial officer (CFO) of an organization?  What other names is this position sometimes called?

What are the responsibilities of the treasurer of an organization?

What are the responsibilities of the internal auditor of an organization?

Cross-Functional Deployment, Physical Location

What is cross-functional deployment?  Where do management accountants actually do their work?

MAJOR THEMES IN MANAGERIAL ACCOUNTING

LEARNING OBJECTIVE #7

After studying this section of the chapter, you should be able to:

· Briefly describe some of the major contemporary themes in managerial accounting.

Information and Incentives, Behavioral Issues

What two functions are served by managerial accounting information? How do these two functions differ? Why does a managerial accountant need to have an understanding of human behavior?

Costs and Benefits

What is the “cost-benefit trade-off?”

Evolution and Adaptation in Managerial Accounting

What is e-business?

What are two major differences between service and manufacturing firms?

What is a “multinational company?” What type of challenge is faced by both a manager of a multinational company and an American planning a trip in a foreign county?

What is a “product’s value” to the customer?

What purpose do cross-functional managerial teams serve? What holds a cross-functional team together?

What is “time to market?” Why is time to market a critical objective for many companies?

What is an intranet? 

How does a traditional manufacturing setting differ from a just-in-time (or JIT) production system?

What is the “pull” approach to controlling manufacturing? How does a “pull” system of production management result in a smooth flow of production and significantly reduced inventory levels?

What is “total quality management” (or TQM)?

What is meant by “continuous improvement?”

Cost Management Systems

What are the four objectives of a cost management system?

What is “activity-based costing?” How are the costs of the organization’s significant activities accumulated and then assigned to goods or services when activity-based costing is used?  What is “activity-based management?”
STRATEGIC COST MANAGEMENT AND THE VALUE CHAIN

LEARNING OBJECTIVE #8

After studying this section of the chapter, you should be able to:

· Understand and explain the concepts of strategic cost management and the value chain.

What is the “value chain?” What entities would be included in a hospital’s value chain?

What are two ways a company can achieve a sustainable competitive advantage?

What are “cost drivers?”

What is “strategic cost management?”

What is the “theory of constraints?”

THE ETHICAL CLIMATE OF BUSINESS AND THE ROLE OF THE ACCOUNTANT

LEARNING OBJECTIVE #9
After studying this section of the chapter, you should be able to:

· Understand the ethical responsibilities of a managerial accountant.

List the various parties that must accept responsibility for the corporate failures that have occurred over the past few years.

What is one important lesson that can be learned from these scandals?

What are some of the changes resulting from the Sarbanes-Oxley Act?

MANAGERIAL ACCOUNTING AS A CAREER

LEARNING OBJECTIVE #10
After studying this section of the chapter, you should be able to:

· Discuss the professional organizations, certification process, and ethical standards in the field of managerial accounting.

What types of knowledge and skills are needed by managerial accountants in order to perform their duties effectively?

Professional Organizations

What professional organizations do managerial accountants join?

Professional Certification

How can a managerial accountant become a Certified Management Accountant (CMA)?

What are the four major types of ethical standards for managerial accountants?


SELF-TEST QUESTIONS AND EXERCISES

MATCHING

Match each of the terms listed below with the appropriate textbook definition:

	___
	1. 
	Activity accounting
	___
	17. 
	E-commerce

	___
	2. 
	Activity-based costing (ABC)
	___
	18. 
	Empowerment

	___
	3. 
	Activity-based management
	___
	19. 
	Financial accounting

	
	
	(ABM)
	___
	20. 
	Internal auditor

	___
	4. 
	Attention-directing function
	___
	21. 
	Just-in-time (JIT) production

	___
	5. 
	Balanced scorecard
	
	
	system

	___
	6. 
	Certified Management
	___
	22. 
	Line positions

	
	
	Accountant (CMA)
	___
	23. 
	Managerial accounting

	___
	7. 
	Chief financial officer (CFO)
	___
	24. 
	Non-value-added costs

	___
	8. 
	Continuous improvement
	___
	25. 
	Planning

	___
	9. 
	Controller (or comptroller)
	___
	26. 
	Staff positions

	___
	10. 
	Controlling
	___
	27. 
	Strategic cost management

	___
	11. 
	Cost-accounting system
	___
	28. 
	Supply-chain management

	___
	12. 
	Cost driver
	___
	29. 
	Theory of constraints

	___
	13. 
	Cost management system
	___
	30. 
	Total quality management 

	___
	14. 
	Cross-functional management
	
	
	(TQM)

	
	
	teams
	___
	31. 
	Treasurer

	___
	15. 
	Decision making
	___
	32. 
	Value chain

	___
	16. 
	Directing operational activities
	
	
	

	
	
	
	
	
	


A. The constant effort to eliminate waste, reduce response time, simplify the design of both products and processes, and improve quality and customer service.

B. Using an activity-based costing system to improve the operations of an organization.

C. The top managerial and financial accountant in an organization.  Supervises the accounting department and assists management at all levels in interpreting and using managerial-accounting information.

D. Running an organization on a day-to-day basis.

E. Developing a detailed financial and operational description of anticipated operations.

F. An accountant who reviews the accounting procedures, records, and reports in both the controller’s and treasurer’s areas of responsibility.

G. An accountant who has earned professional certification in managerial accounting.

H. The broad set of management and control processes designed to focus an entire organization and all of its employees on providing products or services that do the best possible job of satisfying the customer.

I. Positions held by managers who are directly involved in providing the goods or services that constitute an organization’s primary goals.

J. The concept of encouraging and authorizing workers to take their own initiative to improve operations, reduce costs, and improve product quality and customer service.

K. The collection of financial or operational performance information about significant activities in an enterprise.

L. A management approach that focuses on identifying and relaxing the constraints that limit an organization’s ability to reach a higher level of goal attainment.

M. An organization’s set of linked, value creating activities, ranging from securing basic raw materials and energy to the ultimate delivery of products and services.

A characteristic of an event or activity that results in the incurrence of costs by that event or activity.

N. A management planning and control system that measures the cost of significant activities, identifies non-value-added costs, and identifies activities that will improve organizational performance.

O. An accountant in a staff position who is responsible for managing an organization’s relationships with investors and creditors and maintaining custody of the organization’s cash, investments, and other assets.

P. Part of the basic accounting system that accumulates cost data for use in both managerial and financial accounting.

Q. Choosing between alternatives.

R. A two-stage procedure used to assign overhead costs to products or services produced.  In the first stage, significant activities are identified, and overhead costs are assigned to activity cost pools in accordance with the way resources are consumed by the activities.  In the second stage, the overhead costs are allocated from each activity cost pool to each product line in proportion to the amount of the cost driver consumed by the product line.

S. The costs of activities that can be eliminated without deterioration of product quality, performance, or perceived value.

T. Ensuring that an organization operates in the intended manner and achieves its goals.

U. Positions held by managers who are only indirectly involved in producing an organization’s product or service.

V. The use of accounting information for reporting to parties outside the organization.

W. The process of identifying, measuring, analyzing, interpreting and communicating information in pursuit of an organization’s goals.

X. The function of managerial-accounting information in pointing out to managers issues that need their attention.

Y. A comprehensive inventory and manufacturing control system in which no materials are purchased and no products are manufactured until they are needed.

Z. Overall recognition of the cost relationships among the activities in the value chain, and the process of managing those costs relationships to a firm’s advantage.

AA. A model of business performance evaluation that balances measures of financial performance, internal operation, innovation and learning, and customer satisfaction.

AB. Another name for the chief financial officer.

AC. Teams that use individuals with varied expertise and experience to address management issues.

AD. The coordination of order generation, order taking, order fulfillment, and distribution of products and services.

AE. The buying and selling over digital media.

TRUE-FALSE QUESTIONS

For each of the following statements, enter a T or F in the blank to indicate whether the statement is true or false.

___1. Managers rely on managerial-accounting information to prepare financial statements.

___2. A chief purpose of managerial accounting is to motivate managers toward achieving the goals of the organization.

___3. Production-cost data are used exclusively for managerial-accounting purposes.

In order to understand the role of a managerial accountant in an organization, it is necessary to know the structure of that organization.

___4. Making a managerial decision means choosing among the alternative goals of the organization.

___5. Planning involves developing a detailed financial and operational description of past operations.

___6. A main purpose of managerial accounting is to motivate managers to direct their efforts toward achieving the goals of an organization.

___7. A means of motivating people toward an organization's goals is to measure their performance in achieving those goals.

___8. In some organizations, internal auditors make a broad performance evaluation of middle management.

___9. The effectiveness of a managerial accountant in providing information does not depend on his or her understanding of human behavior.

___10. Information is a commodity.

___11. The main difference between service and manufacturing organizations is that in service organizations most services are consumed as they are generated.

___12. An implication of the just-in-time inventory philosophy is the need to de-emphasize product quality.

___13. The Institute of Management Accountants sponsors the Certified Management Accountant (CMA) program.

___14. Recognizing important cost relationships among activities in a value chain and managing those relationships to the firm's advantage is known as optimal cost management.


FILL-IN-THE-BLANK QUESTIONS

For each of the following statements, fill in the blank to properly complete the statement.

1. In pursuing the goals of an organization, managers need 






.
2. The system which accumulates cost data for use in both managerial accounting and financial accounting is called a(n) 





 system.

3. Ensuring that the organization operates in the intended manner and achieves its goals means that management is engaged in 





.

4. The focus of 





 accounting is on the needs of managers within the organization.

5. 





 managers are directly involved in the specific operations of an organization.

6. In many organizations, the 





 is the chief managerial and financial accountant.
7. In 





 accounting the emphasis is on reporting to parties outside the organization.

8. Managers in 





 positions supervise activities that support the goals of the organization.

9. The 





 of an organization is responsible for safeguarding its assets.

10. The 





 of the organization is the set of linked, value-creating activities ranging from getting raw materials to the delivery of products.

MULTIPLE-CHOICE QUESTIONS

Circle the best answer or response.

1. Which of the following would not typically be a goal of an organization?

(a) Profitability

(b) Product quality

(c) Cost maximization

(d) Market diversification

2. In pursuing an organization's goals, which of the following is not a basic activity of managers?

(d) Decision making

(e) Financial reporting to stockholders

(f) Directing operations

(e) Controlling

3. Which of the following is true of financial accounting?

(g) Users of its information are primarily outside the organization.

(h) It is not regulated by outside agencies.

(i) Only a small portion of its data is drawn from the organization's basic accounting system.

(f) Its reports are seldom based on historical transaction data.

4. The controller of an organization 

(j) supervises the accounting department.

(k) prepares all reports for external parties.

(l) is responsible for preparing reports for internal users.

(g) does all of the above.

5. The objectives of a cost management system do not include

(m) measuring the cost of resources used in performing significant activities.

(n) eliminating the non-value-added costs.

(o) eliminating the need for financial reporting.

(h) determining the effectiveness and efficiency of all major organizational activities.

6. Which of the following is an area of concern in the ethical standards set forth by the Institute of Management Accountants?
(p) Confidentiality

(q) Integrity

(r) Objectivity

(i) All of the above

EXERCISES

Record your answers to each part of the exercises in the space provided. Show your work.

Exercise 1.1

Included in the inventory of Carter's Home Products, Inc. (CHP) are various health care items that became obsolete early in the year and now have a market value well below cost (the amounts originally paid for these inventory items). CHP’s controller has been aware of the obsolescence problem since the beginning of the year. While closing the company’s books, the controller decided not to make an adjustment in the accounting records to reduce the obsolete inventory items to their net realizable values. The adjustment, if made, would have had a material effect on, or would have significantly reduced the amount of, the amount of net income reported by the company for the year. 

The controller reports directly to the chief executive officer, and is eligible for a bonus that is directly tied to the amount of the company’s net income. The controller did not discuss the decision not to make an adjustment with the chief executive officer, and was relieved when the chief executive officer did not raise the obsolescence problem.

Write a brief essay that addresses the ethical considerations of the decision made by the controller. Address the controller’s motivation, how the company’s financial accounting information is affected, how its managerial accounting information is affected, and the impact on decision-makers.

SOLUTIONS TO SELF-TEST QUESTIONS AND EXERCISES


MATCHING

	1. 
	K
	7. 
	C
	13. 
	O
	19. 
	W
	25. 
	E
	31. 
	P

	2. 
	S
	8. 
	A
	14. 
	DD
	20. 
	F
	26. 
	V
	32. 
	M

	3. 
	B
	9. 
	CC
	15. 
	R
	21. 
	Z
	27. 
	AA
	
	

	4. 
	Y
	10. 
	U
	16. 
	D
	22. 
	I
	28. 
	EE
	
	

	5. 
	BB
	11. 
	Q
	17. 
	FF
	23. 
	X
	29. 
	L
	
	

	6. 
	G
	12. 
	N
	18. 
	J
	24. 
	T
	30. 
	H
	
	


TRUE-FALSE QUESTIONS 

1. F
Managers rely on financial-accounting information to prepare financial statements.

2. T


3. F
These data are also used for financial-accounting purposes.

4. T


5. F
Managerial decisions are made by choosing among the alternative courses of action available to the manager.

6. F
Planning pertains to future operations, not past operations.

7. T


8. T


9. T


10. F
Understanding human behavior is an important factor in contributing to the effectiveness of a managerial accountant in providing information.

11. T


12. T


13. F
The just-in-time philosophy implies that product quality must be emphasized.

14. T


15. F
This is known as strategic cost management, not optimal cost management.

FILL-IN-THE-BLANK QUESTIONS

16. information

17. cost-accounting

18. control

19. managerial

20. Line

21. controller

22. financial

23. staff

24. treasurer

25. value chain

MULTIPLE-CHOICE QUESTIONS

26. (c) 
An organization would most likely be interested in cost minimization.

27. (b) 
Financial reporting to stockholders is primarily an activity of financial accountants.

28. (a) 
The FASB and the SEC regulate financial accounting. The major portion of its data comes from the basic accounting system, and its reports are based chiefly on historical transaction data.

29. (d) 
The controller's work involves each of the items indicated in choices (a), (b), and (c).

30. (c) 
A cost management system seeks to improve the quality of financial reporting.

31. (d) 
Each of the items in (a), (b), and (c) is of concern in the ethical standards of the IMA.


EXERCISES

Exercise 1.1

The company has a significant number of inventory items that are obsolete. However, an adjustment to reduce the obsolete inventory items to their net realizable values has not been made to the company’s records. As a result, the total assets and net income are both overstated. The controller is eligible for a bonus that is directly tied to the amount of the company’s net income. As such, it is possible that the controller’s decision not to make the adjustment was based on the negative impact that this adjustment would have had on the amount of the bonus awarded to the controller. 

The adjustment to reduce the obsolete inventory items to their net realizable value is required by generally accepted accounting principles (GAAP). Current and prospective investors, lenders, and other users of the company’s financial-accounting information may make inappropriate decisions based on the company’s financial statements, which are not in accordance with GAAP. In addition, throughout the year, incorrect managerial accounting information was being provided to the company’s managers.

This incorrect information may have affected decision making (e.g., choices between continuing or discontinuing selected inventory items), planning (e.g., the pricing of these inventory items), directing of operational activities (e.g., the continued production of these items) and controlling (e.g., ensuring that the company meets its budgetary goals for the year). The controller had an ethical obligation to record the necessary adjustment and communicate the related information to management in a timely manner.

IDEAS FOR YOUR STUDY TEAM 

1.
Rewrite each of the definitions of the key terms that appear at the end of the chapter using your own words. Imagine that you are trying to explain each key term to a friend who has not taken any accounting classes. Then, get together with the other members of your study team and compare your definitions.

Activity accounting

Activity-based costing

Activity-based management

Attention-directing function

Balanced scorecard

Certified Management Accountant (CMA)

Chief financial officer (CFO)

Continuous improvement

Controller (or comptroller)

Cost-accounting system

Cost driver

Cost management system

Empowerment

Financial accounting

Internal auditor

Just-in-time (JIT) production system

Line positions

Managerial accounting

Non-value-added costs

Staff positions

Strategic cost management

Theory of constraints

Total quality management (TQM)

Treasurer

Value chain

2.
 Try to predict the types of questions, exercises and problems that you will encounter on the quizzes and exams that cover this chapter. Review the Read and Recall Questions and the Self-Test Questions and Exercises that are set forth in this Study Guide. Work through the end-of-chapter review problem(s), if applicable, and the end-of-chapter questions, exercises and problems that were assigned by your instructor. As you perform these tasks, identify the terms, concepts, formulas, etc. that you are responsible for knowing. After you develop the list of questions, exercises and problems that you expect to encounter on quizzes and exams, review the learning objectives that appear at the beginning of the chapter in your textbook to ensure that you have not overlooked anything significant. After you have completed your review of your list, get together with the other members of your study team and compare your predictions.
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