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Topic 1 (week 1): Introduction to Managerial and Cost Accounting 
 
1. Define management accounting and difference from financial accounting 

Management accounting measures, analyses and reports financial and non- financial information that helps 
managers make decisions to fulfil the goals of the organisation. Managers use management accounting 
information to develop, communicate and implement strategy. 

Financial accounting focuses on reporting to external parties. It measures and records business 
transactions and provides financial statements that are based on GAAP. 

Cost accounting provides information for management accounting and financial accounting. Cost 
accounting measures, analyses and reports financial and non- financial information relating to the costs of 
acquiring or using resources in an organisation. 

The managerial accounting system developed by a firm reflects: 

• The nature of the product and service produced 
• The production process 
• The nature of the competitive environment 
• The relevant costs (such as costs incurred from system implementation and gathering data) 
• The relevant benefits of alternative systems (such as the value of making decisions with more 

relevant information) 

 Management accounting Financial accounting 

Purpose of the 
information (to 
whom?) 

Helps managers make decisions to 
fulfil an organisation’s goals 

Communicate organisation’s financial 
position to external users 

Primary users Managers  External users such as banks, 
regulators, investors and suppliers 

Focus and emphasis Future oriented Past oriented 

Rules of 
measurement and 
reporting 

No prescribed rules (subjective). 
Normally based on cost- benefit 
analysis 

Based on GAAP, Corporations Act, 
ASIC and certified by external auditor 
in some cases 

Time span and time 
reports 

Varies from hourly information to 15-
20 years, with financial and non- 
financial reports on products, 
departments and strategies 

Annual and quarterly financial 
reports, primarily on the company as 
a whole 

Behavioural 
implications (for 
what?) 

Designed to influence behaviour of 
managers and other employees 

Primarily reports economic events 
but also influences behaviour 
because compensation is often based 
on financial results  

 

2. Explain strategic decisions, the value chain, decision making and key MA guidelines 

Strategy specifies how an organisation matches its own capabilities with the opportunities in the 
marketplace to accomplish its objectives. E.g. cost leadership strategy vs product differentiation strategy. 
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Management accountants work closely with managers in formulating strategy by providing information 
about the sources of competitive advantage. Strategic cost management describes cost management that 
specifically focuses on strategic issues.  

Management accounting information helps managers formulate strategy by answering the following 
questions: 

• Who are our most important customers, and how can we be competitive and deliver value to them? 
• What substitute products exist in the marketplace, and how do they differ from our product in 

terms of price and quality? 
• What is our most critical capability? Is it technology, production, or marketing? How can we 

leverage it for new strategic initiatives? 
• Will adequate cash be available to fund the strategy, or will additional funds need to be raised? 

Well designed strategy will be useless unless implemented effectively and efficiently. 

Value chain and supply chain analysis and key success factors 

Management accountants provide decision support i.e. information and reports to assist managers in the 
six business functions in the value chain to implement strategy. 

Value chain analysis: 
The value chain is the sequence of business functions in which customer usefulness is added to products or 
services of a company. The goal is provide improving levels of performance for customers across the value 
chain 

1. Research and development (R&D)- generating and experimenting with ideas related to new 
products, services or processes 

2. Design of products and processes- detailed planning, engineering, and testing of products and 
processes 

3. Production- procuring, transporting and storing, coordinating, and assembling resources to produce 
a product or deliver a service 

4. Marketing (including sales)- promoting and selling products or services to customers 
5. Distribution- processing orders and shipping products or services to customers 
6. Customer service- providing after- sales service to customers 

Supply chain analysis: 
The parts of the value chain associated with producing and delivering a product or service- production and 
distribution- is referred to as the supply chain. Supply chain describes the flow of goods, services and 
information from the initial sources of materials and services to the delivery of products to consumers, 
regardless of whether those activities occur in the same organisation or in other organisations. 

Key success factors: 

• Cost and efficiency 
• Quality 
• Time 
• Innovation  

Decision making, planning and control: The five- step decision making process 

1. Identify the problem and uncertainties 
2. Obtain information 
3. Make predictions about the future 
4. Make decisions by choosing among alternatives 
5. Implement the decision, evaluate performance, and learn 
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Topic 2 (week 2): Cost behaviours and CVP analysis 
1. Why we need to know how costs behave 

Knowing how a cost behaves is useful for managers for planning and control decisions and an important 
input when evaluating performance. 

2. Describe a cost function and three different types of linear cost functions 

Basic assumptions 

• Variations in the level of a single activity (the cost driver) explain the variations in the related total 
costs 

• Cost behaviour is approximated by a linear cost function within the relevant range 

Linear cost functions 

A cost function is a mathematical expression describing how costs (𝑦) change with changes in the level of 
an activity (𝑥). 

• 𝑦 = 	𝑎	 + 	𝑏𝑥 

Examples of cost functions: 

• Variable cost: 𝑦 = 	𝑏𝑥 
• Fixed cost: 𝑦 = 	𝑎 
• Mixed or semi- variable cost: 𝑦 = 	𝑎	 + 	𝑏𝑥 

Review of cost classification 

Choice of cost object: 
A particular cost item could be fixed or variable with respect to one cost object and fixed with respect to 
another.  

For example, if a taxi is the cost object, the annual registration and license fee for that taxi is a fixed cost. 
If a fleet of taxis is the cost object, the total annual registration and license fees would be a variable cost- 
it would vary with the number of taxis in the fleet. 

Time horizon: 
The longer the time horizon, the more likely that the cost will be variable 

Relevant range: 
Variable and fixed cost behaviour patterns are valid for linear cost functions only within a given relevant 
range. Outside the relevant range, variable and fixed cost behaviour patterns change, causing costs to 
become non- linear. 
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Example 4:  
A chemical process incurred $37 600 of production costs during its first month of operations. Materials 
costing $22 000 were introduced at the start of procession, and conversion costs of $15 600 were incurred 
uniformly throughout the production cycle. 

Of the 40 000 units of product started, 38 000 were completed, and 2000 were still in process at the end 
of the month, averaging one-half complete. 

Required: 

1. In step-by-step fashion prepare a cost of production report showing the cost of goods completed 
and transferred out cost of ending WIP.  

1. Calculation of equivalent units Flow Equivalent units 

  Materials CC 

WIP (beginning) 0   

Units started 40 000   

To account for 40 000   

Completed  38 000   

WIP (end) 2000 2000 1000 

Account for 40 000 40 000 39 000 

2. Costs to account for Total Materials CC 

WIP (beginning) 0 0 0 

Current costs $37 600 $22 000 $15 600 

Total $37 600 $22 000 $15 600 

/Equivalent units  40 000 39 000 

Unit costs $0.95 $0.55 $0.40 

3. Costs assigned to production 

Completed units:  
38 000 x $0.95= $36 100 

WIP (ending): 
2000 x $0.55= $1100 
1000 x $0.40= $400 

Total= $37 600 

 

2. Prepare the journal entries necessary to record the costs incurred and the transfer of the completed 
units 

Dr WIP- Chemical processing    37 600 
Cr Materials control     22 000 
Cr Wages payable and OH allocated   15 600 
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Dr Finished goods     36 100 
Cr WIP- Chemical processing    36 100 

Note: In this example there were no WIP opening inventories. What happens when opening WIP is 
present? Need to use an inventory cost flow assumption (weighted average or FIFO) 

Example 5: 
Double Diamond Ski’s uses process costing to determine units costs in its shaping and milling department. 
Double Diamond uses the weighted average inventory method. Using the following information for the 
month of May, prepare a cost of production report for shaping and milling: 

Work in process, May 1: 

Materials (100% 

Conversion (30%) 

200 units 

$3000 

$1000 

Units started into production in May 5000 units 

Units completed and transferred out in May 4800 units 

Costs added to production in May: 

Materials cost 

Conversion cost 

 

$74 000 

$70 000 

Work in process, May 31: 

Materials (100%) 

Conversion (25%) 

 

 

1. Calculation of equivalent units Flow Equivalent units 

  Materials CC 

WIP (May 1) 200   

Units started 5000   

To account for 5200   

Completed  4800 4800 4800 

WIP (May 31): 

Materials (100%) 

Conversion (25%) 

400  

400 

 

 

100 

Account for 5200 5200 4900 

2. Costs to account for Total Materials CC 

WIP (May 1) $4000 $3000 $1000 

Current costs $144 000 $74 000 $70 000 
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Total $148 000 $77 000 $71 000 

/Equivalent units  5200 4900 

Unit costs $29.298 $14.808 $14.490 

3. Costs assigned to production Total costs EU and EU costs 

  Materials @ 
$14.808 

CC @14.49 

Transferred out during May $140 630 4800 x (14.808 + $14.49) 

Work in process, May 31 

Materials 

Conversion 

Total WIP, May 31 

 

$5923 

$1449 

$7372 

 

400 x $14.808 

 

 

100 x $14.49 

	


