Beatrice Meyer/Marcel Fehr/ Marco Passardi

Management
Accounting

A practice-based introduction

Schulthess § 2010



MEYER / FEHR / PASSARDI Contents VII

Contents
Chapter 1 What is management accounting? .............cc..coe..eevvuerensresnsiiernnnes 1
1.1.  Why is management accounting Useful? ...........coo.vevververeroresserererssesennns 1
1.2, What does management accounting COnSsist of? ..........cc.cevreervrevssrrecennnnn. 4
1.3, Cost and activity aCCOUNEING ...uevrrereruerreerersseessesssesseeesessessesssesseesenes 5
1.3.1. CoSt tYPe aCCOUNTINEG ...vvvreveremriercrnrersseserenssessesssssessssessssssnaes 6
1.3.2. CoSt CENEr ACCOUNTINE ..vuvvrreeieriiereresisssseseseeses b sesans 9
1.3.3.  CoSt UNit ACCOUNTING. ....vrrreurrererrierineiesectesiesesssesesscrese s neesssessans 12
14. Costing as a component of cost and activity accounting ............coeeveeervenn. 15
1.5.  Why are projected and actual accounts necessary? ...........ccoeveerveirennnnn. 22
1.6.  Objectives of cost and activity aCCOUNTING ...uvevvervrvsereeererreriesssseensesseennns 24
Chapter 2 How are costs calculated?..........c.coovreemriirereecreenieeee e, 25
2.1, Specific problems ......coceeiiriniirieinrree e 25
2.2.  Frequently required cost adjustments .....cococvevrvererrerrenseennireneesenienesenens 25
2.2.1.  Depreciation and amortization ........c.ccoceenimreecereneesmrersesseeressinnens 25
2.2.2. IDLEIEST .ottt et seses et s s sans e 28
2,230 RENT ittt asa e 31
2.2.4. Personnel ... s 32
2.2.5. Time-based adjustments ......cocovuvvveeccrenirnincneeniieerncneiseeseeans 33
2.3.  Meaning of the adjustments .......cccvrerierueernneisresies e esene 33
Chapter 3  Sales type P&L and cost type P&L ............ccoovvvveneinincnenennnenns 35
3.1.  Difference between sales type P&L and production type P&L .................. 35
3.2.  Interpretation of cost type and cost unit aCCOUNHNG......ccvmrvevrrrrcrerrerreens 41
3.3, Which method is COITECt?.....cviimimimiicririicei e 41
Chapter 4 Cost accounting in theory and practice.........coccvcivcuriricnicucinnnn. 42
4.1.  Connection between financial and management accounting.........c...c........ 42
4.1.1.  Dual accounting system .....c..coviiivererinninensiiiiicens 42
4.1.2.  Single accounting systemm.......ccvvvreimiininiiieins 44
4.2, Cost accounting in theory .c..ccevrereeciencieecccnneeeeenee s 46
4.3, Cost acCOUNtING IN PIraClCE .vovieviiiveerriirisitirenee st 49
4.4, Processes in an ERP ...ccooiiiiiiniiniiiiieccecc e 51
4,41, INErOdUCHON teoveerieecciiiecii et 51
4,42, Sales PIOCESS vveuieirericieiiiiie ettt e 54

4.4.3.  Production Process .......ecccoiveeereerereriinnecniernsisscssiseeneons 56



VIII Contents

MEYER / FEHR / PASSARDI

4.4.4. Purchasing ProCess .....cocmrivmrerinerinsesssessnris i ssssenss

4.4.5. Financial acCOUNTING PIOCESSES 1veuererrissrsseresssrinnesesesesnsnessnesinnanas

4.4.6. Management acCOUNTING PIOCESSES +.ucveveurresrrsrinsesnssssssesessnsassenas

Chapter 5 Inventory valuation............ccoceuiiiiveiniininiinenie e

5.1.  Valuation of input Stocks .....cocvmiveriiriiieenrmiiie i

5.2.  Valuation of semi-finished and finished goods inventories .........coceveunecn.

5.3.  Work in progress valuation .........coevcecmeiieiiiemiisisieeese s

5.4.  Inventory recognition in the cost distribution sheet ..........ccoverreviriecnrnnce.

5.5.  Inventory management and controlling ..o

Chapter 6 CoSt 2CCOUNLING SYSTEMIS «..voveviveeeeieireriiiisteteesiees et sseassens

6.1, Overview of the SYSTEMIS ccevemirriiieiei it

6.2.  Normal costing system reQUITEIMENTS ...coveeemreeinreerissiieserssessssenersiesesniens

6.3.  Direct costing SyStem [EQUILEINENLS .....cocovviriiarsernerersisminssesoresssersssesissss

6.3.1.  The difference between fixed and variable overheads...........c..c.......

6.3.2. Cost SPLILHNG «.vcviviiiieniirieiiciisiete e

6.4, Which System iS COITECE .cruimirmmieriiriiiiiiincecssisre e

Chapter 7 Normal COStIZ ..ottt e

7.1, CRAraCLErISTCS .ovvvererreerisisisrreniecsiieaeestsse s sses b s bbb b enssone

7.2.  Impact on pricing policy .....occvveiviininiii e e
7.3.  Impact on the valuation of the semi-finished and finished goods

IIVENTOIY vuterveicories st be bbb bbb sbenae

7.4.  What are the advantages of normal costing? .........cccvuviviieninnnnivnernnenes

7.4.1. InUOdUCHON ..ottt

7.4.2. Expenditure and volume variance ........covvviverniesnennnnineecnnas

7.5.  Normal absorption costing in Practice .......cevmineiiiiiiiioneiessies s

Chapter 8 DIrect COSHG ..ocvvvrniveiircriiiriires st s s

8.1, CRAaraCteriStics vummriiiniriniiiiee st e

8.2.  Impacton pricing policy .....cccvvvireiiiniiiiiinrcc
8.3.  Impact on the valuation of the semi-finished and finished goods

INVENTOIY cerieririetciieieii ittt bbb bbb st

8.4.  Whar are the advantages of contribution costing?...........ccocverirvierincnnnn.

8.4.1.  INtroduction ...c.ccccevirmeeciiniiirectee s

8.4.2. Breakeven analysis and pre-calculation of operating income ........

8.4.2.1. INtrodUCHION .ovevveicciriviieriere e e

8.4.2.2. Theoretical approach ......cccoivieiniivciinniiieceee,

8.4.2.3. Practical approach........ccoovivinininncee,

58
59
61

63
63
67
67
69
70

71
71
73
73
73
76
78

80
80
85

86
90
90
90
92

93
93
98

99
104



MEYER / FEHR / PAsSARDI Contents

8.4.3. Optimizing the sales and production schedule .......ccccovvvvruerennne 109
8.4.3.1. Introduction ....ccovrmieniernereencieeniinieniieseeiesessnr s 109
8.4.3.2. What needs to be taken into account in scheduling with no

bottlenecks? ....covierivriiiic e 11t

8.4.3.3. What needs to be taken into account in scheduling with
bottlenecks? ....covviciiimrioii 112

8.4.3.4. What needs to be taken into account with a

supplementary ofder? ..o 113
8.4.4. Make or buy decisions......c.coeeereceereeiiencesirmnminiire e 114
8.5.  Contribution costing il PractiCe.......c.emrerimiencivirsensvensiessisisssssssssnseeas 115
Exercises and SOIUTIONS  ...oveviiirrvieinivccciiiniitiir et 117
BIBlIOZIAPRY «...vuivuieiiririee et 219

IX



