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CHAPTER 1 
The Changing Role of Managerial Accounting in 
a Dynamic Business Environment  

ANSWERS TO REVIEW QUESTIONS 
 
1-1 The explosion in e-commerce will affect managerial accounting in significant ways.  

One effect will be a drastic reduction in paper work.  Millions of transactions between 
businesses will be conducted electronically with no hard-copy documentation.  
Along with this method of communicating for business transactions comes the very 
significant issue of information security.  Businesses need to find ways to protect 
confidential information in their own computers, while at the same time sharing the 
information necessary to complete transactions.  Another effect of e-commerce is 
the dramatically increased speed with which business transactions can be 
conducted.  In addition to these business-to-business transactional issues, there will  
be dramatic changes in the way managerial accounting procedures are carried out, 
one example being e-budgeting, which is the enterprise-wide and electronic 
completion of a company’s budgeting process. 

1-3 The four basic management activities are listed and defined as follows: 

(a) Decision making: Choosing among the available alternatives. 

(b) Planning: Developing a detailed financial and operational description of 
anticipated operations. 

(c) Directing operations: Running the organization on a day-to-day basis. 

(d) Controlling: Ensuring that the organization operates in the intended manner and 
achieves its goals. 

1-5 Examples of the objectives of managerial-accounting activity in an airline company 
are described below: 

(a) Providing information for decision making and planning, and proactively 
participating as part of the management team in the decision making and 
planning processes: Managerial accountants provide estimates of the cost of 
adding a flight on the route from New York to Miami and actively participate in 
making the decision about adding the flight. 
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(b) Assisting managers in directing and controlling operations: Managerial 
accountants provide information about the actual costs of flying the routes in the 
airline's northeastern geographical sector during a particular month. 

(c) Motivating managers and other employees toward the organization's goals: A 
budget is provided for the cost of handling baggage at O'Hare Airport in Chicago. 
The budget is given to the airline's baggage handling manager, who is expected 
to strive to achieve the budget. 

(d) Measuring the performance of activities, subunits, managers, and other 
employees within the organization: Quarterly income statements are prepared for 
each of the airline's major geographical sectors, and these income reports are 
used to evaluate the earnings performance of each sector during the relevant 
time period. 

(e) Assessing the organization's competitive position and working with other 
managers to ensure the organization's long-run competitiveness in its industry: 
Information about industry-wide performance standards is obtained and 
compared with the airline's own performance. For example, how does the airline 
stack up against its competitors in ticket prices, on-time departures, mishandled 
baggage, customer complaints, and safety? 

1-7 The cost-accounting system is one part of an organization's overall accounting 
system, the purpose of which is to accumulate cost information. Cost information 
accumulated by the cost-accounting system is used for both managerial-accounting 
and financial-accounting purposes. Managerial accounting is the broad task of 
preparing information for making decisions about planning, directing, and 
controlling an organization's operations. 

1-9 An organization's controller (or comptroller) is the chief managerial and financial 
accountant. The controller usually is responsible for supervising the personnel in 
the accounting department and for preparing the information and reports used in 
both managerial and financial accounting. The treasurer typically is responsible for 
raising capital and safeguarding the organization's assets. Among the treasurer's 
responsibilities is the management of an organization's investments, credit policy, 
and insurance coverage. 

1-11 This quote from a managerial accountant at Caterpillar suggests that managerial 
accountants are physically located throughout an organization where the day-to-day 
work is being done, rather than being sequestered off by themselves as was the 
tendency some years ago.  Managerial accountants are increasingly deployed as key 
members of management teams. 
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1-13 Both manufacturing and service industry firms are engaged in production. The 
primary difference between these types of companies is that manufacturing firms 
produce inventoriable goods, whereas the services produced by service industry 
firms are not inventoriable. Services, such as air transportation or hotel service, are 
consumed as they are produced. 

1-15 E-commerce is defined as buying and selling over digital media.  E-business is a 
broader concept, which not only encompasses e-commerce, but also includes the 
electronic business processes that form the engine of modern business. 

1-17 (a) Competence: Ongoing development of knowledge and skills, performance of 
duties in accordance with relevant laws, adherence to regulations and technical 
standards, and preparation of complete and clear reports for management. 

(b) Confidentiality: Refraining from disclosing, using, or appearing to use 
confidential information acquired in the course of the managerial accountant's 
work. 

(c) Integrity: Avoiding conflicts of interest in activities that would prejudice the 
managerial accountant's ability to carry out his or her duties ethically, and 
refraining from other activities that would discredit the profession. 

(d) Credibility: Communication of information fairly, objectively, and fully. 

1-19 Managers rely on many information systems in addition to managerial-accounting 
information. Examples of other information systems include economic analysis and 
forecasting, marketing research, legal research and analysis, and technical 
information provided by engineers and production specialists. 

1-21 Becoming the low-cost producer in an industry requires a clear understanding by 
management of the costs incurred in its production process. Reports and analysis of 
these costs are a primary function of managerial accounting. 

1-23 Some activities in the value chain of a manufacturer of cotton shirts are as follows: 

(a) Growing and harvesting cotton 

(b) Transporting raw materials 

(c) Designing shirts 

(d) Weaving cotton material 

(e) Manufacturing shirts 

(f ) Transporting shirts to retailers 
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(g) Advertising cotton shirts 

Some activities in the value chain of an airline are as follows: 

(a) Making reservations and ticketing 

(b) Designing the route network 

(c) Scheduling 

(d) Purchasing aircraft 

(e) Maintaining aircraft 

(f) Running airport operations, including handling baggage 

(g) Serving food and beverages in flight 

(h) Flying passengers and cargo 
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SOLUTIONS TO EXERCISES 
EXERCISE 1-25 (20 MINUTES) 

1.    Estimates of any operating costs associated with the proposed luxury cars would be 
relevant. For example, estimates of the cost of gasoline, routine maintenance, and 
insurance on the new vehicles would be useful. 

2.    Data about the cost of maintaining the machine weekly or biweekly would be relevant.  
In addition, the production manager should consider information about the likely rates 
of defective products under each maintenance alternative.  

3.    Estimates of the cost of lost merchandise due to shoplifting and the cost of employing 
security personnel would be relevant to this decision. 

4.    Estimates of building costs for the library addition as well as estimates of benefits to 
the population from having the addition would be useful. Estimating the benefits may 
require value judgments about the benefits to the public from having additional library 
space and more books. 

 

 

EXERCISE 1-27 (30 MINUTES) 

Answers will vary widely for this exercise, depending on the company chosen by each 
student.  Companies’ financial goals often include profitability, earnings per share, growth 
in the stock price, sales growth, and so forth.  Managerial accounting can make an 
important contribution to all of these goals. 
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SOLUTIONS TO PROBLEMS 
PROBLEM 1-29 (25 MINUTES) 

1. Managerial accounting can be of significant benefit when it comes to solving the 
company’s problems.  Managerial accounting is defined as the process of identifying, 
measuring, analyzing, interpreting, and communicating information in pursuit of an 
organization’s goals.  Several of the problems lie in this area and may be attributed 
to a lack of formal planning, controlling, directing, and decision-making expertise. 

For example, bulging inventories and the fact that growth “…has occurred in 
spite of what we’ve done” may indicate the absence of a formal planning system—
one that involves developing a detailed financial and operational description of 
anticipated activities.  Dangerously low cash balances and the need for short-term 
loans may be eliminated by the use of a cash budget, which depicts cash inflows and 
outflows over a period of time.  The addition of ski equipment may or may not have 
been the proper decision.  Did Nelson correctly identify all possible alternatives and 
then make the proper selection? 

The canoe-building activities and white-water rafting trips may be losing 
money.  Are costs skyrocketing hopelessly out of control?  It is difficult to tell 
because the income statement does not provide adequate information—it is a 
summary of past transactions for the entire business.  A performance report that 
identifies the company’s major areas of activity would be of assistance, especially if 
the report measured budgeted vs. actual costs and highlighted (directed attention 
toward) significant deviations for management attention.  If such a report were 
prepared, managers could better direct operational activities and ensure that the 
company achieves its goals (i.e., the control function). 

2. Yes, a cross-functional team would be useful in this situation.  Several of the 
company’s problems affect multiple functional areas within the firm.  For example, 
bulging inventories, which impact profitability and cash balances, may be the result 
of poor ordering practices and/or ineffective marketing programs.  Issues related to 
the operation of a seasonal business may be overcome with the selection of different 
“off-season” product lines and aggressive marketing campaigns.  These problems, 
coupled with the fact that a number of the key executives manage in “silos” and lack 
the “big-picture” outlook for the firm, seem to indicate the desirability of teams that 
have different employee backgrounds and interests (such as marketing, operations, 
and finance) represented. 

3. Nelson’s business is operating in a sparsely populated state and suffers from the 
ability to draw from more heavily populated areas such as those in Florida, California, 
Texas, and New York.  In addition, the firm is getting hammered by mail- 



McGraw-Hill/Irwin                                   © 2008 The McGraw-Hill Companies, Inc. 
Managerial Accounting, 7/e                                                                                                                                        1-7 

PROBLEM 1-29 (CONTINUED) 

order businesses and businesses that operate via toll-free telephone numbers.  
These issues, combined with Nelson’s Internet background, seem to make his firm a 
likely candidate for e-commerce.       

Consumer-to-business channels (sometimes called c-to-b) allow consumers 
to order goods on line from businesses.  In contrast, businesses order goods from 
other firms via business-to-business (b-to-b) channels.  Consumer-to-business 
channels would be a natural in dealing with the firm’s population and competitive 
problems.  However, keeping in mind that there are some difficulties related to 
suppliers (e.g., quality, reliability, and prices), b-to-b channels may be of assistance 
as well. 

PROBLEM 1-31 (45 MINUTES) 

1. Allen's considerations are determined largely by her position as an accountant, with 
responsibilities to AccuSound Corporation, others in the company, and herself. 
Allen's job involves collecting, analyzing, and reporting operating information. 
Although not responsible for product quality, Allen should exercise initiative and 
good judgment in providing management with information having potentially 
adverse economic impact. 

  Allen should determine whether the controller's request violates her 
professional or personal standards or the company's code of ethics, should the 
company have such a code. As Allen decides how to proceed, she should protect 
proprietary information and should not violate the chain of command by discussing 
this matter with the controller's superiors. 

2. a. The controller has reporting responsibilities and should protect the overall 
company interests by encouraging further study of the problem by those in his or 
her department, by informing superiors in this matter, and by working with others 
in the company to find solutions. 

b. The quality control engineer has responsibilities for product quality and should 
protect overall company interests by continuing to study the quality of reworked 
rejects, by informing the plant manager and his staff in this matter, and by 
working with others in the company to find solutions. 
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PROBLEM 1-31 (CONTINUED) 

c. The plant manager and his or her staff have responsibilities for product quality 
and cost and should protect overall company interests by exercising the 
stewardship expected of them. Plant management should be sure that products 
meet quality standards. Absentee owners need information from management, 
and the plant management staff have a responsibility to inform the board of 
directors elected by the owners of any problems that could affect the well-being 
of the firm. 

3. Allen needs to protect the interests of the company, others in the company, and 
herself. Allen is vulnerable if she conceals the problem and it eventually surfaces. 
Allen must take some action to reduce her vulnerability. One possible action would 
be to obey the controller and prepare the advance material for the board without 
mentioning or highlighting the probable failure of reworks. Because this approach 
differs from the long-standing practice of highlighting information with potentially 
adverse economic impact, Allen should write a report to the controller detailing the 
probable failure of reworks, the analysis made by her and the quality control 
engineer, and the controller's instructions in this matter. 
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SOLUTION TO CASE 
CASE 1-33 (40 minutes) 
 
1. Andrea Nolan’s ethical responsibilities require that she not tell her friend, Rob 

Borman, about Progressive’s cash flow problems.  Nolan, as a management 
accountant, must comply with the following standards for ethical conduct:  
 
Confidentiality: 

 
• Keep information confidential except when disclosure is authorized or legally 

required.  
• Inform all relevant parties regarding appropriate use of confidential information. 

Monitor subordinates’ activities to ensure compliance.  
• Refrain from using confidential information for unethical or illegal advantage.  

 
Integrity:  

 
• Mitigate actual conflicts of interest. Regularly communicate with business 

associates to avoid apparent conflicts of interest. Advise all parties of any 
potential conflicts.  

• Refrain from engaging in any conduct that would prejudice carrying out duties 
ethically.  

• Abstain from engaging in or supporting any activity that might discredit the 
profession.  

 
2. Nolan has an ethical responsibility to inform Progressive that Borman has decided to 

postpone the paper order.  As a management accountant, Nolan must comply with 
the following standards of ethical conduct:  
 
Confidentiality: 

 
• Keep information confidential except when disclosure is authorized or legally 

required.  
• Inform all relevant parties regarding appropriate use of confidential information. 

Monitor subordinates’ activities to ensure compliance.  
• Refrain from using confidential information for unethical or illegal advantage.  
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CASE 1-33 (CONTINUED) 
 

Integrity:  
 

• Mitigate actual conflicts of interest. Regularly communicate with business 
associates to avoid apparent conflicts of interest. Advise all parties of any 
potential conflicts.  

• Refrain from engaging in any conduct that would prejudice carrying out duties 
ethically.  

• Abstain from engaging in or supporting any activity that might discredit the 
profession.  

3. Nolan should resolve this matter by discussing the situation with her immediate 
superior.  Nolan should tell her superior of her long-time friendship with Borman.  
However, she should make it clear that she has not and will not disclose confidential 
company information to Borman or any other outside party except when authorized 
or legally obligated to do so.  If a satisfactory resolution to the problem is not 
achieved, Nolan should submit the matter to the next-higher managerial level.  
However, she should inform her immediate superior that she is going to take this 
step. 

 

FOCUS ON ETHICS  (See page 28 in the text.) 
The focus-on-ethics inset for Chapter 1 is the IMA Statement of Ethical Professional 
Practice.  Instructors can use this list of ethical standards to lead a class discussion.  The 
discussion can also range to consideration of how these standards were violated by 
managerial accountants involved in the various accounting scandals uncovered over the 
past several years.  It is also useful to discuss the procedures that managerial accountants 
can follow when they believe they know about ethical lapses in their organization. 

 


