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What is a Conceptual Framework?
)y RCA Institute

The boundaries you want to stay within as you
build standards or a model.

What Might a CF tell us?

A Balance Sheet or Income Statement focus

AWhi ch customerdés infor ma
A Basis of Accounting i i.e. Accrual, Cash, other



What is a Conceptual Framework? =
) RCA Institute

A Statement of Federal Financial Accounting

Concepts

I SFFAC 1 - Objectives of Federal Financial Reporting

I SFFAC 2 - Entity and Display

I SFFAC 3 - Management's Discussion and Analysis - Concepts
I SFFAC 4 - Intended Audience and Qualitative Characteristics

|

- SFFAC 5, Definitions of Elements and Basic Recognition Criteria
for Accrual-Basis Financial Statements

I SFFAC 6 - Distinguishing Basic Information, RSI, and OAI



What is a Conceptual Framework?
)y RCA Institute

A IASB/FASB Conceptual Framework

I Objective and Qualitative Characteristics
I Elements and Recognition

I Measurement

I Reporting Entity

|

I Presentation and Disclosure, including Financial
Reporting Boundaries

AIPSASB i International Public Sector
Accounting Financial Standards Board

RCA Institute All Rights Reserved



What is a Conceptual Framework?
pyRCHA Institute

A What about managerial accounting/costing?

I Financial Accounting/Reporting Standards
orovide guidance guidance to meet their goals.

I Textbooks teach methods to support specific
applications
ATraditional Standard Costing
AVariable Costing
A Activity Based Costing

A Where do you go for the principles to build a better
cost model to manage your organization?
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Methods

Roots in Accounting Profession

y RCA Institute

1920 1935 1980 2008
. Std. Costing -
MAG s — ABC- TD-ABC —
Golden i i
Age
RCA >
GPK .
Roots in Other Disciplines .
Production Scheduling Theory of Constraints :
Lean Thinking Lean Acc b
— Production Method Centric
—— Accounting Method Centric
—— Principle-based 7
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Moving Beyond Methods =
)y RCH Institute

Conceptual Framework for Managerial Costing
I Objective
I Scope
I Qualitative Characteristics
APrinciples
AConcepts
A Constraints
I Framework in Operation

I Call to Action
I Appendix: Truth in Managerial Costing



What is Managerial Costing? =
) RCHA Institute

A SFFAS 4, Para 42: Managerial cost accounting, therefore, is the
servant of both budgetary and financial accounting and reporting
because it assists those systems in providing information. Also, it
provides useful information directly to management.

A Cost Accounting

ATool for Financial Reporting

A Management Accounting
A Activities of Professional Accountants in Business

A Managerial Costing

ATool for Managerial Decision Support




SFFAS 4, Figure 1

Figure 1: Financial Management Information Framework
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Managerial Costing =
y RCA Institute

Enterprise Financial Management

| |

Tax Accounting Financial
Accounting

Managerial
Accounting

Cost Measurement

Cost Accounting Performance Evaluation & Planning & Decision
External financial Reporting %
SiGhe Analysis Support

The Domain of Costing

<€ Historical > l€—— Predictive —>
Lower Value-added to managerial decisions > Higher
11
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How does MC fit in Federal 3
Accounting Standards? »RCA Institute

SFFAS 4:

60. In addition, it is stated that "In defining the proper measurement,
assignment, and allocation of cost for a given purpose, selecting the
appropriate accounting method and whether to use full costing should be
careful | y c éuntlser itaeldee tdat "fihe accrual basis of
accounting generally provides a better matching of costs to the production of
goods and services, but its use and application for any given purpose must be
carefully evaluated.

61. Therefore, managerial cost accounting should provide cost information
using a basis of accounting and recognition/measurement standards that
are appropriate for the intended use of the information. When managerial
cost accounting is used to supply information for use by financial accounting
and financial reporting, that information should be consistent with the basis
of accounting and recognition/measurement standards required by federal
accounting principles. Traditionally this has meant the use of accrual
accounting and historical cost measurement, particularly in general purpose
reports. 12




) RCH Institute

SFFAS 4:

62. When managerial cost accounting is used to supply information for the
preparation and review of budgets, cost data should be consistent with the
basis of accounting and recognition/measurement used in financial reporting,
but may be adjusted to meet the budgetary information needs.

63. Special purpose cost studies and analyses are sometimes performed for
decision making. In those studies and analyses, management may need to
develop cost data beyond those currently reported in general purpose financial
reports. For example, in making planning decisions, management may develop
replacement costs and capital costs. However, the basis and methods used
should be appropriate for the circumstances and consistent with the intended
purposes.

13
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SFFAC 1 =
P RCHA Institute

FULL COSTING: 198 Full assignment of all costs of a period, including
general and administrative expenses and all other indirect costs, is an
Important basis for measuring cost of service. However, full cost is not
necessarily the relevant cost for making all decisions. For example,
iIncremental cost is more appropriate for many kinds of decisions, while
opportunity cost is more appropriate for others. Similarly, cost that is
controllable at a given management level is more appropriate for most
evaluations of the performance of those managers. Accordingly, accounting
systems should permit the calculation of the relevant costs needed for a range
of decisions, as determined by the specific situation, and financial reports
should reflect costs suitable to the purpose intended.

14
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Moving Beyond Methods =
)y RCH Institute

Conceptual Framework for Managerial Costing
I Objective
I Scope
I Qualitative Characteristics
APrinciples
AConcepts
A Constraints
I Framework in Operation
I Call to Action
I Appendix: Truth in Managerial Costing
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What is the Objective of MC? =
) RCA Institute

A The objective of managerial costing is to:

I Provide a monetary reflection of the utilization of
business resources and

I Provide cause and effect insights into past, present, or
future enterprise economic activities.
A Managerial costing aids managers:
I In their analysis and decision making and
I Supports optimizing the acl
strategic objectives.

16
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What is the Scope of MC? =
) RCA Institute

A What Managerial Costing must achieve to
be effectiveéée.

A In scope vs. out of scope.

17
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What is the Scope of MC? =
) RCA Institute

A Provide managers and employees with an accurate, objective cost
model of the organization and cost information that reflects the use of
the organizat.iond6s resources

A Present decision support information in a flexible mold that caters to
the timeline and insights needed for internal decision makers.

A Provide decision makers insight into the marginal/incremental aspects
of the alternatives they are considering.

A Model guantitative cause and effect linkages between outputs and the
Inputs required to produce and deliver final outputs.

18
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What is the Scope of MC? =
)y RCA Institute

A Accurately values all operations (support and production) of an entity
(i.e. the supply and consumption of resources) in monetary terms.

A Provides information that aids in immediate and future economic
decision making for optimization, growth, and/or attainment of
enterprise strategic objectives.

A Provides information to evaluate performance and learn from results.

A Provides the basis and baseline factors for exploratory and predictive
managerial activities

19
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Qualitative Characteristics =
pRCA Institute

A Principles
A Concepts
A Constraints

20
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Foundation of Principles =
) RCA Institute

A Truth

A True Cost???
InNGi ven choice of adject

A Correspondence Definition of Truth

Truth corresponds to facts.

Resources in operation create a factual
situation.

21
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Example -
) RCH Institute

A More Accounting Transactions i 12,000/yr

A Finance Center:
i Personnel Cost $30,000,000
i Operating Cost $15,000,000
I Transactions/year:. 3,000,000

I Calculated Full Cost: $15/transaction X 12,000
= $180,000

i Judgmental Marginal Cost: 1 GS-7 = $75,000

22
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Principles =
Qualitative Characteristics yRCHA Institute

A Causality
T The rel ati on bet ween a

guantitative output and the input quantities that
must be, or must have been, consumed If the

output Is to be achieved.

A Analogy:
I The use of causal insights to infer past or future

outcomes.

23
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Principles & Concepts *

Qualitative Characteristics l/ ch Institute
MODELING VIEW INFORMATION
Resources, USE VIEW
Operational Managers’
Quantities and Analogous

Costs Activities
CONCEPTS
CONCEPTS
Operational Model Baseline
Providing — Optimization
Attributable Cost Information
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Modeling Concepts

Qualitative Characteristics L ch InstitutE
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