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Peter C. Brewer teaches in the Department of Accountancy 
at Wake Forest University. Prior to joining the faculty at Wake Forest, he was an 
accounting professor at Miami University for 19 years. He holds a BS degree in 
accounting from Penn State University, an MS degree in accounting from the 
University of Virginia, and a PhD from the University of Tennessee. He has 
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Accounting Research, the Journal of Information Systems, Cost Management, 
Strategic Finance, the Journal of Accountancy, Issues in Accounting Education, 
and the Journal of Business Logistics.

Professor Brewer has served on the editorial boards of the Journal of Accounting 
Education and Issues in Accounting Education. His article “Putting Strategy into 
the Balanced Scorecard” won the 2003 International Federation of Accountants’ 
Articles of Merit competition, and his articles “Using Six Sigma to Improve the 
Finance Function” and “Lean Accounting: What’s It All About?” were awarded 
the Institute of Management Accountants’ Lybrand Gold and Silver Medals in 
2005 and 2006. He has received Miami University’s Richard T. Farmer School of 
Business Teaching Excellence Award.

Prior to joining the faculty at Miami University, Professor Brewer was employed 
as an auditor for Touche Ross in the firm’s Philadelphia office. He also worked 
as an internal audit manager for the Board of Pensions of the Presbyterian Church 
(USA).

Ray H. Garrison is emeritus professor of accounting at 
Brigham Young University, Provo, Utah. He received his BS and MS degrees 
from Brigham Young University and his DBA degree from Indiana University.

As a certified public accountant, Professor Garrison has been involved in man-
agement consulting work with both national and regional accounting firms. He 
has published articles in The Accounting Review, Management Accounting, and 
other professional journals. Innovation in the classroom has earned Professor 
Garrison the Karl G. Maeser Distinguished Teaching Award from Brigham 
Young University.
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“Why do I 
need to learn 
Managerial 
Accounting?”
Brewer’s Introduction to Mana-
gerial Accounting has earned a 
reputation as the most accessible 
and readable book on the market, 
while leveraging assets from the 
Garrison Managerial Accounting 
franchise. Its manageable chap-
ters and clear presentation point 
students toward understanding 
just as the needle of a compass 
provides direction to travelers.

However, the book’s authors 
also understand that everyone’s 
destinations are different. Some 
students will become accoun-
tants, while others are destined 
for careers in management, 
marketing, or finance. Not only 
does the Brewer text teach stu-
dents managerial accounting 
concepts in a clear and concise 
way, but it also asks students 
to consider how the concepts 
they’re learning will apply to the 
real-world situations they will 
eventually confront in their ca-
reers. This combination of con-
ceptual understanding and the 
ability to apply that knowledge 
directs students toward suc-
cess, whatever their final desti-
nation happens to be.
vi

Pointing Students  
    in the Right Direction

Here’s how your colleagues have described 
Brewer’s Introduction to Managerial Accounting:

“This is the best introductory managerial accounting textbook that 
I know of. It is concise, easy to follow, and comes with a number of 
useful materials. I like this book especially because it is very much 
student-oriented.”

Minwoo Lee, Western Kentucky University

“A book with an appropriate level of coverage for students who may 
not all be majoring in accounting. This book has enough detail for 
accounting majors, with coverage that still keeps the interest and un-
derstanding of non-majors.”

Dawn McKinley, Harper Community College

“Brewer has always been an outstanding text and this newest edition 
continues the tradition while providing excellent options for students 
to utilize to enhance their learning and creative options for instructors 
to enhance their presentations.”

Diane Marker, University of Toledo

“Ground breaking, aimed at making it easy for students to appreciate 
the concepts and material.”

Isaac Bonaparte, Towson University

“Great, readable text with streamlined coverage. The number of chap-
ters combined with the readability make this a lean, up-to-date product.”

Timothy Griffin, Hillsborough Community College
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CONFIDENCE AT THE CORE
Your students want a text that is concise and that presents material in a clear and 
readable manner. Introduction to Managerial Accounting retains accessible 
materials while avoiding advanced topics related to cost accounting. Students’ 
biggest concern is whether they can solve the end-of-chapter problems after 
reading the chapter. Market research indicates that Brewer, Garrison, Noreen, 
and Montague helps students apply what they’ve learned better than any other 
managerial accounting text on the market. Additionally, the key supplements are 
written and continually revised to ensure that students and instructors will work 
with clear, well-written supplements that employ consistent terminology. Author 
Pete Brewer examined each and every end-of-chapter question in Connect to 
guarantee accuracy and consistency.

RELEVANCE AND DECISION MAKING
All students who pass through your class need to know how accounting informa-
tion is used to make business decisions, especially if they plan to be future manag-
ers. That’s why Brewer, Garrison, Noreen, and Montague make decision making 
a pivotal component of Introduction to Managerial Accounting. In every chapter 
you’ll find the following key features that are designed to teach your students how to 
use accounting information: Each chapter opens with an Entrepreneur Spotlight 
that shows how managerial accounting relates to real companies; Decision Point 
boxes within the chapters help students to develop analytical, critical thinking, and 
problem-solving skills; and end-of-chapter Building Your Skills cases challenge 
students’ decision-making skills.

A CONTEMPORARY APPROACH TO LEARNING
Today’s students rely on technology more than ever as a learning tool, and  
Introduction to Managerial Accounting offers the finest technology pack-
age of any text on the market. From study aids like narrated, animated Guided  
Examples to online grading and course management, our technology assets have 
one thing in common: They make your class time more productive, more stimu-
lating, and more rewarding for you and your students. McGraw Hill Connect 
is an online assignment and assessment solution that connects students with the 
tools and resources they’ll need to be successful. These resources include an  
online, media-rich, searchable version of the text in addition to access to  
Connect, giving students a convenient way to access everything they need to 
succeed in their course.
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Introduction to Managerial Accounting includes pedagogical elements 
that engage and instruct students without cluttering the pages or interrupting student learning. 
Brewer’s key pedagogical tools enhance and support students’ understanding of the concepts 
rather than compete with the narrative for their attention.

viii

BREWER/GARRISON/NOREEN/MONTAGUE’S

NEW* REAL-WORLD EXERCISE SUITE: 
BLUE RIDGE HOMEMADE ICE CREAM
The 2024 Release includes a new set of exercises in 
Connect that follows managerial accounting decisions 
at a real small business. Each exercise features Blue 
Ridge Homemade Ice Cream, and everything is based 
on author Pete Brewer’s experiences opening an ice 
cream shop in Asheville, NC. The serial case study that 
spans most of the textbook’s chapters enables students 
to see that managerial accounting provides an inte-
grated set of tools that support organizational plan-
ning, control, and decision making.

The business serves a product line that is familiar to 
all students—ice cream! This familiar context is more 
engaging for students than a generic manufacturing setting. The company’s primary mission is to employ adults with 
intellectual and developmental disabilities, thereby exposing students to the important topic of environmental, social, 
& governance (ESG) responsibilities.

DATA ANALYTICS
Brewer’s Data Analytics Exercises teach students how to use software tools to derive managerial insights and com-
municate them to stakeholders. These new exercises, which appear in Connect, are linked to a diverse range of learning 
objectives that span numerous chapters. Some of these exercises require students to use various Microsoft Excel-based 
tools, such as Goal Seek, Pivot Tables, and Solver to analyze data sets to derive solutions. Other exercises also teach 
students how to use a variety of Data Visualization techniques, such as charts, graphs, and maps, to communicate their 
findings in succinct and compelling ways. Students will also be given the opportunity to acquire the value-add skill of 
interpreting Tableau data visualizations.
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APPLYING TABLEAU
The authors have incorporated new Data Analytics exercises featuring Tableau at the end of each chapter. These exercises 
are auto-gradable in Connect and help students develop in-demand skills in analyzing and interpreting data and effectively 
communicating findings. Students will be provided data as well as a video tutorial and step-by-step instructions to build a 
dashboard using Tableau software. Over the course of these exercises, students will gain both managerial insights as well as 
confidence in telling the story of data through visualization software.

APPLYING POWER BI
These exercises will introduce and teach students to drive better business decisions by analyzing data for insights via 
Microsoft’s Power BI software. Power BI aims to provide interactive visualizations, business intelligence capabilities, and 
supports users’ ability to gain deeper data insight. Users create their own reports and dashboards, harnessing data to tell a 
compelling business story.

EXCEL ANALYTICS
Excel Analytics were created to allow students to work with complex datasets in live Excel. They will need to use  
Excel-based tools to analyze data sets and derive solutions using a variety of Data Visualization techniques to communicate 
findings. These go beyond basic data manipulations and Excel skills and are an auto-graded feature in Connect.

CONNECT-ONLY TEST BANK
Brewer’s online-only test bank is available in Connect, containing more than 1,400 multiple-choice test bank questions. 
These, author-created Connect-only Test Bank questions were written in such a way to prevent students from finding answers 
on external sites. The questions are presented in a combination of static and algorithmic (both quantitative and qualitative 
algo) modes and they cover all learning objectives for all chapters. These qualitative or quantitative algo questions can span 
the entire degree of difficulty continuum.

POWERFUL PEDAGOGY
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3 Job-Order Costing: 
Cost Flows and 
External Reporting

A LOOK BACK
Chapter 2 described how job-order 
costing systems can be used to assign 
manufacturing costs to individual jobs and 
to calculate unit product costs.

A LOOK AT THIS CHAPTER
In Chapter 3, we explain how job-order 
costing systems can be used to determine 
the value of ending inventories and cost of 
goods sold for external reporting purposes.

A LOOK AHEAD
Chapter 4 continues the discussion of 
the allocation of manufacturing overhead 
costs, showing how these costs can be 
more accurately assigned using activity-
based costing.

Job-Order Costing—The Flow of Costs

 • The Purchase and Issue of Materials

 • Labor Cost

 • Manufacturing Overhead Costs

 • Applying Manufacturing Overhead

 • Nonmanufacturing Costs

 • Cost of Goods Manufactured

 • Cost of Goods Sold

Schedules of Cost of Goods Manufactured and Cost  
of Goods Sold

 • Schedule of Cost of Goods Manufactured

 • Schedule of Cost of Goods Sold

 • Income Statement

Underapplied and Overapplied Overhead—A Closer Look

 • Computing Underapplied and Overapplied Overhead

 • Disposition of Underapplied and Overapplied Overhead Balances

 • Comparing the Two Methods for Disposing of Underapplied or 
Overapplied Overhead

 • A General Model of Product Cost Flows

Appendix 3A: Job-Order Costing: A Microsoft Excel–Based 
Approach

 • Fundamental Accounting Equations

 • Three Key Assumptions

 • Sapphire Company–Setting the Stage

 • Sapphire Company–Transaction Analysis

 • Sapphire Company–Schedules of Cost of Goods Manufactured  
and Cost of Goods Sold

 • Sapphire Company–Income Statement

CHAPTER OUTLINE

Solomin Andrey/Shutterstock

INTEGRATION EXERCISES
We have 15 exercises located in the back of the text and in Connect that integrate learning objectives across chapters. These 
exercises will increase the students’ level of interest in the course because they forge the connections across chapters. Rather 
than seeing each chapter as an isolated set of learning objectives, students begin to see how it all fits together to provide 
greater managerial insight and more effective planning, controlling, and decision making. The Integration Exercises are 
also tailor-made for flipping the classroom because they offer challenging questions that require students to work in teams to 
derive solutions that synthesize what they have learned throughout the semester.

AUDIO HINTS
Audio Hints have been added to certain problems in Connect and offer brief explanations of the key steps students need to 
solve specific end-of-chapter problems. With callouts to individual chapter learning objectives, audio hints are both a helpful 
tool for completing an assignment as well as an additional opportunity for students to link their work to the chapter content.

CHAPTER OUTLINE
Each chapter opens with an outline that pro-
vides direction to the student about the road 
they can expect to traverse throughout the 
chapter. The A Look Back/A Look at This 
Chapter/A Look Ahead feature reminds 
students what they have learned in previous 
chapters, what they can expect to learn in the 
current chapter, and how the topics will build 
on each other in chapters to come.

Final PDF to printer



bre40857_fm_i-xxx.indd xi 10/16/23  03:59 PM

xi

DECISION POINT
The Decision Point feature fosters criti-
cal thinking and decision-making skills 
by providing real-world business sce-
narios that require the resolution of a 
business issue. The suggested solution is 
located at the end of the chapter.
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SEGMENTED INCOME STATEMENTS AND THE CONTRIBUTION APPROACH
In the remainder of the chapter, we’ll learn how to use the contribution approach to create 
segmented income statements that are useful for analyzing the profitability of segments, 
making decisions, and measuring the performance of segment managers.

Traceable and Common Fixed Costs and the  
Segment Margin
This section defines three new terms needed to prepare segmented income statements 
using the contribution approach—traceable fixed cost, common fixed cost, and segment 
margin.

A traceable fixed cost is a fixed cost incurred because of the existence of a segment—
if the segment had never existed, the fixed cost would not have been incurred; and if the 
segment is eliminated, the fixed cost will disappear. Examples of traceable fixed costs 
include the following:

 ∙ The salary of the Fritos product manager at PepsiCo is a traceable fixed cost of the 
Fritos business segment of PepsiCo.

 ∙  The maintenance cost for the building in which Boeing 777s are assembled is a 
traceable fixed cost of the 777 business segment of Boeing.

 ∙ The liability insurance at Disney World is a traceable fixed cost of the Disney World 
business segment of The Walt Disney Corporation.

LEARNING OBJECTIVE 7–4

Prepare a segmented income 
statement that differentiates 
traceable fixed costs from common 
fixed costs and use it to make 
decisions.

Supporting Decision Making
Variable costing correctly identifies the additional variable costs incurred to make one 
more unit. It also emphasizes the impact of fixed costs on profits. The total amount of 
fixed manufacturing costs appears explicitly on the income statement, highlighting that 
the whole amount of fixed manufacturing costs must be covered for the company to be 
truly profitable. In the Weber Light Aircraft example, the variable costing income state-
ments correctly report that the cost of producing another unit is $25,000 and they explicitly 
recognize that $70,000 of fixed manufacturing overhead must be covered to earn a profit.

Under absorption costing, fixed manufacturing overhead costs appear to be variable 
with respect to the number of units sold, but they are not. For example, in January, the 
absorption unit product cost at Weber Light Aircraft is $95,000, but the variable portion 
of this cost is only $25,000. The fixed overhead costs of $70,000 are commingled with 
variable production costs, thereby tempting managers to mistakenly believe if another 
unit is produced, it will cost the company $95,000.

DECISION POINTThe Pricing Decision

Each year Webb Company produces and sells 20,000 units of its only product. The selling price 
for this product is $100 per unit, and its direct materials, direct labor, and variable manufactur-
ing overhead costs per unit are $25, $15, and $10, respectively. Webb’s annual fixed manu-
facturing overhead expenses and fixed selling and administrative expenses are $400,000 and 
$150,000, respectively. It does not have any variable selling and administrative expenses.

The company’s marketing manager believes a 10 percent price increase would lead to a 
20 percent decline in the number of units sold. He claims that if the level of production stays at 
20,000 units, his price hike will increase gross margins and net operating income by $40,000. 
Would you support the price increase? Do you think it will increase profits?

THE FOUNDATIONAL 15
Each chapter contains one Foundational 
15 exercise that includes 15 “building-
block” questions related to one concise 
set of data. These exercises can be used 
for in-class discussion or as homework 
assignments. They are found before the 
Exercises and are available in Connect.
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 3. Change the data in red so that the Data area looks like this:

Data Deluxe Tourist

Annual sales in units  . . . . . . . . . . . . . . . . . . 1,000 9,000
Direct materials per unit  . . . . . . . . . . . . . . . $20 $20
Direct labor-hours per unit . . . . . . . . . . . . . 1 1
Direct labor rate  . . . . . . . . . . . . . . . . . . . . . . $10 per DLH

Activity Cost Pools  
and (Activity Measures)

Estimated  
Overhead Cost

Expected Activity

Deluxe Tourist Total

Labor-related (direct labor-hours) . . . $   33,000 1,000 9,000 10,000
Machine setups (setups) . . . . . . . . . . . 120,000 20 80 100
Production orders (orders) . . . . . . . . . 70,000 15 35 50
General factory (machine-hours) . . . .    150,000 10,000 10,000 20,000

$373,000

 a. Are the traditional unit product costs for the two products the same or different? Explain.
 b. Are the ABC unit product costs for the two products the same or different? Explain.
 c. Which method, the traditional direct labor-based costing system or the ABC system, apparently 

provides more accurate costs? Explain.

Greenwood Company manufactures two products—14,000 units of Product Y and 6,000 units of Product 
Z. The company uses a plantwide overhead rate based on direct labor-hours. It is considering implement-
ing an activity-based costing (ABC) system that allocates all of its manufacturing overhead to four cost 
pools. The following additional information is available for the company as a whole and for Products Y 
and Z:

THE FOUNDATIONAL 15 ®

LO4–1, LO4–2,  
LO4–3, LO4–4

Activity Cost Pool Activity Measure
Estimated 

Overhead Cost
Expected  
Activity

Machining  . . . . . . . . . . . . . . . . . . Machine-hours $200,000 10,000 MHs
Machine setups  . . . . . . . . . . . . . Number of setups $100,000 200 setups
Production design  . . . . . . . . . . . Number of products $84,000 2 products
General factory . . . . . . . . . . . . . . Direct labor-hours $300,000 12,000 DLHs

Activity Measure Product Y Product Z

Machining . . . . . . . . . . . . . . . . . . . . 8,000 2,000
Number of setups  . . . . . . . . . . . . . 40 160
Number of products  . . . . . . . . . . . 1 1
Direct labor-hours  . . . . . . . . . . . . . 9,000 3,000

 1. What is the company’s plantwide overhead rate?
 2. Using the plantwide overhead rate, how much manufacturing overhead cost is allocated to Product Y? 

How much is allocated to Product Z?
 3. What is the activity rate for the Machining activity cost pool?
 4. What is the activity rate for the Machine Setups activity cost pool?
 5. What is the activity rate for the Product Design activity cost pool?
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The variable costing net operating income for each period can always be computed by 
multiplying the number of units sold by the contribution margin per unit and then sub-
tracting total fixed expenses. For Weber Light Aircraft, these computations would appear 
as follows:

costing net operating income for each month is to focus on the contribution margin per 
aircraft sold, which is computed as follows:

January February March

Number of aircraft sold . . . . . . . . . . . . . . 1 1 5
Contribution margin per aircraft . . . . . . . × $ 65,000 × $  65,000 ×  $  65,000
Total contribution margin  . . . . . . . . . . . . $  65,000 $  65,000 $325,000
Total fixed expenses  . . . . . . . . . . . . . . . .    90,000     90,000   90,000
Net operating income (loss) . . . . . . . . . . $(25,000) $(25,000) $235,000

Contribution Margin per Aircraft Sold

Selling price per aircraft  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $100,000
Variable cost of goods sold per aircraft . . . . . . . . . . . . . . . . . . . . . . $25,000
Variable selling and administrative expense per aircraft . . . . . . . .  10,000  35,000
Contribution margin per aircraft . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  65,000

Notice, January and February have the same net operating loss. This occurs because one 
aircraft was sold in each month and, as previously mentioned, the selling price per air-
craft, variable costs per aircraft, and total monthly fixed expenses remain constant.

When students prepare variable costing income statements, they often mistakenly assume that 
variable selling and administrative expense is a product cost. The confusion arises because 
variable selling and administrative expense is included in the calculation of contribution margin; 
however, it is not a product cost. Variable selling and administrative expense is always a period 
cost and the total amount of this expense included in the income statement is always derived 
by multiplying the variable selling and administrative expense per unit by the number of units 
sold—not the number of units produced.

HELPFUL HINT

CONCEPT  
CHECK

 2. Smith Company produces and sells one product for $40 per unit. The company has 
no beginning inventories. Its variable manufacturing cost per unit is $18 and the 
variable selling and administrative expense per unit is $4. The fixed manufacturing 
overhead and fixed selling and administrative expense total $80,000 and $20,000, 
respectively. If Smith Company produces 8,000 units and sells 7,500 units during the 
year, then its net operating income under variable costing would be

 a. $65,000.
 b. $41,250.
 c. $40,000.
 d. $35,000.

✓

HELPFUL HINT
Helpful Hint boxes are found several 
times throughout each chapter and high-
light a variety of common mistakes, 
key points, and “pulling it all together” 
insights for students.
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CHAPTER OPENER FEATURES
Each chapter opens with an Entrepreneur 
Spotlight that serves four purposes. First, it 
acknowledges small business entrepreneurs 
as the life-blood of our economy. Second, 
it features an inclusive group of entrepre-
neurs to ensure all of our students can see 
themselves within these vignettes. Third, it 
connects each entrepreneur’s company to 
the subject matter covered within the corre-
sponding chapter. Fourth, it describes how 
each entrepreneur’s company fulfills its envi-
ronmental, social, and governance (ESG) 
responsibilities. Learning Objectives alert 
students to what they should expect as they 
progress through the chapter.
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After working more than 10 years in nonprofit communications and 11 years in higher education publishing, 
Yvette Freeman started Red Angle Photography in Hendersonville, North Carolina. Her company specializes in 
fine art beauty, maternity, family, and high school senior portraiture, as well as corporate headshots and brand-
ing. Growing up, Yvette loved taking photos of family and friends and creating albums of her images. Since turn-
ing her lifelong love of photography into a full-time profession, she has taken 18 award-winning photographs in 
The Portrait Masters’ annual image competition.

Applying Managerial Accounting
At Red Angle Photography every client is unique—much like a job-order production environment. Therefore, 
Yvette could use job cost sheets to record the costs she incurs serving each client. For example, her direct mate-
rial costs would include items such as printed images; framed, canvas, or metal prints; and custom photo albums 
and cards. Her direct labor cost would include the time spent setting up and disassembling before and after a 
photo shoot, the time consumed taking and editing photographs, plus the round-trip transportation time to her 
clients’ chosen venues. Yvette’s overhead would include the costs of her camera and lenses, lighting equipment, 
and branded cargo trailer that she uses as a “photography studio on wheels.”

Serving All Stakeholders
In addition to owning Red Angle Photography, Yvette Freeman also started The Envoy magazine for the purpose 
of “educating, featuring, and promoting minority and women entrepreneurs, community members, and creative 
artists across the U.S.” Published three times per year, the magazine provides news relevant to minority and 
women-owned businesses, expert advice for starting and growing a business, and a directory of participating 
minority and women entrepreneurs and artists. She also started POSITIVELIGHTimages to showcase people of 
color in the most “positive light” possible. Her goal is “to create beautiful images that dispel stereotypes and mis-
conceptions by featuring people of color from all walks of life, and illustrating their unique, and not-so-unique, 
life experiences, relationships, talent, and fortitude.”

Sources: www.redanglephotography.com, www.theenvoyguide.com.

ENTREPRENEUR SPOTLIGHT LEARNING 
OBJECTIVES

After studying Chapter 3,  
you should be able to:

LO3–1 Understand the flow 
of costs in a job-order costing 
system and prepare appropri-
ate journal entries to record 
costs.

LO3–2 Use T-accounts to 
show the flow of costs in a 
job-order costing system.

LO3–3 Prepare schedules 
of cost of goods manufactured 
and cost of goods sold and an 
income statement.

LO3–4 Compute underap-
plied or overapplied overhead 
cost and prepare the journal 
entry to close the balance in 
Manufacturing Overhead to 
the appropriate accounts.

LO3–5 (Appendix 3A) Use 
Microsoft Excel to summarize 
the flow of costs in a job-order 
costing system.

Yvette Freeman

Data Analytics Exercise available 
in Connect to complement this 
chapter

IN BUSINESS BOXES
These helpful boxed features appear 
in every chapter and demonstrate how 
selected managerial accounting topics 
apply to real organizations and contexts.
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For Ruger Corporation, the direct materials used in production of $50,000 plus the direct 
labor of $60,000 plus the manufacturing overhead applied to work in process of $90,000 
equals the total manufacturing costs added to production of $200,000. Notice, the direct 
materials used in production ($50,000) is included in total manufacturing costs added to 
production instead of raw materials purchases ($60,000). The direct materials used in pro-
duction usually differs from the raw material purchases whenever the raw materials inven-
tory balance changes or indirect materials are withdrawn from raw materials inventory.

This equation includes manufacturing overhead applied to work in process rather than 
actual manufacturing overhead costs. For Ruger Corporation, its manufacturing over-
head applied to work in process of $90,000 is computed by multiplying the predeter-
mined overhead rate of $6 per machine-hour by the actual amount of the allocation base 
recorded on all jobs, or 15,000 machine-hours. The actual manufacturing overhead costs 
incurred during the period are not added to the Work in Process account.

The third equation, shown in the right-hand column of Exhibit 3–8, calculates the cost 
of goods manufactured as follows:

Cost of goods 
manufactured = Beginning work in  

process inventory +
Total  

manufacturing costs 
added to production

− Ending work in 
process inventory

For Ruger, the beginning work in process inventory of $30,000 plus the total manufactur-
ing costs added to production of $200,000 minus the ending work in process inventory of 
$72,000 equals the cost of goods manufactured of $158,000. The cost of goods manufac-
tured represents the cost of the goods completed during the period and transferred from 
Work in Process to Finished Goods.

Schedule of Cost of Goods Sold
The schedule of cost of goods sold shown in Exhibit 3–9 uses the following equation to 
compute the unadjusted cost of goods sold:

  Unadjusted cost   of goods sold   =  Beginning finished   goods inventory   +  Cost of goods   manufactured   −   Ending finished   goods inventory  

The beginning finished goods inventory ($0) plus the cost of goods manufactured ($158,000) 
equals the cost of goods available for sale ($158,000). The cost of goods available for sale 

IN BUSINESS Challenging Times for “Just-in-Time”

Disruptions in supply chains prompted by the COVID-19 pandemic have left some pharmaceuti-
cal companies rethinking their reliance on “just-in-time” manufacturing and sourcing. The trend, 
which streamlined manufacturing and reduced on-hand stocks to only what was necessary, 
created more efficient supply chains, reduced spoiled or expired inventories, and improved 
corporate bottom lines yet proved extremely vulnerable to shocks to the system such as the 
pandemic. Companies like Gilead Sciences Inc. utilizing “just-in-time” processes found them-
selves without many critical components needed to resume production of syringes, glass vials, 
and filters. Others, such as Swiss pharmaceutical producer Novartis AG and Incyte, have begun 
to protect themselves from future disruptions by decentralizing inventories, strategically placing 
them closer to customers while also creating more supply points.

Source: Alistair MacDonald and Georgi Kantchev, “Companies Grapple with Post-Pandemic Invento-
ries Dilemma,” The Wall Street Journal, November 7, 2021, www.wsj.com/articles/companies-grapple- 
with-post-pandemic-inventories-dilemma-11636290000.

CONCEPT CHECK
Concept Checks allow students to 
test their comprehension of topics and 
concepts covered at meaningful points 
throughout each chapter.
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IN BUSINESS B.B. Barns Offers Landscape Design and Installation

B.B. Barns describes itself as Asheville, North Carolina’s “premiere garden center and land-
scape service provider.” In addition to its four-acre garden center, the company provides 
custom-designed landscape architectural plans complete with installation and maintenance 
services. For B.B. Barns, each client represents a job that consumes direct materials, direct 
labor, and overhead. Examples of direct materials include shrubs, perennial and annual flowers, 
mulch, hardscaping materials (e.g., bricks and stone), and plant containers. Direct labor costs 
include the landscape architect who designed the plans as well as the employees responsible 
for completing the installation. Overhead costs include tools such as shovels and rakes, equip-
ment such as backhoes and dump trucks, and fuel for the equipment.

Source: www.bbbarns.com

Bonandbon/Alamy Stock Photo

CONCEPT  
CHECK

 3. Which of the following statements is false with respect to the schedule of cost of 
goods manufactured? (You may select more than one answer.)

 a. The beginning raw materials inventory plus raw materials purchases minus ending 
raw materials inventory equals the raw materials used in production.

 b. Direct labor costs and actual manufacturing overhead costs are included in the 
schedule of cost of goods manufactured.

 c. The cost of goods manufactured represents the amount that will be debited to Cost 
of Goods Sold during an accounting period.

 d. If the finished goods inventory increases during an accounting period, it will 
decrease the cost of goods manufactured.

✓

(concluded)

Tableau Software

COMMUNICATING WITH DATA VISUALIZATIONS
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END-OF-CHAPTER MATERIAL
Introduction to Managerial Accounting has earned a reputation for the best end-of-chapter review and discussion material 
of any text on the market. Our exercises and problems conform to AICPA, AACSB, and Bloom’s Taxonomy categories, and 
they make a great starting point for class discussions and group projects. With review problems, discussion questions, Excel 
problems, the Foundational 15 set, exercises, problems, and Building Your Skills, Brewer offers students practice material 
of varying complexity and depth.
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Underapplied overhead A debit balance in the Manufacturing Overhead account occurring when the 
overhead cost applied to Work in Process is less than the overhead cost actually incurred. (p. 119)

Work in process Partially complete units of product requiring more work before they are ready for sale 
to the customer. (p. 104)

QUESTIONS
  3–1 What link connects the schedule of cost of goods manufactured to the schedule of cost of goods 

sold?
  3–2 What account is credited when overhead is applied to Work in Process? Would you expect each 

period’s applied overhead to equal the actual overhead costs? Why or why not?
  3–3 What is underapplied overhead? Overapplied overhead? How do you close these amounts at the 

end of the period?
  3–4 Provide two reasons why overhead might be underapplied.
  3–5 What adjustment is made for underapplied overhead on the schedule of cost of goods sold? What 

adjustment is made for overapplied overhead?
  3–6 How do you compute raw materials used in production?
  3–7 How do you compute the total manufacturing costs added to production within a schedule of cost 

of goods manufactured?
  3–8 How do you compute cost of goods manufactured?
  3–9 How do you compute unadjusted cost of goods sold?
 3–10 How do direct labor costs flow through a job-order costing system?

APPLYING EXCEL
The Excel worksheet form shown below relates to the Turbo Crafters example from earlier in the chapter. 
The workbook, and instructions on how to complete the file, can be found in Connect. 
You should proceed to the requirements below only after completing your worksheet.

Microsoft Excel

LO3–1, LO3–4

Required:
 1. Check your worksheet by changing the estimated total amount of the allocation base in the Data 

area to 60,000 machine-hours, keeping all of the other data the same as in the original example. 
If your worksheet is operating properly, the predetermined overhead rate should now be $5.00 per 
machine-hour. If you do not get this answer, find the errors in your worksheet and correct them.
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 8. What is the total actual manufacturing overhead cost incurred?
 9. Is manufacturing overhead underapplied or overapplied? By how much?
 10. What is the cost of goods available for sale?
 11. What is the journal entry to record the cost of goods sold referred to in item h above?
 12. What is the ending balance in Finished Goods?
 13. Assuming the company closes its underapplied or overapplied overhead to Cost of Goods Sold, what 

is the adjusted cost of goods sold?
 14. What is the gross margin?
 15. What is the net operating income?

EXERCISES ®

EXERCISE 3–1 Prepare Journal Entries LO3–1
Larned Corporation recorded the following transactions for the just-completed month.
 a. Purchased $80,000 of raw materials on account.
 b. $71,000 in raw materials were used in production. Of this amount, $62,000 was direct materials and 

the remainder was indirect materials.
 c. Paid employees $112,000 cash. Of this amount, $101,000 was direct labor and the remainder was 

indirect labor.
 d. Depreciation of $175,000 was incurred on factory equipment.

Required:
Record the above transactions in journal entries.

EXERCISE 3–2 Prepare T-Accounts LO3–2, LO3–4
Jurvin Enterprises is a manufacturing company with no beginning inventories. A subset of the transactions 
it recorded during a recent month is shown below.
 a. Purchased $94,000 in raw materials for cash.
 b. $89,000 in raw materials were used in production. Of this amount, $78,000 was direct materials and 

the remainder was indirect materials.
 c. Paid employees $132,000 cash. Of this amount, $112,000 was direct labor and the remainder was 

indirect labor.
 d. Paid $143,000 for additional manufacturing overhead costs.
 e. Applied manufacturing overhead of $152,000 to production using the company’s predetermined 

overhead rate.
 f. All of the jobs in process at the end of the month were completed.
 g. All of the completed jobs were shipped to customers.
 h. Any underapplied or overapplied overhead was closed to Cost of Goods Sold.

Required:
 1. Post the above transactions to T-accounts.
 2. Calculate the adjusted cost of goods sold for the period.

EXERCISE 3–3 Schedules of Cost of Goods Manufactured and Cost of Goods Sold LO3–3
Primare Corporation provided the following data for last month’s manufacturing operations.

Inventories Beginning Ending

Raw materials  . . . . . . . . . . . . . . . . . . . . . . $12,000 $18,000
Work in process  . . . . . . . . . . . . . . . . . . . . $56,000 $65,000
Finished goods  . . . . . . . . . . . . . . . . . . . . . $35,000 $42,000

Purchases of raw materials . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $30,000
Indirect materials used in production  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $5,000
Direct labor  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $58,000
Manufacturing overhead applied to work in process . . . . . . . . . . . . . . . . . $87,000
Underapplied overhead  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,000
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PROBLEM 3–11 T-Account Analysis of Cost Flows LO3–2, LO3–3, LO3–4
Selected T-accounts of Moore Company are given below for the just-completed year:

Required:
 1. Prepare journal entries to record items (a) through (f) above [ignore item (g) for the moment].
 2. Prepare T-accounts for Manufacturing Overhead and Work in Process. Post the relevant items from 

your journal entries to these T-accounts.
 3. Prepare a journal entry for item (g) above.
 4. If 10,000 of the custom-made machined parts are shipped to the customer in February, how much of 

this job’s cost will be included in cost of goods sold for February?

PROBLEMS ®

Raw Materials

Bal. 1/1 15,000 Credits ?
Debits 120,000
Bal. 12/31 25,000

Work in Process

Bal. 1/1  20,000 Credits 470,000
Direct materials 90,000 
Direct labor 150,000 
Overhead 240,000 
Bal. 12/31 ?

Finished Goods

Bal. 1/1  40,000 Credits ?
Debits ?
Bal. 12/31 60,000

Manufacturing Overhead

Debits 230,000 Credits ?

Factory Wages Payable

Debits 185,000 Bal. 1/1 9,000
  Credits  180,000

  Bal. 12/31 4,000

Cost of Goods Sold

Debits ?

Required:
 1. What was the cost of raw materials used in production?
 2. How much of the materials in (1) above consisted of indirect materials?
 3. How much of the factory labor cost is indirect labor?
 4. What was the cost of goods manufactured?
 5. What was the unadjusted cost of goods sold? Do not include any underapplied or overapplied overhead 

in your answer.
 6. If overhead is applied to production based on direct labor cost, what was the predetermined overhead 

rate?
 7. Was manufacturing overhead underapplied or overapplied? By how much?
 8. Compute the ending balance in Work in Process. Assume this balance consists entirely of goods 

started during the year. If $8,000 of this balance is direct labor cost, how much is direct materials 
cost? Applied overhead cost?

PROBLEM 3–12 Predetermined Overhead Rate; Disposing of Underapplied or Overapplied 
Overhead LO3–4
Luzadis Company makes furniture using the latest automated technology. The company uses a job-order 
costing system and applies manufacturing overhead cost to products based on machine-hours. The prede-
termined overhead rate was based on a cost formula that estimates $900,000 of total manufacturing over-
head for an estimated activity level of 75,000 machine-hours.
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ANALYTICAL THINKING LO8–1
Tom Emory and Jim Morris strolled back to their plant from the administrative offices of Ferguson & Son 
Manufacturing Company. Tom is manager of the machine shop in the company’s factory; Jim is manager 
of the equipment maintenance department.

The men had just attended the monthly performance evaluation meeting for plant department heads. 
These meetings had been held on the third Tuesday of each month since Robert Ferguson Jr., the presi-
dent’s son, had become plant manager a year earlier.

As they were walking, Tom Emory spoke: “Boy, I hate those meetings! I never know whether my 
department’s accounting reports will show good or bad performance. I’m beginning to expect the worst. 
If the accountants say I saved the company a dollar, I’m called ‘Sir,’ but if I spend even a little too 
much—boy, do I get in trouble. I don’t know if I can hold on until I retire.”

Tom had just been given the worst evaluation he had ever received in his long career with Ferguson & 
Son. He was the most respected of the experienced machinists in the company. He had been with Ferguson & 
Son for many years and was promoted to supervisor of the machine shop when the company expanded and 
moved to its present location. The president (Robert Ferguson Sr.) often stated the company’s success was due 
to the high-quality work of machinists like Tom. As supervisor, Tom stressed the importance of craftsmanship 
and told his workers he wanted no sloppy work coming from his department.

When Robert Ferguson Jr. became the plant manager, he required monthly performance compari-
sons between actual and budgeted costs for each department. The departmental budgets were intended to 
encourage the supervisors to reduce inefficiencies and seek cost reduction opportunities. The company 
controller was instructed to have his staff “tighten” the budget slightly whenever a department attained its 
budget in a given month; this was done to reinforce the plant manager’s desire to reduce costs. The young 
plant manager often stressed the importance of continued progress toward attaining the budget; he also 
made it known that he kept a file of these performance reports for future reference when he succeeded his 
father.

Tom Emory’s conversation with Jim Morris continued as follows:
Emory: I really don’t understand. We’ve worked so hard to meet the budget, and the minute we do so, 

they tighten it on us. We can’t work any faster and still maintain quality. I think my men are ready 
to quit trying. Besides, those reports don’t tell the whole story. We always seem to be interrupting 
the big jobs for all those small rush orders. All that setup and machine adjustment time is killing us. 
And quite frankly, Jim, you were no help. When our hydraulic press broke down last month, your 
people were nowhere to be found. We had to take it apart ourselves and got stuck with all that idle 
time.

Morris: I’m sorry about that, Tom, but you know my department has had trouble making budget, 
too. We were running well behind at the time of that problem, and if we’d spent a day on that old 
machine, we would never have made it up. Instead, we made the scheduled inspections of the forklift 
trucks because we knew we could do those in less than the budgeted time.

Emory: Well, Jim, at least you have some options. I’m locked into what the scheduling department 
assigns to me, and you know they’re being harassed by sales for those special orders. Incidentally, 
why didn’t your report show all the supplies you guys wasted last month when you were working in 
Bill’s department?

Morris: We’re not out of the woods on that deal yet. We charged the maximum we could to other work 
and haven’t even reported some of it yet.

Emory: Well, I’m glad you have a way of getting out of the pressure. The accountants seem to know 
everything happening in my department, sometimes even before I do. I thought all that budget and 
accounting stuff was supposed to help, but it just gets me into trouble. It’s all a big pain. I’m trying 
to put out quality work; they’re trying to save pennies.

Required:
 1. Identify the problems with Ferguson & Son Manufacturing Company’s budgetary control system and 

explain how the problems are likely to reduce the effectiveness of the system.
 2. Explain how Ferguson & Son Manufacturing Company’s budgetary control system could be revised 

to improve its effectiveness.
(CMA, adapted)

CASE LO8–2, LO8–4, LO8–8, LO8–9, LO8–10
You have just been hired as a new management trainee by Earrings Unlimited, a distributor of earrings to 
various retail outlets located in shopping malls across the country. In the past, the company has done very 

BUILDING YOUR SKILLS ®
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NEW* AUTHOR-CREATED LEARNING 
OBJECTIVE VIDEOS
Author Pete Brewer created narrated PowerPoint videos for each 
chapter. There is one video for every learning objective plus chapter 
overview videos. Each video is three to eight minutes in duration and 
includes a brief explanation of the learning objective’s key concepts 
accompanied by a numerical example.

INTEGRATED EXCEL ASSIGNMENTS
Integrated Excel assignments pair the power of Microsoft Excel 
with the power of Connect. A seamless integration of Excel within 
Connect, Integrated Excel questions allow students to work in live, 
auto-graded Excel spreadsheets—no additional logins, no need to 
upload or download files. Instructors can choose to grade by formula 
or solution value, and students receive instant cell-level feedback via 
integrated Check My Work functionality.

xiv

CONCEPT OVERVIEW VIDEOS
Concept Overview Videos, available within Connect, teach the core 
concepts of the content in an animated, narrated, and interactive mul-
timedia format, bringing the key learning objectives of the course to 
life. Checkpoint questions allow instructors to assign points to knowl-
edge checks and grade for accuracy, not just completion. Concept 
Overview Videos are particularly helpful for online courses and for 
those audio and visual learners who struggle reading the textbook 
page by page.

GUIDED EXAMPLES/HINT VIDEOS
Guided Example/Hint Videos provide an animated walk-through 
with narration of select exercises similar to those assigned. These 
short presentations, which can be turned on or off by instructors, pro-
vide reinforcement when students need it most.

Microsoft Excel 

McGraw Hill

McGraw Hill
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REMOTE PROCTORING & BROWSER-LOCKING CAPABILITIES  

New remote proctoring and browser-locking capabilities, hosted by Proctorio within Connect, provide control of the assess-
ment environment by enabling security options and verifying the identity of the student.

Seamlessly integrated within Connect, these services allow instructors to control students’ assessment experience by restrict-
ing browser activity, recording students’ activity, and verifying students are doing their own work.

Instant and detailed reporting gives instructors an at-a-glance view of potential academic integrity concerns, thereby avoiding 
personal bias and supporting evidence-based claims.

TEGRITY: LECTURES 24/7
Tegrity in Connect is a tool that makes class time available 24/7 by automatically capturing every lecture. With a simple 
one-click start-and-stop process, you capture all computer screens and corresponding audio in a format that is easy to search, 
frame by frame. Students can replay any part of any class with easy-to-use, browser-based viewing on a PC, Mac, iPod, or 
other mobile device.

Educators know that the more students can see, hear, and experience class resources, the better they learn. In fact, studies 
prove it. Tegrity’s unique search feature helps students efficiently find what they need, when they need it, across an entire 
semester of class recordings. Help turn your students’ study time into learning moments immediately supported by your 
lecture. With Tegrity, you also increase intent listening and class participation by easing students’ concerns about note-taking. 
Using Tegrity in Connect will make it more likely you will see students’ faces, not the tops of their heads.

TEST BUILDER IN CONNECT
Available within Connect, Test Builder is a cloud-based tool that enables instructors to format tests that can be printed or 
administered within a LMS. Test Builder offers a modern, streamlined interface for easy content configuration that matches 
course needs, without requiring a download.

Test Builder allows you to:
∙ Access all test bank content from a particular title.
∙ Easily pinpoint the most relevant content through robust filtering options.
∙ Manipulate the order of questions or scramble questions and/or answers.
∙ Pin questions to a specific location within a test.
∙ Determine your preferred treatment of algorithmic questions.
∙ Choose the layout and spacing.
∙ Add instructions and configure default settings.

Test Builder provides a secure interface for better protection of content and allows for just-in-time updates to flow directly 
into assessments.

xv
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UTILIZING THE ICONS
This icon indicates Data Analytic Exercises in 
Connect tied to chapter learning objectives.

To reflect our service-based economy, the text is 
replete with examples from service-based busi-
nesses. A helpful icon distinguishes service-related 
examples in the text.

Ethics assignments and examples serve as a reminder 
that good conduct is vital in business. Icons call out 
content that relates to ethical behavior for students.

The writing icon denotes problems that require stu-
dents to use critical thinking as well as writing skills 
to explain their decisions.

AUTHOR-WRITTEN SUPPLEMENTS
Unlike other managerial accounting texts, the 
book’s authors write the major supplements such as 
the test bank and solution files, ensuring a perfect fit 
between text and supplements.

ASSURANCE OF LEARNING READY
Many educational institutions today are focused on 
the notion of assurance of learning, an important ele-
ment of some accreditation standards. Introduction 
to Managerial Accounting, is designed specifically 
to support your assurance of learning initiatives with 
a simple, yet powerful, solution.

Each question for Introduction to Managerial 
Accounting, maps to a specific chapter learning out-
come/objective listed in the text. The reporting fea-
tures of Connect can aggregate student to make the 
collection and presentation of assurance of learning 
data simple and easy.

AACSB STATEMENT
McGraw Hill is a proud corporate member of 
AACSB International. Recognizing the importance 
and value of AACSB accreditation, we have sought 
to recognize the curricula guidelines detailed in 
AACSB standards for business accreditation by con-
necting selected questions in Introduction to Mana-
gerial Accounting, to the general knowledge and 
skill guidelines found in the AACSB standards. The 
statements contained in Introduction to Managerial 
Accounting, are provided only as a guide for the users 
of this text. The AACSB leaves content coverage 
and assessment clearly within the realm and control 
of individual schools, the mission of the school, and 
the faculty. The AACSB does also charge schools 
with the obligation of doing assessment against their 
own content and learning goals. While Introduction 
to Managerial Accounting, and its teaching package 
make no claim of any specific AACSB qualification 
or evaluation, we have, within Introduction to Mana-
gerial Accounting, tagged questions according to the 
six general knowledge and skills areas. The labels or 
tags within Introduction to Managerial Accounting, 
are as indicated. There are, of course, many more 
within the test bank, the text, and the teaching pack-
age which might be used as a “standard” for your 
course. However, the labeled questions are sug-
gested for your consideration.

Final PDF to printer



bre40857_fm_i-xxx.indd xvii 10/16/23  03:59 PM

Faculty feedback helps us continue to improve Introduction to Managerial Accounting. In response to reviewer suggestions, 
the authors have made the following changes to the text:

∙  New Entrepreneur Spotlights have been added to the beginning of each chapter to highlight diverse businesspeople, their 
managerial decisions, and the ways they give back to their communities.

∙  New Communicating with Data Visualizations features in every chapter illustrate how analytics and data visualization 
can be used to answer managerial accounting questions.

∙  New Real-World Exercise Suite: Blue Ridge Homemade Ice Cream in Connect brings managerial accounting to the 
real world with engaging case materials, videos, exercises, and more. The Continuing Case focuses on the start-up of a 
real franchise business, Blue Ridge Homemade Ice Cream, in Asheville, NC.

∙  Additional Data Analytics Exercises and auto-graded Tableau Dashboard Activities have been added for each chapter in 
Connect for this edition.

∙  New author-created videos cover each learning objective in the chapter along with overview videos for each chapter.
∙  In-Business boxes are updated throughout to provide relevant and current real-world examples for use in classroom 

discussion and to support student understanding of key concepts as they read through a chapter.

New in this Release

Prologue
Revised Exhibit P–1 and its corresponding text to better 
describe the differences between financial accounting and 
managerial accounting. Revised the definition of strategy to 
better reflect its true meaning. Added coverage of organiza-
tional environmental, social, and governance (ESG) respon-
sibilities as well as three new In Business boxes.

Chapter 1
Added four new In Business boxes.

Chapter 2
Added a new learning objective related to calculating ending 
inventories for the balance sheet and cost of goods sold for the 
income statement. Also, revised the Foundational 15, Exercise 
2–17, and Problem 2–22. Added two new In Business boxes.

Chapter 3
Added three new In Business boxes.

Chapter 4
Added three new In Business boxes.

Chapter 5
Added three new In Business boxes.

Chapter 6
Reorganized the sequence of learning objectives to improve 
the students’ ability to understand the material. Introduced 
Microsoft Excel as a tool for creating CVP and profit graphs. 
Added four new In Business boxes.

Chapter 7
Heavily edited the chapter to cover the same learning objec-
tives in fewer pages. Added three new In Business boxes.

Chapter 8
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Added three new In Business boxes
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