
Cost Accounting – Acct 362/562

Introduction to Cost & Managerial Accounting

ÎÎÎÎ  Globalization - key environmental factor.  Competition.  It is more important then ever before to

know how business operations affect profitability.

Sell more

Spend less

ÏÏÏÏ  Companies must have a strategy to effectively deal with competition

A strategy is a “game plan” that enables a company to attract customers by distinguishing itself

from competitors.

ì Companies that adopt a customer intimacy strategy strive to understand and respond to

individual customer needs better than competitors. Examples of companies that

pursue this strategy include: Starbucks.

í Companies that adopt an operational excellence strategy strive to deliver products and

services faster, more conveniently, and at a lower price than competitors. Examples

of companies that pursue this strategy include: Southwest Airlines, Wal-Mart .

î Companies that adopt a product leadership strategy strive to offer higher quality

products than competitors. Examples of companies that pursue this strategy include:

BMW
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ÐÐÐÐ The work of management and the need for managerial accounting information  .

Managers carry out three main activities – planning, directing and motivating, and

controlling.

ìììì  Planning– identify alternatives and then to select from among the alternatives the one

that does the best job of furthering the organization’s objectives.

Management are often expressed formally in budgets.  Budgets are usually prepared

under the direction of the controller, who is the manager in charge of the accounting

department.

íííí  Directing and motivating–managers must oversee day-to-day activities to keep the

organization functioning smoothly.

Managerial accounting data, such as daily sales reports, are often used in this type

of day-to-day decision making.

îîîî  Controlling–In carrying out the control function, managers seek to ensure that the plan

is being followed.  Feedback, which signals whether operations are on track, is the

key to effective control.

A performance report compares budgeted to actual results. It suggests where

operations are not proceeding as planned and where some parts of the organization

may require additional attention.
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ÑÑÑÑ  Comparison of financial and managerial accounting

Exhibit 1-2 from Garrison, 11e
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ÒÒÒÒ  Process Management  A business process is a series of steps that are followed in order to carry

out some task in a business.  A value chain consists of the major business functions that add

value to a company’s products and services.  Three different approaches to improving business

processes—lean production, the Theory of Constraints (TOC), and Six Sigma.

ììììLean production  In a traditional manufacturing company, work is pushed through the system

in order to produce as much as possible and to keep everyone busy—even if products

cannot be immediately sold.

The “push” approach almost inevitably results in large inventories of raw materials, work

in process and finished goods

The lean thinking model is a five step management approach that organizes resources

such as people and machines around the flow of business processes and that pulls units

through these processes in response to customer orders.

(1) The first step is to identify the value to customers in specific products and

services.

(2) The second step is to identify the business process that delivers this value to

customers.

(3) The third step is to organize work arrangements around the flow of the business

process.  This is often accomplished by creating what is known as a manufacturing

cell.

(4) The fourth step is to create a pull system where production is not initiated until a

customer has ordered a product.  This facet of the lean thinking model is often called

just-in-time production, or JIT for short.

(5)  The fifth step is to continuously pursue perfection in the business process.

The result of this five step process is to lower inventories, decrease defects, reduce

wasted effort, and shorten customer response times.

íííí  The Theory of Constraints (TOC)

îîîî  Six Sigma   Six Sigma is a process improvement method that relies on customer feedback

and fact-based data gathering and analysis techniques to drive process improvement. 

The term Six Sigma refers to a process that generates no more than 3.4 defects per million

opportunities.  Because this rate of defects is so low, Six Sigma is sometimes associated

with the term zero defects.
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Mission – Basic purpose toward which activities are directed, typically ongoing and not precisely

measurable.  For example, “achieving a monetary profit by providing outdoor mountain

adventures” is the mission of a mountain guide.

To inspire and nurture the human spirit— one person, one cup, and one neighborhood at a time.

(Starbucks)

To help people save money so they can live better (Wal-mart)

Our mission is to make Target the preferred shopping destination for our guests by delivering

outstanding value, continuous innovation and an exceptional guest experience by consistently

fulfilling our Expect More. Pay Less.® brand promise.  (Target Corporation)

Goals – Definable, measurable targets or objectives based on the organization’s mission.  One goal of

a mountain guide might be for his or her clients to reach the peak of a notable mountain.

Strategies – Courses of action that will assist in achieving one or more goals.  The mountain guide

needs to select a safe and cost-effective strategy to reach the goal. 

Classroom exercise

Prepare a set of mission, goals, strategies for a lemonade stand for a particular corporate strategy or

plans of business.
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Discussion of Value Chains

Ë Cost accounting helps manages achieve the maximum value for their organizations by providing

information for decision making and by measuring the effects of decisions on the value creation

of the organizations.

Ë Value chain is the set of activities that transforms raw resources into the goods and services end

users purchase and consume, and includes the treatment or disposal of any waste generated by

the end users.

Ë Value-added activities are those that customers perceive as adding utility to the goods or services

they purchase, including

• Research and development (R&D): The creation and development of ideas related to new

products, services, or processes.

• Design: The detailed development and engineering of products, services, or processes.

• Purchasing: The acquisition of goods and services needed to produce a good or service.

• Production: The collection and assembly of resources to produce a product or deliver a

service.

• Marketing and Sales: The process of informing potential customers about the attributes of

products or services and leads to their sale.

• Distribution: The process for delivering products or services to customers.

• Customer service: The support activities provided to customers concerning a product or

service.

Ë Value is created when an idea is established and continues to increase along the way. Each of the

value chain components adds value to the product or service. 

• Administrative functions, such as human resource management and accounting, are

included in every business function of the value chain.

Ë Supply chain is the set of firms and individuals that sell goods and services to the firm.

Distribution chain is the set of firms and individuals that buy and distribute goods and services

from the firm.

• These suppliers and customers are on the firm’s boundaries. 

• The supply chain and distribution chain are the parts of the value chain outside the firm.
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Ë Value chain creates value for which the customer is willing to pay. 

• Customers are concerned with the total cost of producing a product or service but not with

which firm in the supply chain incurred the cost. 

• Firms must decide where in the value chain a value-added component is performed most

cost effectively. 

Ë Cost accounting focuses on how the individual stages contribute to the value and how to work

with other managers to improve performance.
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