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This book is dedicated to our students, whose questions have so frequently caused us to
reevaluate our method of presentation that they have, in fact, become major

contributors to the development of this text.



NOTE FROM THE AUTHORS

B’ connect’

|AccounTING

LECTURE VIDEOS: A SEA CHANGE IN
INSTRUCTIONAL METHODOLOGY

We are excited to announce the availability of instructional videos that explain
the content associated with every learning objective introduced throughout the
text. These videos have been developed by a member of the author team and
are available when assigned through McGraw-Hill Connect Accounting. They
have the touch and feel of a live lecture as opposed to a canned PowerPoint
presentation. The benefits are enormous. Videos allow students to pause for con-
templation and note-taking. They permit students to repeat difficult concepts or
fast-forward through content they have mastered. In other words, videos enable
self-paced learning. No longer is the lecture too fast for some and too slow for
others. Now the lecture satisfies the needs of each individual student.

Many accounting educators have taught in professional exam prep courses
that make extensive use of video lectures. Now you can bring that prep course
learning approach into your everyday classroom. You can use the videos we pro-
vide to transform the traditional classroom from a passive listening exercise into an
active learning experience. Here are some examples of how you can use instruc-
tional videos to improve the classroom environment.

Flip Courses

Instructional videos enable instructors to flip the traditional teaching model.
Specifically, instead of providing a lecture in class and then assigning homework,
flip courses deliver the lecture at home and use the classroom as a place for stu-
dents to work problems and ask questions. The teacher’s function moves from
lecturer to coach and tutor. Without a requirement to deliver a lecture, the in-
structor is free to tutor students in small groups or individually. Instruction be-
comes more focused and individualized. Indeed, when coupled with Connect®
technology, instructors can obtain real-time feedback that allows them to iden-
tify and approach specific students who are having difficulty without disturbing
those students who are able to digest the material independently.

Competency-Based Learning Courses

Video instruction enables the implementation of a competency-based grading sys-
tem. Since learning is self-paced, grades can be assigned on the basis of how deep
students go into the content as opposed to an averaging approach. For example,
content could be divided into modules. Grades could be assigned based on the
number of modules completed successfully. Weaker students could repeat lower-
level modules, while stronger students move on to more advanced topics. When
you are no longer forced to move students through your class in a lock-step fash-
ion, the potential for improving the learning environment is virtually limitless.
There are many different competency-based models that can be applied to
introductory accounting. At this point, our objective is to introduce the general
possibilities for improving learning. If you are interested in developing a specific
competency-based approach for your classroom, you can speak directly with a
member of the author team who has used videos in a variety of settings (contact
information is provided on the following page). Standardized lesson plans that
can be adapted for use in your individual classroom are available upon request.

Fundamental Managerial Accounting Concepts



Mass Section Courses

Many schools deliver live lectures to mass section classes. Students then break
into small groups that are led by teaching assistants or adjunct faculty. While this
approach is cost effective, it frequently results in dissatisfaction. Students often
find it difficult to see and hear in large lecture halls. Also, the lecture must be set
at an average pace which by its nature is too fast for many students and too slow
for others. Prerecorded video lectures resolve these issues. They enable students
to study the lecture before class. They can then bring questions about the lecture
to the breakout sessions. Since videos eliminate the need for mass lectures, there
is more time for students to meet in small groups where they are able to receive
more individualized attention.

Distance Learning Courses

One of the fastest-growing markets in higher education today is Internet-based
courses. Many students struggle with these courses. Generally, they would prefer
to learn from a lecture but due to timing or location are unable to attend class.
Prerecorded video lectures solve this problem by allowing students to access lec-
tures on demand. Until now, the only way to provide video coverage was for the
instructor to make personal recordings. Anyone who has tried this knows it is a
time-consuming activity. We offer a standardized turn-key course that is com-
posed of prerecorded instructional videos, self-assessment quizzes, and instructor-
generated evaluative exams. The instructor simply selects the learning objectives
to be covered. There is no simpler way to develop a distance learning course.

Supplement Your Traditional Lecture-Based Course

You do not have to change the way you teach your class to reap many of the
benefits available from video instruction. Students who have to miss class or who
have trouble comprehending certain concepts can benefit from watching video
lectures. Also, many students who attend class will be able to build confidence
by watching videos that reinforce the concepts presented in class. Since the vid-
eos are tied directly to the learning objectives, you can develop a specific plan
for students who are struggling with specific topics. Alternatively, you may offer
video instruction to enable advanced students to cover additional topics.

These are only a few opportunities made possible by video lectures. If you
would like to discuss these or other possible applications, please contact Chris
Edmonds at cedmonds@gmail.com.

Tom Edmonds/Chris Edmonds/Bor-Yi Tsay/Phil Olds
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HOW DOES EDMONDS HELP

“Crisp chapters that
cover the material
without wasted pages.
[Also, the text empha-
sizes] decision making
and includes coverage of
accountability.”

ANNE WILLIAMS,
GATEWAY COMMUNITY
COLLEGE

“This book is excellent
for the non-accounting
major because it is
user-oriented. This book
actually interests
non-accounting majors. |
have seen many students
actually get excited
about what they are
learning because they
can relate the information
to the real world.”

JACQUELINE BURKE,
HOFSTRA UNIVERSITY

viii

PRINCIPAL FEATURES

Our goal in writing this text is to teach students
managerial accounting concepts that will improve their
ability to make sound business decisions. The text
differs from traditional managerial accounting books in
the following ways:

Decision-Making Skills Emphasized

Notice that the table of contents places decision making up front. Procedural
topics like manufacturing cost flow, job order, and process costing are placed at
the end of our text, while traditional books discuss these topics early. We put
decision making front and center because we believe it is important. Beyond
placement, we introduce topics within a decision-making context. For example,
in Chapter 2 we introduce “cost behavior” within the context of operating lever-
age. We focus on how cost behavior affects decisions such as “Am | sure enough
that volume will be high that | want to employ a fixed cost structure or do | want
to reduce operating leverage risk by building a variable cost structure?” Further,
notice that Chapter 3 is written around a realistic business scenario where a
management team is using CVP data to evaluate decision alternatives. Indeed,

Fundamental Managerial Accounting Concepts



STUDENTS SEE THE BIG PICTURE?

all chapters are written in a narrative style with content focused on decision-
making scenarios. This makes the text easy to read and interesting as well as
informative.

Service Companies Emphasized

For example, our budgeting chapter uses a merchandising business while most tra-
ditional texts use a manufacturing company. Using a service company is not only
more relevant but also simplifies the learning environment, thereby making it eas-
ier for students to focus on budgeting concepts rather than procedural details. This
is only one example of our efforts to place greater emphasis on service companies.

Isolating Concepts

How do you promote student understanding of concepts? We believe new
concepts should be isolated and introduced individually in decision-making
contexts. For example, we do not include a chapter covering cost terminology
(usually Chapter 2 in traditional approaches). We believe introducing a plethora
of detached cost terms in a single chapter is ineffective, as students have no con-
ceptual framework for the new vocabulary.

Interrelationships between Concepts

Although introducing concepts in isolation enhances student comprehension of
them, students must ultimately understand how business concepts interrelate.
The text is designed to build knowledge progressively, leading students to inte-
grate the concepts they have learned independently. For example, see how the
concept of relevance is compared on page 255 of Chapter 6 to the concept of cost
behavior (which is explained in Chapter 2) and how the definitions of direct costs
are contrasted on page 154 of Chapter 4 with the earlier introduced concepts of
cost behavior. Also, Chapters 1 through 12 include a comprehensive problem
designed to integrate concepts across chapters. The problem builds in each
successive chapter with the same company experiencing new conditions that
require the application of concepts across chapters.

Context-Sensitive Nature of Terminology

Students can be confused when they discover the exact same cost can be classi-
fied as fixed, variable, direct, indirect, relevant, or not relevant. For example, the
cost of a store manager’s salary is fixed regardless of the number of customers
that shop in the store. The cost of store manager salaries, however, is variable
relative to the number of stores a company operates. The salary costs are directly
traceable to particular stores but not to particular sales made in a store. The sal-
ary cost is relevant when deciding whether to eliminate a given store but not
relevant when deciding whether to eliminate a department within a store. Stu-
dents must learn to identify the circumstances that determine the classification

Tom Edmonds/Chris Edmonds/Bor-Yi Tsay/Phil Olds

“A great book that covers
all the fundamentals but
doesn’t overwhelm the
non-accounting major.
Students really like the
course and much of the
credit goes to the quality
of your book.”

WALTER AUSTIN,
MERCER UNIVERSITY

“I like that the authors
used service companies
for the budgeting
process.”

ALANA FERGUSON,
MOTT COMMUNITY
COLLEGE

“I think Edmonds’
approach to introducing
concepts, and his flow of
topics is the best of any
accounting textbook |
have used. His approach
allows me to emphasize
a piece of the puzzle at a
time [while] building to
the whole picture.”

GARY REYNOLDS,
OZARK TECHNICAL
COMMUNITY COLLEGE

“This is an informative
and accessible text that
addresses both the
students’ need for
relevant coverage and
instructors’ need for
efficient delivery. A truly
user-friendly text.”

CHIAO CHANG,
MONTCLAIR STATE
UNIVERSITY



“Given the current
economic environment,
[Edmonds’] extensive
coverage of corporate
governance is critical
to accounting.”

PATRICK STEGMAN,
COLLEGE OF LAKE
COUNTY

of costs. The chapter material, exercises, and problems in this text are designed
to encourage students to analyze the decision-making context rather than to
memorize definitions. ATC 4-1 in Chapter 4 illustrates how the text teaches
students to interpret different decision-making environments.

ANALYZE, THINK, COMMUNICATE

ATC 4-1 Business Applications Case  Allocating fixed costs at HealthSouth

Corporation
s HealthSouth Corporation claims to be “. . . the nation’s largest owner and operator of inpatient
il rehabilitation hospitals in terms of revenues, number of hospitals, and patients treated and
v

discharged.” As of December 31, 2011, the company derived 92 percent of its revenues from
inpatient services. During 2011 it treated and discharged 118,354 patients, and the average
length of a patient’s stay was 13.5 days. If one patient occupying one bed for one day represents
a “patient-day,” then HealthSouth produced 1,597,779 patient-days of output during 2011
(118,354 X 13.5 = 1,597,779). During this period, HealthSouth incurred depreciation costs of
$52,500,000. For the purpose of this problem, assume that all of this depreciation related to the
property, plant, and equipment of inpatient hospitals.

Required
a. Indicate whether the depreciation cost is a:
(1) Product (i.e., patient) cost or a general, selling, and administrative cost.
(2) Fixed or variable cost relative to the volume of production.
(3) Direct or indirect cost if the cost object is the cost of patient services provided in 2011.
b. Assume that HealthSouth incurred depreciation of $4,375,000 during each month of the
2011 fiscal year, but that it produced 140,000 patient-days of service during February and
120,000 patient-days of service during March. Based on monthly costs and service levels,
what was the average amount of depreciation cost per patient-day of service provided during
each of these two months, assuming each patient-day of service was charged the same
amount of depreciation?

Corporate Governance

Accountants have always recognized the importance of ethical conduct.
However, the enactment of Sarbanes-Oxley (SOX) has signaled the need
for educators to expand the subject of ethics to a broader concept of corpo-
rate governance. We focus our expanded coverage on four specific areas,
including:

¢ Quality of Earnings—We explain how financial statements can be manipulated.

¢ The Statement of Ethical Professional Practice for Management Accountants—
Our coverage focuses on the policies and practices promulgated by the Insti-
tute of Management Accountants.

e The Fraud Triangle—We discuss the three common features of criminal and
ethical misconduct, including opportunity, pressure, and rationalization.

e Specified Features of Sarbanes—Oxley (SOX)—We cover four key provisions of
SOX that are applicable to managerial accountants.

Corporate governance is introduced in Chapter 1. This chapter includes four
exercises, two problems, and one case that relate to the subject. Thereafter, a
corporate governance case is included in every chapter, thereby enabling con-
tinuing coverage of this critically important topic.

Fundamental Managerial Accounting Concepts



Excel Spreadsheets

Spreadsheet applications are essential to contemporary accounting practice.
Students must recognize the power of spreadsheet software and know how
accounting data are presented in spreadsheets. We discuss Microsoft Excel
spreadsheet applications where appropriate throughout the text. In most
instances, the text illustrates actual spreadsheets. End-of-chapter materials
include problems students can complete using spreadsheet software. A sample
of the logo used to identify problems suitable for Excel spreadsheet solutions is
shown here.

Problem 1-22A  Service versus ift ing compani LO 1-2

Lang Company began operations on January 1, 2014, by issuing common stock for $64,000 cash. ex=e’
During 2014, Lang received $95,000 cash from revenue and incurred costs that required $75,000 =
of cash payments. . .7
Required !
Prepare an income statement and a balance sheet for Lang Company for 2014, under each of the
following independent scenarios.
a. Lang is a promoter of rock concerts. The $75,000 was paid to provide a rock concert that CHECK FIGURES
produced the revenue. a. Net income: $20,000
b. Lang is in the car rental business. The $75,000 was paid to purchase automobiles. The auto-  b. Total assets: $144,000
mobiles were purchased on January 1, 2014, and have five-year useful lives, with no expected  c. Net income: $57,000
salvage value. Lang uses straight-line depreciation. The revenue was generated by leasing the
automobiles.
c. Lang is a manufacturing company. The $75,000 was paid to purchase the following items:
(1) Paid $12,000 cash to purchase materials that were used to make products during the year.
(2) Paid $22,000 cash for wages of factory workers who made products during the year.
(3) Paid $5,000 cash for salaries of sales and administrative employees.
(4) Paid $36,000 cash to purchase manufacturing equipment. The equipment was used solely
to make products. It had a three-year life and a $6,000 salvage value. The company uses
straightline depreciation.

Tom Edmonds/Chris Edmonds/Bor-Yi Tsay/Phil Olds

“[The text is] easy to
read and it is innovative
for including Excel
spreadsheets and the
accounting template.”

WEDE ELLIOTT-
BROWNELL, SOUTHERN
UNIVERSITY/A&M
COLLEGE

Xi



HOW DOES EDMONDS

The Curious Accountant

In the first course of accounting, you learned how
retailers, such as Target, account for the cost of equip-
ment that lasts more than one year. Recall that the
equipment was recorded as an asset when purchased,
and then it was depreciated over its expected useful
life. The depreciation charge reduced the company’s
assets and i its exp This app was
justified under the matching principle, which seeks to
recognize costs as expenses in the same period that
the cost (resource) is used to generate revenue.

Is depreciation always shown as an expense on the
income statement? The answer may surprise you. Con-
sider the following scenario. Bose Corporation manu-
factures the headphones that it sells to Target. In order
to produce the headphones, Bose had to purchase a
robotic machine that it expects can be used to produce

Real-World Examples

The Edmonds’ text provides a variety of
thought-provoking, real-world examples
of managerial accounting as an essential
part of the management process.

The Curious Accountant

Each chapter opens with a short vignette
that sets the stage and helps pique
student interest. These vignettes pose a
question about a real-world accounting

100,000

issue related to the topic of the chapter.

Answers to The Curious Accountant [ttt ing for depre- The answer to the question appears in
ciation related to manufacturing assets .

is different from ing for depreciation for ing assets. Depreciation on the checkout equipment at a sepa rate sidebar a few pages further

Target is recorded as depreciation expense. Depreciation on i i at Bose is i a product into the Chapter.

cost. It is included first as a part of the cost of inventory and eventually as a part of the expense, cost of goods sold.
Recording depreciation on ing equij as an inventory cost is simply another example of the matching

principle, because the cost does not become an expense until revenue from the product sale is recognized.

FOCUS ON INTERNATIONAL ISSUES

FINANCIAL ACCOUNTING VERSUS MANAGERIAL H

ACCOUNTING—AN INTERNATIONAL PERSPECTIVE Focus on International Issues
This chapter has already explained some of the conceptual differences H

between financial and i ing, but these di These bOXEd |nserts expose

have implications for international businesses as well. With respect to - . -

financial accounting, publicly traded companies in most countries must Stu de ntS tO | nte rn at| O n a I ISSU es
follow the generally accepted accounting principles (GAAP) for their . .

country, but these rules can vary from country to country. Generally, In aCCOU nt| ng .

companies that are audited under the auditing standards of the United
States follow the standards established by the Financial Accounting
Standards Board. Most companies located outside of the United States
follow the standards I by the i ing
Standards Board (IASB). For example, the United States is one of very
few countries whose GAAP allow the use of the LIFO inventory cost flow
assumption.
Conversely, most of the i ing concepts i in this course can be used by businesses in any country. For
example, activity-based costing (ABC) is a topic addressed in Chapter 5 and is used by many companies in the United States. Additionally,
while accrual-based earnings can differ depending on whether a company uses U.S. GAAP or IFRS, cash flow will not. As you will learn in this

course, managerial accounting decisions often focus on cash flow versus accrual-based income. Therefore, managerial accounting concepts
are more universal than financial accounting rules.

sz CHECK YOURSELF 1.1

All boxes of General Mills’ Total Raisin Bran cereal are priced at exactly the same amount in your local
grocery store. Does this mean that the actual cost of making each box of cereal was exactly the same?

Check Yourself

These short question/answer features occur at

Answer No, making each box would not cost exactly the same amount. For example, some boxes

tain slightl I I than other boxes. Accordingly, b st slightl i i
o510 ket oers o, General il se average ot e han acua 2ot 0 Gk s the end of each main topic and ask students to
DG stop and think about the material just covered.

The answer is then given to provide immediate
feedback before students go on to a new topic.

“l especially like the Check Yourself and A Look Back/A Look Forward features because they help
students to review and refresh topics as they progress through the chapter.”

ANNA L. LUSHER, SLIPPERY ROCK UNIVERSITY

“The Curious Accountant, the real-world examples, and the Check Yourself boxes are unique features.”

RONALD REED, UNIVERSITY OF NORTHERN COLORADO

“This is a strong textbook, well-written and [the] illustrations are strong. Use of colors adds to the presentation.”

CHERYL CORKE, GENESEE COMMUNITY COLLEGE

Xii Fundamental Managerial Accounting Concepts



MOTIVATE STUDENTS?

Reality Bytes

Real-world applications related to specific chapter
topics are introduced through this feature. Reality
Bytes may offer survey results, graphics, quotations
from business leaders, and other supplemental
topics that enhance opportunities for students to
connect the text material to actual accounting
practice.

Chapter Focus Company

Each chapter introduces important managerial
accounting topics within the context of a realistic
company. Students see the impact of managerial
accounting decisions on the company as they work
through the chapter. When the Focus Company is
presented in the chapter, its logo is shown so the
students see its application to the text topics.

“By following one company
through several situations as the
chapter progresses, more of a ‘real
world’ decision-making process is
obtained.”

ALEECIA HIBBETS, UNIVERSITY
OF LOUISIANA AT MONROE

“I like the different approaches to
have real-world examples and the
problems within the chapter that
show how to do things.”

CHRISTINA WILLIAMS,
NORTHEASTERN UNIVERSITY

A Look Back/A Look Forward

Students need a roadmap to make

sense of where the chapter topics fit into
the “whole” picture. A Look Back reviews
the chapter material and A Look Forward
introduces students to what is to come.

REALITY BYTES

Unethical behavior occurs in all types of organizations. In its 2071 National Business Ethics Survey, the
Ethics Resource Center reported its findings of the occurrences and reporting of unethical behavior in
American corporations based on a survey of over 4,600 employees.

Forty-five percent of those surveyed reported having observed unethical conduct during the past year.
This was the lowest level reported in the 17 years the survey has been conducted. Sixty-five percent of those
who said they had observed misconduct went on to report it to their employer. However, fear of retaliation
for reporting misconduct was a concern. Of respondents who said they had reported misconduct at their
companies, 22 percent said they had experienced some form of retaliation, such as being excluded from
decision making.

The definition of ethical misconduct used in the study was quite broad. The five most frequently reported
types of misconduct were: misuse of company time, abusive behavior, abusing company resources, lying to
employees, and violating the company’s policies for using the Internet.

For the complete 2077 National Business Ethics Survey, go to www.ethics.org.

Name and Type of Company Used as Main Chapter Example

Chapter Title Gy i Company Logo Type of Company

Main Chapter Example

1. Management Accounting and Patilo Manufacturing Company ~ TPATLLGT  Manufactures ceramic pottery

Corporate Governance

2. Cost Behavior, Operating Leverage,  Star Productions, Inc. (SPI) Promotes rock concerts

and Profitability Analysis

N
3. Analysis of Cost, Volume, and Bright Day Distributors Sells nonprescription health food
Pricing to Increase Profitability ~ supplements
o Fan
4. Cost Accumulation,Tracing, and ~In Style, Inc. (IS1) fvie Rotail clothing store

Allocation

5. Cost Management in an Automated  Unterman Shirt Company Produces dress and casual shirts
Business Environment: ABC, ABM,
and TOM
6. Relevant Information for Special  Premier Office Products Manufactures printers
Decisions

B I <

Sells cured hams nationwide
through retail outlets

7. Planning for Profit and Cost Control  Hampton Hams (HH)

8. Performance Evaluation Makes smal, high-qualiy statues

used in award ceremonies

Melrose Manufacturing Company

9. Responsibility Accounting Panther Holding Company Furniture Manufacturing Division

10. Planning for Capital Investments ~ EZ Rentals Rents computers, monitors, and

projection equipment

B pes

N
o

Constructs mahogany jewelry
boxes

-
[

1. Product Costing in Service and
Manufacturing Entities

Ventra Manufacturing Company.

12. Job-Order, Process, and Hybrid Manufactures boats

Costing Systems

Benchmore Boat Company

Janis Juice Company Makes fruit juice

55 A Look Back

To plan and control business operations effectively, managers need to understand how
different costs behave in relation to changes in the volume of activity. Total fixed cost
remains constant when activity changes. Fixed cost per unit decreases with increases in
activity and increases with decreases in activity. In contrast, total variable cost increases
proportionately with increases in activity and decreases proportionately with decreases
in activity. Variable cost per unit remains constant regardless of activity levels. The defi-
nitions of fixed and variable costs have meaning only within the context of a specified
range of activity (the relevant range) for a defined period of time. In addition, cost be-

=~~~ A Look Forward

The next chapter will show you how changes in cost, volume, and pricing affect profit-
ability. You will learn to determine the number of units of product that must be pro-
duced and sold in order to break even (the number of units that will produce an amount
of revenue that is exactly equal to total cost). You will learn to establish the price of a
product using a cost-plus pricing approach and to establish the cost of a product using
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HOW ARE CHAPTER CONCEPTS

Regardless of the instructional approach, there is no shortcut
to learning accounting. Students must practice to master
basic accounting concepts. The text includes an ample supply
of practice materials, exercises, and problems.

Self-Study Review Problem

These representative example problems
include a detailed, worked-out solution
and provide another level of support

for students before they work problems
on their own. These review problems are
included as animated audio presentations
available on the Online Learning Center.

- Video lectures and accompanying self-assessment quizzes are available for all learning
J objectives through McGraw-Hill Connect® Accounting.

SELF-STUDY REVIEW PROBLEM

Tuscan Manufacturing Company makes a unique headset for use with mobile phones. During
2014, its first year of operations, Tuscan experienced the following accounting events. Other than
the adjusting entries for iation, assume that all ions are cash i

1. Acquired $850.000 cash from the issue of common stock.

2. Paid $50.000 of research and development costs to develop the headset.

. Paid $140,000 for the materials used to make headsets, all of which were started and
completed during the year.

Paid salaries of $82.200 to selling and administrative employees.

. Paid wages of $224,000 to production workers.

Paid $48.,000 to purchase furniture used in selling and administrative offices.

w

IENETIFN

Lo

. Recognized depreciation on the office furniture. The furniture, acquired January 1,
had an $8,000 estimated salvage value and a four-year useful life. The amount

of depreciation is computed as [(Cost — Salvage) + Useful life]. Specifically,
[($48.000 — $8,000) + 4 = $10,000].

Paid $65,000 to purchase manufacturing equipment.

9. i iation on the

s}

b

of goods sold.

ing equij The equi acquired

January 1, had a $5,000 estimated salvage value and a three-year useful life. The amount
of depreciation is computed as [(Cost — Salvage) + Useful life]. Specifically,
[(865.000 — $5,000) + 3 = $20,000].
10. Paid $136,000 for rent and utility costs on the manufacturing facility.
11. Paid $41,000 for inventory holding expenses for completed headsets (rental of warehouse
space, salaries of warehouse personnel, and other general storage costs).
. Tuscan started and completed 20,000 headset units during 2014. The company sold 18,400
headsets at a price of $38 per unit.
. Compute the average product cost per unit and recognize the appropriate amount of cost

PROBLEMS—SERIES A

LO 1-2

CHECK FIGURES
a. Average cost per unit: $7.00
£.$120,600

L0 1-2
eXcel

CHECK FIGURES
Cash balance: $67,400
Net income: $14,200

k- Comect All applicable Problems in Series A are available with McGraw-Hill
jaccounrc  Connect® Accounting.

Problem 1-19A  Product versus selling, general, and administrative costs

Issa Manufacturing Company was started on January 1, 2014, when it acquired $78,000 cash by

issuing common stock. Issa immediately purchased office furniture and manufacturing equip-

ment costing $21,000 and $49,000, respectively. The office furniture had a seven-year useful life

and a zero salvage value. The manufacturing equipment had a $4,000 salvage value and an ex-

pected useful life of five years. The company paid $12,000 for salaries of administrative person-

nel and $21,000 for wages to production personnel. Finally, the company paid $26,000 for raw

materials that were used to make inventory. All inventory was started and completed during the

year. Issa completed production on 8,000 units of product and sold 7,200 units at a price of $15

each in 2014. (Assume that all transactions are cash transactions.)

Required

a. Determine the total product cost and the average cost per unit of the inventory produced in 2014.

b. Determine the amount of cost of goods sold that would appear on the 2014 income statement.

¢. Determine the amount of the ending inventory balance that would appear on the December 31,
2014, balance sheet.

. Determine the amount of net income that would appear on the 2014 income statement.

. Determine the amount of retained earnings that would appear on the December 31, 2014,

balance sheet.

Determine the amount of total assets that would appear on the December 31, 2014,

balance sheet.

e &

b

Problem 1-20A  Effect of product versus period costs on financial statements

Gunn Manufacturing Company experienced the following accounting events during its first year

of operation. With the exception of the adjusting entries for depreciation, assume that all trans-

actions are cash transactions.

1. Acquired $80,000 cash by issuing common stock.

2. Paid $9,200 for the materials used to make its products, all of which were started and com-

pleted during the year.

3. Paid salaries of $3,800 to selling and administrative employees.

4. Paid wages of $12,000 to production workers.

. Paid $9,600 for furniture used in selling and administrative offices. The furniture was
acquired on January 1. It had a $1,600 estimated salvage value and a four-year useful life.

o

The end-of-chapter problems provide a lot of practice for students,

and | like having the companion A and B problems.

KENNETH BRONSTEIN, WESTERN WASHINGTON UNIVERSITY

Xiv

“End-of-chapter exercise and problem
materials are varied and first rate.”

DARLENE COARTS, UNIVERSITY OF
NORTHERN IOWA

Exercise Series A & B and
Problem Series A & B

There are two sets of problems and
exercises, Series A and B. Instructors can
assign one set for homework and use
the other set for in-class work.

Check Figures

The figures provide a quick reference
for students to check their progress in
solving the problem. These are included
for all problems in Series A.

Excel

Many exercises and problems can be
solved using the Excel spreadsheet tem-
plates located on the text’s Online
Learning Center. A logo appears in the
margins next to these exercises and
problems for easy identification.

Fundamental Managerial Accounting Concepts



REINFORCED?

Analyze, Think, Communicate (ATC)

Each chapter includes an innovative section
called Analyze, Think, Communicate (ATC).
This section contains:

L |
e Writing Assignments E |7

* Group Exercises

T
« Ethics Cases (
L)

e Internet Assignments

o Real Company Examples

“The students also seem to like the ATC
group assignments. These work very well
as an in-class activity.”

CASSIE BRADLEY, DALTON STATE COLLEGE

Mastering Excel and Using Excel

The Excel applications are used to make
students comfortable with this analytical
tool and to show its use in accounting.

“The innovative end-of-chapter materials are
especially on target as an aid to improving
student critical thinking and writing skills.
The Excel spreadsheet applications are also
excellent real-world activities.”

DAN R. WARD, UNIVERSITY OF LOUISIANA,
LAFAYETTE

Tom Edmonds/Chris Edmonds/Bor-Yi Tsay/Phil Olds

ANALYZE, THINK, COMMUNICATE

ATC 1-1 Business ications Case  Fis ial versus gerial
E iz The following information was taken from Starbucks Corporation’s 2011 and 2012 Form 10-Ks.

Fiscal Year Ended
September 30, 2012 October 2, 2011

Number of global employees 160,000 149,000
Number of employees in the U.S. 120,000 112,000
Revenues (in millions) $13,3( $11,700
Properties used for roasting warehouse and distribution 2,171,000 square feet 2,396,000 square feet
Total assets (in millions) $8,219 $7,360
Company-owned stores 9,045 9,007
Net earnings (in millions) $1,384 $1,246

Required

a. Explain whether cach line of information in the table above would best be described as being
primarily financial accounting or managerial accounting in nature.

b. Provide some additional examples of ial and financial ing i ion that
could apply to Starbucks.

. If you analyze only the data you identified as financial in nature, does it appear that
Starbucks’ 2012 fiscal year was better or worse than its 2011 fiscal year? Explain.

d. If you analyze only the data you identified as managerial in nature, does it appear that
Starbucks’ 2012 fiscal year was better or worse than its 2011 fiscal year? Explain.

. Did Starbucks appear to be using its roasting and distribution facilities more efficiently or
less efficiently in 2012 than in 20117

o

o

ATC 1-2  Group Assignment  Product versus upstream and downstream costs

Victor Holt, the accounting manager of Sexton, Inc., gathered the following information for
2014. Some of it can be used to construct an income statement for 2014. Ignore items that do not
appear on an income statement. Some computation may be required. For example, the cost of
manufacturing equipment would not appear on the income statement. However, the cost of
manufacturing equipment is needed to compute the amount of depreciation. All units of prod-
uct were started and completed in 2014.

1. Issued $864,000 of common stock.

2. Paid engineers in the product design department $10,000 for salaries that were accrued at the

end of the previous year.
3. Incurred advertising expenses of $70,000.
4. Paid $720,000 for materials used to manufacture the company’s product.

“| really appreciate the Analyze, Think, Communicate section,
especially since we emphasize use of information and
communicating results to management.”

LISA BANKS, CHARLES S. MOTT COMMUNITY COLLEGE

ATC 3-6 Spreadsheet Assignment  Using Excel

Bishop Company has provided the estimated data that appear in rows 4 to 8 of the following
spreadsheet:

Required

Using the spreadsheet tips that follow, construct a spreadsheet that allows you to determine net
income, break-even in units, and operating leverage for the estimates at the top of the spread-
sheet and see the effects of changes to the estimates. Set up this spreadsheet so that any change
in the estimates will automatically be reflected in the calculation of net income, break-even, and
operating leverage.

Spreadsheet Tips

To center a heading across several columns, such as the Income Statement title, highlight the area
to be centered (Columns B, C, and D), choose Format, then choose Cells, and click on the tab
titled Alignment. Near the bottom of the alignment window, place a check mark in the box titled
Merge cells.
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WHAT WE DID TO MAKE IT BETTER!

XVi

WHAT’S NEW IN THIS EDITION?

We thank our reviewers and focus group participants for their suggestions for the seventh edition. Many of
these suggestions motivated the changes described below:

Chapter 1 Management Accounting and Corporate

Governance

e Added video lectures and self-assessment quizzes
for each learning objective.

¢ Revised learning objectives.

e New Curious Accountant feature.

e Updated Focus on International Issues feature.

e Updated Self-Study Review Problem.

e Updated exercises, problems, and ATC cases.

Chapter 2 Cost Behavior, Operating Leverage, and
Profitability Analysis

¢ Added video lectures and self-assessment quizzes
for each learning objective.

¢ Revised learning objectives.

e New Curious Accountant feature.

* New Reality Bytes feature.

e Updated Focus on International Issues feature.

e Updated Self-Study Review Problem.

e Updated exercises, problems, and ATC cases.

Chapter 3 Analysis of Cost, Volume, and Pricing to

Increase Profitability

¢ Added video lectures and self-assessment quizzes
for each learning objective.

¢ Revised learning objectives.

¢ Reorganized chapter content.

* New Curious Accountant feature.

e Reorganized exercises and problems to match the

order in which learning objectives are presented in
the text.

e Updated exercises, problems, and ATC cases.

Chapter 4 Cost Accumulation, Tracing, and

Allocation

¢ Added video lectures and self-assessment quizzes
for each learning objective.

¢ Revised learning objectives.

¢ Reorganized chapter content.

¢ Revised Curious Accountant feature.

e Reorganized exercises and problems to match the
order in which learning objectives are presented in
the text.

¢ Updated exercises, problems, and ATC cases.

Chapter 5 Cost Management in an Automated
Environment: ABC, ABM, and TAM

¢ Added video lectures and self-assessment quizzes
for each learning objective.

¢ Revised learning objectives.

¢ Revised Curious Accountant feature.

* New Reality Bytes feature.

e New Focus on International Issues feature.

¢ Updated exercises, problems, and ATC cases.

Chapter 6 Relevant Information for Special

Decisions

¢ Added video lectures and self-assessment quizzes
for each learning objective.

¢ Revised learning objectives.

¢ Revised Curious Accountant feature.

* New Reality Bytes feature.

e Updated Focus on International Issues feature.

e Reorganized exercises and problems to match the

order in which learning objectives are presented in
the text.

¢ Updated exercises, problems, and ATC cases.

Chapter 7 Planning for Profit and Cost Control

¢ Added video lectures and self-assessment quizzes
for each learning objective.

¢ Revised learning objectives.

¢ Revised Curious Accountant feature.

* New Reality Bytes feature.

* Revised Focus on International Issues feature.

e Reorganized exercises and problems to match the
order in which learning objectives are presented in
the text.

¢ Updated exercises, problems, and ATC cases.
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Chapter 8 Performance Evaluation

¢ Added video lectures and self-assessment quizzes for
each learning objective.

¢ Revised learning objectives.

e New Curious Accountant feature.

* Revised Reality Bytes feature.

® Reorganized exercises and problems to match the
order in which learning objectives are presented in
the text.

¢ Updated exercises, problems, and ATC cases.

Chapter 9 Responsibility Accounting

e Added video lectures and self-assessment quizzes for
each learning objective.

e Revised learning objectives.

e Revised Curious Accountant feature.

* New Reality Bytes feature.

* Reorganized exercises and problems to match the
order in which learning objectives are presented in
the text.

e Updated exercises, problems, and ATC cases.

Chapter 10 Planning for Capital Investments

e Added video lectures and self-assessment quizzes for
each learning objective.

¢ Revised learning objectives.

* Revised Curious Accountant feature.

* Revised Reality Bytes feature.

* Reorganized exercises and problems to match the
order in which learning objectives are presented in
the text.

¢ Updated exercises, problems, and ATC cases.

Chapter 11 Product Costing in Service and
Manufacturing Entities

e Added video lectures and self-assessment quizzes for
each learning objective.
e Revised Curious Accountant feature.
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e Revised Reality Bytes feature.

® Reorganized exercises and problems to match the
order in which learning objectives are presented in
the text.

e Updated exercises, problems, and ATC cases.

Chapter 12 Job-Order, Process, and Hybrid Costing

Systems

» Added video lectures and self-assessment quizzes for
each learning objective.

® Revised learning objectives.

e New Curious Accountant feature.

* New Focus on International Issues feature.

* Reorganized exercises and problems to match the
order in which learning objectives are presented in
the text.

e Updated exercises, problems, and ATC cases.

Chapter 13 Financial Statement Analysis

¢ Added video lectures and self-assessment quizzes for
each learning objective.

e Revised learning objectives.

e New Curious Accountant feature.

® Reorganized exercises and problems to match the
order in which learning objectives are presented in
the text.

e Updated exercises, problems, and ATC cases.

Chapter 14 Statement of Cash Flows

e Added video lectures and self-assessment quizzes for
each learning objective.

* New Curious Accountant feature.

e Updated Reality Bytes feature.

* Reorganized exercises and problems to match the
order in which learning objectives are presented in
the text.

e Updated exercises, problems, and ATC cases.
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HOW CAN TECHNOLOGY HELP

) ®
o ConneCt McGRAW-HILL CONNECT® ACCOUNTING

|ACCOUNTING McGraw-Hill Connect® Accounting is an online assignment and assessment solution
that connects you with the tools and resources necessary to achieve success through
faster learning, more efficient studying, and higher retention of knowledge.

Lecture Videos

One or more lecture videos are available for every learning
objective introduced throughout the text. The videos have
been developed by a member of the author team and have the
touch and feel of a live lecture. The videos are accompanied by
a set of self-assessment quizzes. Students can watch the videos
and then test themselves to determine if they understand the
material presented in the video. Students can repeat the pro-
cess, switching back and forth between the video and self-
assessment quizzes, until they are satisfied that they understand
the material.

Online Assignments

McGraw-Hill Connect® Accounting helps students learn more
efficiently by providing feedback and practice material when
and where they need it. Connect® Accounting grades home-
work automatically and students benefit from the immediate
feedback that they receive, particularly on any questions they
may have missed. Furthermore, algorithmic questions provide
students with unlimited opportunities for practice.

Intelligent Response Technology (IRT)

IRT is a redesigned student interface for our end-of-chapter
assessment content. The benefits include improved answer
acceptance to reduce students’ frustration with formatting
issues (such as rounding) and a general journal application that
looks and feels more like what you would find in a general
ledger software package. Also, select questions have been
redesigned to test students’ knowledge more fully. They now
include tables for students to work through rather than requir-
ing that all calculations be done offline.
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IMPROVE STUDENT SUCCESS?

Student Library

The Connect® Accounting Student Library gives students
access to additional resources such as recorded lectures, online
practice materials, and a searchable, media-rich eBook, which
students can use to highlight, take, and share notes and
study assets from the Online Learning Center—all from one
convenient location.

McGRAW-HILL CONNECT® ACCOUNTING
FEATURES

Less Managing. More Teaching. Greater Learning.

McGraw-Hill Connect® Accounting offers a number of powerful tools and features
to make managing assignments easier, so faculty can spend more time teaching.
With Connect® Accounting, students can engage with their coursework anytime,
anywhere, making the learning process more accessible and efficient.

McGraw-Hill Connect® Accounting for Instructors

Simple Assignment Management and Smart Grading
Connect® Accounting enables you to:

e Create and deliver assignments easily with selectable end-of-chapter questions
and test bank items.

e Go paperless with the eBook and online submission and grading of student
assignments.

e Have assignments scored automatically, giving students immediate feedback
on their work and side-by-side comparisons with correct answers.

e Access and review each response; manually change grades or leave comments
for students to review.

¢ Reinforce classroom concepts with practice tests and instant quizzes.

Instructor Library
The Connect® Accounting Instructor Library is your repository

“A well-designed textbook
with a variety of in-class and
online activities and practice

problems. Also has a nice
accompanying website that
students can access. Clear
examples, good Excel
practice exercises, nice
structure. The Instructor’s
Manual and the text are
tightly integrated and well
laid out (the instructor can
easily and quickly choose
practice activities for in-class
assignments and homework).

KRISTEN BALL, DODGE CITY
COMMUNITY COLLEGE

for additional resources to improve student engagement in
and out of class. You can select and use any asset that enhances
your lecture. The Connect® Accounting Instructor Library
includes access to the textbook’s:

e Solutions Manual

e Test Bank

e Instructor PowerPoint slides
e Instructor’s Manual

e Solutions to Excel

e Text exhibits

e Media-rich eBook

Tom Edmonds/Chris Edmonds/Bor-Yi Tsay/Phil Olds
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Student Reports

McGraw-Hill Connect® Accounting keeps instructors informed
about how each student, section, and class is performing, allow-
ing for more productive use of lecture and office hours. The
Reports tab enables you to:

e View scored work immediately and track individual or group
performance with assignment and grade reports.

e Access an instant view of student or class performance relative
to learning objectives.

e Collect data and generate reports required by many accredita-
tion organizations, such as the AACSB and AICPA.

McGraw-Hill Connect® Plus Accounting

McGraw-Hill reinvents the textbook learning experience for the
modern student with Connect® Plus Accounting, which provides
a seamless integration of the eBook and Connect® Accounting.
Connect® Plus Accounting provides all of the Connect® Account-
ing features, as well as:

e An integrated eBook, allowing for anytime, anywhere access
to the textbook.

e Dynamic links between the problems or questions you assign
to your students and the location in the eBook where the
concept related to that problem or question is covered.

¢ A powerful search function to pinpoint and connect key concepts in a snap.
¢ Highlighting, note-taking, and sharing, and other media-rich capabilities.

For more information about Connect® Accounting, go to www.mcgrawhillconnect.
com, or contact your local McGraw-Hill sales representative.

TEGRITY CAMPUS: LECTURES 24/7

Tegrity Campus, a new McGraw-Hill company,
provides a service that makes class time available
24/7 by automatically capturing every lecture.
With a simple one-click start-and-stop process, you capture all computer screens
and corresponding audio in a format that is easily searchable, frame by frame.
Students can replay any part of any class with easy-to-use browser-based viewing
on a PC or Magc, an iPod, or other mobile device. Educators know that the more
students can see, hear, and experience class resources, the better they learn. In
fact, studies prove it. Tegrity Campus’ unique search feature helps students effi-
ciently find what they need, when they need it, across an entire semester of class
recordings. Help turn your students’ study time into learning moments immedi-
ately supported by your lecture. With Tegrity Campus, you also increase intent
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listening and class participation by easing students’ concerns about note-taking.
Lecture Capture will make it more likely you will see students’ faces, not the tops
of their heads.

To learn more about Tegrity, watch a two-minute Flash demo at http://

tegritycampus.mhhe.com.

McGRAW-HILL CAMPUS™ [ECampus

McGraw-Hill Campus™ is a new one-stop teaching and learning experience
available to users of any learning management system. This institutional service
allows faculty and students to enjoy single sign-on (SSO) access to all McGraw-Hill
Higher Education materials, including the award-winning McGraw-Hill Connect®
platform, from directly within the institution’s website. McGraw-Hill Campus™
provides faculty with instant access to all McGraw-Hill Higher Education teach-
ing materials (e.g., eTextbooks, test banks, PowerPoint slides, animations, and
learning objects), allowing them to browse, search, and use any instructor ancil-
lary content in our vast library. Students enjoy SSO access to a variety of free
(e.g., quizzes) and subscription-based products (e.g., McGraw-Hill Connect®).
With McGraw-Hill Campus™, faculty and students will never need to create an-
other account to access McGraw-Hill products and services.

McGRAW-HILL CUSTOMER EXPERIENCE

At McGraw-Hill, we understand that getting the most from new technology can
be challenging. That's why our services don't stop after you purchase our book.
You can e-mail our product specialists 24 hours a day, get product training on-
line, or search our knowledge bank of Frequently Asked Questions on our sup-
port website. For Customer Support, call 800-331-5094 or visit www.mhhe.com/
support. One of our Technical Support Analysts will assist you in a timely fashion.
You also can take advantage of the new “Contact Publisher” link within
Connect® Accounting.

McGRAW-HILL CREATE™ [RCreate

Your course evolves over time. Shouldn’t your course material? Customize your
own high-quality, well-designed, full-color textbook in print or eBook format
in a few simple steps at http://create.mcgraw-hill.com. Search thousands of
textbooks, articles, and cases to rearrange, add, and/or remove content to
better match the way you teach your course. You even can add your own
material, such as a syllabus or handout. Personalize your book’s appearance by
selecting the cover and adding your name, school, and course information.
Order a Create™ book and you’ll receive a complimentary print review copy
in three to five business days or a complimentary electronic review copy
(eComp) via e-mail in about one hour.
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INSTRUCTOR SUPPLEMENTS

XXxii

Assurance of Learning Ready

Many educational institutions today are focused on
the notion of assurance of learning, an important
element of some accreditation standards. Funda-
mental Managerial Accounting Concepts, 7e, is
designed specifically to support your assurance of
learning initiatives with a simple, yet powerful,
solution. Each test bank question for Fundamental
Managerial Accounting Concepts, 7e, maps to a
specific chapter learning outcome/objective listed
in the text. You can use our test bank software, EZ
Test, and Connect® to easily query for learning out-
comes/objectives that directly relate to the learning
objectives for your course. You can then use the
reporting features of EZ Test and Connect® to
aggregate student results in similar fashion, making
the collection and presentation of assurance of
learning data simple and easy.

AACSB Statement

The McGraw-Hill Companies, Inc., is a proud corpo-
rate member of AACSB International. Recognizing
the importance and value of AACSB accreditation,
we have sought to recognize the curricula guide-
lines detailed in AACSB standards for business ac-
creditation by connecting selected questions in
Edmonds 7e with the general knowledge and skill
guidelines found in the AACSB standards. The
statements contained in Edmonds 7e are provided
only as a guide for the users of this text. The AACSB
leaves content coverage and assessment clearly
within the realm and control of individual schools,
the mission of the school, and the faculty. The
AACSB does also charge schools with the obligation
of doing assessment against their own content and
learning goals. While Edmonds 7e and its teaching
package make no claim of any specific AACSB qual-
ification or evaluation, we have labeled selected
questions according to the six general knowledge
and skills areas. The labels or tags within Edmonds 7e
are as indicated. There are, of course, many more
within the test bank, the text, and the teaching
package which might be used as a “standard” for
your course. However, the labeled questions are
suggested for your consideration.

McGraw-Hill Connect® Accounting

% | R McGraw-Hill Connect®

Accounting offers a
|[accounTing | number of powerful
tools and features to
make managing your classroom easier. Connect®
Accounting with Edmonds 7e offers enhanced fea-
tures and technology to help both you and your
students make the most of your time inside and
outside the classroom. See page xviii for more details.

Online Learning Center
(www.mhhe.com/edmonds2014)

The password-protected instructor side of the
book’s Online Learning Center (OLC) houses all the
instructor resources you need to administer your
course, including:

e Solutions Manual

e Test Bank

e Instructor PowerPoint® slides
e Instructor’s Manual

¢ Solutions to Excel

e Text exhibits

e Sample syllabus

If you choose to use Connect® Accounting with
Edmonds 7e, you will have access to these same
resources via the Instructor Library.

Instructor’s Manual

This comprehensive manual includes step-by-step,
explicit instructions on how the text can be used to
implement teaching methods. The guide includes
lesson plans and demonstration problems with stu-
dent work papers, as well as solutions. Available on
the password-protected Instructor side of the Online
Learning Center and the Connect® Instructor Library.
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STUDENT SUPPLEMENTS

Solutions Manual

Prepared by the authors, the solutions manual
contains complete solutions to all the text’s end-
of-chapter review questions, exercises, problems,
and cases. Available on the password-protected
Instructor side of the Online Learning Center and the
Connect® Instructor Library.

Excel Spreadsheet Templates efcel

This resource includes solutions to spreadsheet
problems found in the text end-of-chapter material.

Available on the password-protected Instructor
side of the Online Learning Center and the Connect®
Instructor Library.

PowerPoint Presentations

This resource includes a complete set of Instructor
PowerPoints, following the chapter-by-chapter
content.

Available on the password-protected Instructor
side of the Online Learning Center and the Connect®
Instructor Library.

Test Bank

This test bank contains multiple-choice questions,
essay questions, and short problems. Each test item
is coded for level of difficulty, learning objective,
AACSB, AICPA, and Bloom'’s.

EZ Test Online

McGraw-Hill’s EZ Test is a flexible electronic testing
program. The program allows instructors to create
tests from book-specific items. It accommodates a
wide range of question types.

B comect

|ACCOUNTING
connect e
Graw|
Hill

| ACCOUNTING

McGraw-Hill Connect® Accounting and
Connect® Plus Accounting

McGraw-Hill Connect® Accounting helps prepare
you for your future by enabling faster learning,
more efficient studying, and higher retention of
knowledge. See page xviii for more details.
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CourseSmart

CourseSmart is a new [KEOII[EYN |
way to find and buy S
eTextbooks. At Course-
Smart you can save up to 60 percent off the cost of
a print textbook, reduce your impact on the envi-
ronment, and gain access to powerful web tools for
learning. CourseSmart has the largest selection of
eTextbooks available anywhere, offering thousands
of the most commonly adopted textbooks from
a wide variety of higher education publishers.
CourseSmart eTextbooks are available in one stan-
dard online reader with full text search, notes and
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