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UNITE 1
UNITE 1

Managerial Accounting

After studying this unite, you should be able to:
ookl 130l S o et Juidl 130 il g9 e

1) Explain the distinguishing features of managerial accounting.
Ao Aalaall 5 Jraal) ciland) 7 5 ()

2) ldentify the three broad functions of management.
BN Aaa) g iU g G gaa (Y

3) Define the three classes of manufacturing costs.
Lol callest ST U paas (V

4) Distinguish between product and period costs.
Bkl g priial) CMSS (sl (€

5) Explain the difference between a merchandising and a

manufacturing income statement.
Loail) JA3 Gl g Bkt (o (381 il (0

6) Indicate how cost of goods manufactured is determined.
Aziaal) adliad) A8ISH aaad afy CiS rida g (1

7) Explain the difference between-a merchandising and a

manufacturing balance sheet.
Joriaail) A) Jaa g (el ) dadee o (AN 7 a0 (Y

Managerial Accounting Basics diylddl dsmilall ol bt
Managerial accounting (management accounting) is a field of accounting
that provides economic and financial information for managers and other

internal users.
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Differences Between Financial and Managerial Accounting :

e 19 el i (e i i 3

MANAGERIAL ACCOUNTING
Atlal) dslaal)

FINANCIAL ACCOUN TING

L0y duadaall

Primary Users of Reports s )&l ;) ssulul) () sardinuall

are
and

External users, who
stockholders, creditors,

regulatory agencies.
(‘-\@-MQ\;UAA(;Q}60}:}_AJ&\ O e all
Aoadatill clingdl g o suilall

Internal users, who are officers,
department heads, managers, and
supervisors in  the company
Cpdha e all o a5 gldla ) O;}AM\
HQ}M\}(;‘«UJ_AMJ?MY\ c\_.\.\aj)}
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Types and Frequency of Reports W ) Sis &l g 5l

Classified financial statements.
Issued quarterly and annually.
A gaall ) 250 gl
Lisin g Lliad jaial

Internal reports
Issued as frequently as needed.
sl
Aalall ciea L jaas

Purpose of Reports s )&l (a (ga jall

To provide general-purpose
information for all users
el dalall (al 53 il gl 3 il
L Al

To provide special-purpose
information for a particular user for

a specific decision.
padiual Lald (gl sl Cld Cila slaa a6l
e ) Al (paa

Ethical Standards for Managerial Accountants

ol 3] (ot kit §1 sl

Managerial Accountants recognize that they have an ethical obligation to

their Companies and the public .

sl 5 agilS i olad GEAT L) 31l agaal ol () sapla¥) () salaall &

To provide guidance for managerial accountants in the performance of

their duties, the Institute of Management Accountants (IMA) has

developed a code of ethical standards, entitled Standards of Ethical
Conduct for Management Accountants.
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(IMA) 03 xadlaall 3gaa al8 ¢ agilinl s el (8 G oY) Cpsnlaall a5l 5 53l
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This code divides the managerial accountant’s responsibilities into 4
areas:

¥l o) () oY) lacal) il glgene 3980 130 Ay
1- Competence )l gl sslagl)
2- Confidentiality 4l o 481
3-Integrity ,and s 4a13
4-Obijectivity i gagall g Agalal)

MANAGEMENT FUNCTIONS : byla¥l hillhg

The management of an organization performs three broad functions
sdale Cils g U dalaial) 313 5358

-Planning Jabasll

- Directing and motivating Jsisill g 4 gl

- Controlling 4atial) ¢ 3 aud)
MANAGERIAL COST CONCEPTS &lal) 6310/ skt §/ ppsdliio

Manufacturing consists of activities and processes that convert raw
materials into finished goods.

il Al ades ) aladl o) gall Jga Al cillaall g AdaisV) (e a5y
Manufacturing costs are usually classified as follows:

A gaill e aiaatl) G iyt aly L Bale

O (IMA) Institute of Management Accountants
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Manufacturing costs
Direct Materials Direct Labor Manufacturing
Overhead

. . 3 dilia
1- Direct Materials / 5

\ -

e La s
Raw materialsi bl Jsal 2
represent the basic materials and parts Direct Materials

that are to be wused in the
manufacturing process. Raw materials
that can be physically and
conveniently associated with the {Ste.ﬁxfsfﬁ'ﬁime}
finished  product  during  the frame of a

manufacturing process are termed

Direct materials costs are the expenditures
for direct materials that are separately and
readily traced through the manufacturing
process to finished goods.

mountain bike.

direct materials. Some raw materials, cannot be easily
associated with the finished product. These are considered indirect
materials.

ot giaail) Alee 8 Lgaladin) St A Aulul) ol 3aY) 5 ol sall alall o sl Jis
3 sally qoiatll Alee (L1 SLgall aminally 2t IS 5 Liale Lgday ) (S ) alad) ol sl
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Indirect materials s_itual/ _u& I palf
_do not physically become part of the finished product, or
sl el amiiall (e 12 Ulad caai Y

- cannot be traced because their physical association with the finished
product is too small in terms of cost.

A Cum pa Vin i el il (ol Lol (Y Lems 8a ¥ -

Indirect materials are accounted for as part of manufacturing
overhead.

Adlal) il CallSS e ¢ 3283 bl e 3 gall Gludal o
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2- Direct Labor T el
Direct Labor é_wdilual/ Lozl '

Direct Labor

Direct labor is the work of factory

; Direct labor costs are the wages and salaries for
employees that can be DhVSIC&”V direct labor that are separately and readily
and conveniently associated with traced through the manufacturing process to

. . . finished goods.
converting raw__materials _into

finished goods. Example:
Wages paid to a
mountain bike
assembly worker.

Alad) o) gall o gaty sl (S5 Jai yy O Sy A piaall ik e Jae s il Jasdl
el A ol

Indirect Labor sdital/ o Jfaz/

The wages of maintenance people, timekeepers, and supervisors are

normally categorized as indirect labor because their efforts have no

physical association with the finished product or it is impractical to trace

the costs to the goods provided. Like indirect materials, indirect labor is
part of manufacturing overhead

et Adlee Ll (e b pdiall g ¢ B ) Gl g ¢ Ailpall ik ge ) sad chiial Qi e sale

Cadlsall i Lead) jue (e adl o el iially (gale Bl ) Led ud aba sea Y 3 ydilae
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3- Manufacturing Overhead —
- — ., . .
) b pilpa s
Manufacturing Overhead
: : Factory Overhead
Manufacturing overhead consists of Y
costs that are indirecﬂy associated Factory overhead consists of all manufacturing
. . . costs that are not direct materials or direct labor
with the manufacture of the finished and the costs cannot be separately or readily
pI’OdU ct. traced to finished goods.
i Examples:
These costs may also be defined as Indirect labor - maintenance.
. Indirect material - cleaning supplies.
manufacturing costs that cannot be Factory utility costs.

Supervisory costs.

classified as either direct materials or

reb] 5 fnald) L LS
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direct labor.
e miiall aiaty pile pe JS5 Adar jel) CallSal) (e dalad) ateal) s ) ¢S5
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Manufacturing overhead includes ;asiaill g Jaadil) Bl Cpanal
- indirect materials 8_<lsa 3 g2
- indirect labor 8_&lx sl

depreciation on factory buildings and <¥¥is ghaal) Al U
-machinery;

-insurance, taxes, and maintenance on factory facilities.
lual) 380 pa Ailaa ¢ il paallc paaldl)
Product Costs el IS

Product costs (also called inventorial costs) include each of the

manufacturing Cost elements (direct materials, direct labor, and

manufacturing overhead). They are the costs that are a necessary and
integral part of producing the finished product.

These costs are not expensed (as cost of goods sold) under the matching
principle until finished goods inventory is sold.

Cadl<s L] ) il Gl €5 Joi Prime and Conversion Costs
el o alic (— y—aic J< (C)} 1l Manufactur_ing costs are often
. . . combined as follows:
3 -iliall Adlaal) 55 p-Glaall o) sall) maiaail) _ '
o Gl ) (alal) piaall ity jlnas | Materis b e
el il ) a3y Y 12 3 | [ | [ |
Prime Conversion
Cost Cost

O35 g aly i Aaall fase s say (Ao lall i) 481KS) CallSill o28 o ju oy Y
Boakall ailia)

Product Costs : Prime and Conversion
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Direct materials and direct labor are often referred to as prime costs due
their direct association with the manufacturing of the finished product.

() glal) qostadtly pesal) Lt Y 15 A o il g e gl iy La e

Direct labor and manufacturing overhead are often referred to as
conversion costs since they are incurred in converting raw materials into
finished goods.

Al ader ) alad) 3) gall Jagad 8 W Ay Guna Jy gail) CaLSS aly L) Ly La Gl
2uall
Period Costs 5 yidlf Caull<s

Period costs are identifiable with a specific time period rather than a
salable product. Period costs are deducted from revenues in the period in
which they are incurred. Period costs relate to nonmanufacturing. (thus,
noninventorable) costs, and include selling and administrative expenses.

38 CallSs auad oy all Julall @M\w?qﬁqm@jgﬁgﬂh@l&qﬁqﬁd&
o Jillg) Amiiad) iy (3lati s i) CalST Lo WSS il i) & il Y
Aamall 5 A Y1 Gy Jeaall Jaii s (3)yia U ALE
Types of Cost Classifications
Product versus Period Costs

Direct Direct Manufacturing
Labor Material Overhead

!

<

I Period costs are expenses not attached to the product.

¥ ¥

Administrative costs are
non-manufacturing costs
of staff support and
administrative functions.

Selling costs are incurred to
obtain orders and to deliver
finished goods to customers.

Merchandising versus Manufacturing Income Statements
ot @ 45 g ud gLl 45 gt Jb Ol deguilil iyl

Under a periodic inventory system, the income statements of a
merchandising company and a manufacturing company differ in the cost
of gods sold section,

For a merchandising company, cost of goods sold is calculated by adding
the beginning merchandise inventory and the cost of goods purchased,
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and  subtracting the ending merchandise inventory :

For manufacturing Company, cost of goods sold is calculated by adding
beginning finished goods inventory and the cost of goods manufactured
subtracting the ending finished goods inventory.

o A4S5 8 e Lim AS 5 A Jlad A8 Jaal) cilbily GRlias ¢ (5 sl 3 al) U sa
Sl ()5 i Al (3 sk (e Aol i) 28 Gl 23 ¢ 5jlad 4S80 dually
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Cost of goods Sold Components4e b/ gl 44ISi cilig<a
Merchandising Company 4 s 4<

Beginning Merchandise Inventory + Cost of Goods Purchased- Ending
Merchandise Inventory =Cost of Goods Sold

la) 48lS5 = adladll (5 3 Al - 31 jiiiall ailianl) 481S5 + adliadl (5 33 Aol
ieLud)
Manufacturing Company s 4s &

Beginning Finished Goods Inventory +Cost of Goods Manufactured-
Ending Finished Goods Inventory= Cost of Goods Sold .

Cost of Goods Sold

Sections of Merchandising _
and Manufacturing

Companies Merchandising Company

g

@LAAS\ Ao - Axiiadll c_mha.ﬂ\ r
A.CLJAS\ c.iba.ﬂ\ Al = @L@_ﬂ\ Cost of

Goods Sold
Manufacturing Company }
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The following cost of goods sold section for merchandising and
manufacturing enterprises highlight the different presentation :

Gl e o gl il 5 3 il il al 2 A Luall adlimal] 4815 o Ll

salia Gaamsﬂ\
Merchandising company
Partial income statement
For the year ended December 31,1999
Cost of goods sold
Merchandise inventory , January 1 $ 70,000
Cost of goods purchased 650,000
Cost of goods available for sale 720,000
Merchandise inventory , December 31 400,000
Cost of goods sold $ 320,000
Manufacturing company
Partial income statement
For the year ended December 31,1999
Cost of goods sold
Finished Goods Inventory, January 1 $ 90,000
Cost of Goods Manufactured 370,000
Cost of goods available for sale 460,000
Finished Goods Inventory, December 31 80,000
Cost of goods sold $ 380,000

The total cost of work in process for the year is equal to the sum of :

The cost of the beginning work in process inventory and the total
manufacturing costs for the current period.

To find the cost of goods manufactured. we subtract the cost of the
ending work in process inventory from the total cost of work in process.

5 sana 5 shosi il Aallaal 1 Jaall dllaay) Al
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Beginning Work in Process Inventory+ Total Current
Manufacturing Costs = Total Cost of Work in Process

Total Cost of Work in Process- Ending Work in Process Inventory=
Cost of Goods Manufactured

Merchandising versus Manufacturing Balance

dolylallg A A5 g ot lpad | il ylio)

Unlike the balance sheet for a merchandising company, which shows just
one inventory category, the balance sheet of a manufacturing company
may have three inventory accounts:

Finished Goods Inventory, which shows the cost of completed goods on
hand ,

Work in Process Inventory, which shows the cost applicable to units that
have been started into production but are only partially completed; and
Raw Materials Inventory, which shows the cost of raw materials on hand.

$ind a8 e laBigaaly (s e 48 jelai ll g ¢ 4y jlat AS HAl e genl) A3l el e e
535 ¢ 5 el piadl 3 yaed s b 336 e gieail) 3580 3 pa pand) gl gl
Ta s My ¢ alblaall 5 33 (8 Jaalle 2l J glita 8 A LaiSal) dlianl) A81SS ma g
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Current Assets Sections of Merchandising and Manufacturing Balance
Sheets

@l 1§ dul 5 bl | b ) Qe el i | i | 9 S|

The following current assets sections of balance sheets contrast the
presentation of inventories of a merchandising company with those of a
manufacturing company. The remainder of the balance sheet is similar for
the two types of companies.
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Merchandising company
Balance Sheet
December 31,1999
Current assets

Cash $ 100,000
Receivables (net) 210,000
Merchandise inventory 400,000
Prepaid expenses 22,000
Total current assets $ 732,000

Manufacturing inventories are generally listed in the order of liquidity -
their expected realization in cash. Thus, finished goods inventory is listed
first

Ay o Ml g 1385 a8 giall Leibar - A sanall i i o ale JS aiaill g jaa 3 e o
Yol 3 alad) ailad) 5 5 e 3 s

Manufacturing company
Balance Sheet
December 31,1999
Current assets
Cash $ 180,000
Receivables (net) 210,000
Inventories:

Finished goods $ 80,000

Work in process 25,200
Raw materials 22,000 128,000
Prepaid expenses 18,000
Total current assets $ 536,000
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Cost Concepts: A Review Assignment of cost categories

Item Cost Product cost

Direct
Materials  Direct Manufacturing
Labor Overhead

Material cost ($ 10 per door) X

Labor cost ($8 per door) X

Depreciation on new X
equipment

($250,000 per year)

Property taxes ($6000 per X
year)

Adbvertising cost ($30,000 per

year)

Sales commissions ($4 per

door)

Maintenance salaries ($28 X
per year)

Salary of plant manager X
($70,000)

Cost of shipping pre-hung

doors

($12 per door)

4 Y dsulaall
Period Prime Conversion
costs costs cost
X
X X
X
X
X
X
X
X
X

Cost Concepts: A‘Review Computation of Manufacturing Cost

ol | S i o | g0 - Sl | e i

Total manufacturing costs are the sum of the product costs — direct
materials , direct labor, and manufacturing overhead costs. Northridge
Company produces 10,000 pre- hung wooden doors the first year. The

total manufacturing costs are:

ol 5 yilaall Adlaall 55 pilaal) o) pall - iiall CallST & pena st aaiadll CallSs laal
YV alall 8 e (3aa 53 L Northridge 10,000 S - g Aalall gl

D el CallSs e

Cost Number and Item Manufacturing Cost

1- Material cost ( $10 * 10,000) $ 100,000
2- Labor cost ( $8 * 10,000) 80,000
3- Depreciation on new equipment 25,000
4-Property taxes 6,000
7-Maintenance salaries 28,000
8- Salary of plant manager 70,000
Total manufacturing costs $ 309,000




Prepared by Sarah Maher Al-Athari
UNITE 1 AN Llanall

Questions

1) Managerial accounting is a branch of financial accounting and serves
essentially the same purposes as financial accounting ( True/False ) .
2)What are the four steps in the planning and control cycle?

3)What are the major differences between financial and managerial
accounting?

4)Explain the difference between a product cost and a period cost.

5-The following costs were incurred in March:

Direct materials .. $21,000
Directlabor $17,000
Manufacturing overhead $67,000
Sellingexpenses ] $16,000
Administrative expenses . $15,000

Conversion costs during the month totaled:

$84,000 $136,000 $38,000 $88,000

6-A manufacturing company has provided the following cost data for
a recent period:

Direct materials____ . $8,000
Manufacturing overhead . $12,000
Directlabor $10,000
Increase in work-in-process . $4,000
Prime cost for the period was:
| $34,000 | $18,000 | $26,000 | $30,000




