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What is a Conceptual Framework?

in Business

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

What Might a CF tell us?

ABalance Sheet or Income Statement focus

AWhi ch customerds inforn
priority?

ABasis of Accountingdi.e. Accrual, Cash, other
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Alntroduction &

» Necessity for a Conceptual Framework for
managerial costing

»What is a CF?

» What is managerial costing?

» Action Needed
A Obijective, Scope, Principles

» Framework Objective

» Framework Scope

» Framework Principles
AConcepts and Constraints

» Overview

» Explanation

» Airline Examples to illustrate concepts




e Here IS Part of the Problem.
* Which managerial accounting system sho
we use?

Standard Costing, Project Accountlng Job Order Costlng Economic

ence Model,

Relationship Capital, Brand Value, Total Cost of Ownership,
Throughput Accounting, Triple Bottom Line, Beyond Budgeting, Risk
adjusted Return on Capital at RI
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By Dr. Tachai Ono, inventor of the Toyota Production System:

AYou have touched on Tinilyethong ghgvest p
fought against for 40 years. Cost accountants in Japan think

just like they do in the Western hemisphere. Exactly. They

beli eve I n EOQs; they believe 1In
variances. Somehow-imyi meg,sd eing atJ u
with those things. | manufacture things in very small batches.

| donoét keep my workers busy all
| dondot always run things on the
at odds with cost accounting rul
Killing you in the Western hemisphere are the people who

have copied my system. And | am telling you, my system is at
odds with cost accounting rules &
accountants out of my factories; | tried to keep the

knowledge of cost accounting principles out of the minds of

\

my peopl e. o

e

Fox, R.E., ACoping with Todaybés Technol ogy: I s Cost Account.i ngSKee
Challenge of Technological Change; the National Association of Accountants (now www.imanet.org) ; 1986; p. 20.
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.. SIX Eras of Managerial Accounting

0Causal 6 cost
tracing of ..
T he US AiAcgeasingly Predictive

Great diverse types Analytics
standard cost  Depression  of products,

accounting (to  resulted in services,
precious metal reflect Frederick regulatory channels and A shift of
and paper Winslow reforms to customers emphasis from
money piles, Tayl or 0 sprotect a historical to a
ultimately mangfacjuljrlng Investors predictive view
leading to scientific (1930s). C of strategy and
doubleentry ~ Mmethods, 1910) onsumer operations
bookkeepmg Regulatory
(Luca Pacioli, Compliance
1492). :
Industrial |
Rocks and stone i
piles. Med|eval
Ancient
20,000 BC 1492 1910 1930 1980 2015




Enterprise Financial Management

Tax Accounting Financial
Accounting

Sotres 04 Managerial
capture >4 i
ftransactions) Accounting

Cost Measurement

Cost Accounting Performance Evaluation & Planning & Decision
External financial Reporting H
e.g. GAAP, IFRS A Support

The Domain of Costing

€—————— Historical —————————> |€— Predictive —>

<.

>

Lower < Value-added to managerial decisions > Higher




e The shift to predictive accounting

Descriptive |

|Predictive
| I I
Past Now Future
unused sunk

( unused
Traceable to used Unavoidable
products,
channels, _
customers, Avoidable
sustaining Costs
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Methods

Roots in Accounting Profession

1920 1935

i Std. Costing

1980 2008

v

MAds Gol
Age ;

GPK

ABC TD-ABC

RCA

v
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Roots in Other Disciplines
Production Scheduling

Theory of Constraints

v

A 4

Lean Thinking

—— Production Method Centric
—— Accounting Method Centric

—— Principle -based

Lean Acc




=t Costs from Sales & Marketing are
not Products

ima

Cuitomer / \

Chfnnel / A \
Product f \

Direct material,
Direct labor &
Equipment

Indirect expenses

Distribution, Sales & Marketing

Sales, general, and administration (S,G&A)




| s What is a Conceptual Framework?

A IASB/FASB Conceptual Framework
» Objective and Qualitative Characteristics
» Elements and Recognition
» Measurement
» Reporting Entity

» Presentation and Disclosure, including Financial
Reporting Boundaries

A IPSASB 8 International Public Sector Accounting Financial
Standards Board

A



| Em e What is Managerial Costing?

A Statement of Federal Financial Accounting Standard 4, Para 42:
Managerial cost accounting, therefore, is thgervant of both
budgetary and financial accountin@nd reporting because it assists
those systems in providing informationAlso, it provides useful
information directly to management.

ACost Accounting
ATool for Financial Reporting

AManagement Accounting
AActivities of Professional Accountants in Business

AManagerial Costing
ATool for Managerial Decision Support

1Lz
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AWhat about managerial accounting/costing?

» Financial Accounting/Reporting Standards
provide guidance guidance to meet their goals.

» Textbooks teach methods to support specific
applications

ATraditional Standard Costing
AVariable Costing
AActivity Based Costing

AWhere do you go for the principles to build a
better cost model to manage your organization?
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| s Moving Beyond Methods

Conceptual Framework for Managerial Costing
»ODbjective
»Scope
»Qualitative Characteristics
APrinciples
AConcepts
AConstraints
rFramework in Operation
»Call to Action

r Appendix: Truth in Managerial Costing

16
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» Necessity for a Conceptual Framework for managerial costing
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» What is managerial costing?
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AObijective, Scope, Principlesd
» Framework Objective
» Framework Scope
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Frmn What is the Objective of Managerial

Financial Professionals

o Costing?

AWhat differentiates FA info from MA
Information?

ATarget customer for Managerial Costing
Information?

AMost important result of Managerial Costing
iInformation?

AWhat do managers make decisions about?
What drives cost?

20



Statement of Objective
Managerial Costing Conceptual Framework

AThe objective of managerial costing is to:

»Provide a monetary reflection of the
utilization of business resourceand

»Provide cause and effect insights into past,
present, or future enterprise economic
activities.

AManagerial costing aids managers:
¥In their analysis and decision makingnd

»Supports optimizing the achievement of an
enterpriseos strategic

21




What is the Scope of Managerial
Costing?

in Business

AScope:

rWhat Managerial Costing must achieve to
meet the stated objective.

» The boundaries of the application of
Conceptual Framework for Managerial
Costing.

AWhat would be Oout of

22



Scope Statements
- Managerial Costing Conceptual Framework

Provide managers and employees with aaccurate, objective cost model
of the organization and cost informatiorthat reflects the use of the
organi zationds resources

Present decision support information in a flexible mold thataters to the
timeline and insights needed for internal decision makers

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

Model quantitative cause and effect linkagdsetween outputs and the
Inputs required to produce and deliver final outputs.

23



Scope Statements
| Managerial Costing Conceptual Framework

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

Providesinformation that aids inimmediate and future economic
decision makingfor optimization, growth, and/or attainment of
enterprise strategic objectives.

Provides information toevaluate performance and learn from results

Provides the basis and baseline factdicr exploratory and predictive
managerial activities

24



| TP Qualitative Characteristics

4

»Qualitative Characteristics
APrinciples
AConcepts
AConstraints

25



| s Foundation of Principles
AWhat must form the foundation for a set of

principles?

Truth

AWhat is O0True Cost o?

26



Foundation of Principles

CorrespondenceDefinition of Truth
Truth corresponds to facts.
Resources In operation create a factual situatior .

27



on for
ants an
Financial Professionals E I
in Business Xal I Ip e

AMore Accounting Transactionsd 12,000/yr
AFinance Operations Center:

» Personnel Cost $30,000,000

» Operating Cost $15,000,000

» Transactions/year: 3,000,000

» Calculated Full Cost:

A$15/transaction X 12,000 = $180,000
» Judgmental Marginal Cost:

Al Accounting Technician = $50,000

28



Financial Prof fessionals

in Business . . . .
Qualitative Characteristics

ACausality
»The relation between a managerial
objecti veOdOs quantit
guantities that must be, or must have been,
consumed If the output Is to be achieved
AAnalogy:

»The use of causal insights to infer past or
future outcomes.

2
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Qualitative Characteristics

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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Moving Beyond Methods

Conceptual Framework for Managerial Costing
»Objective
»Scope
»Qualitative Characteristics
APrinciples
AConcepts
AConstraints
rFramework in Operation
»Call to Action

r Appendix: Truth in Managerial Costing
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AlIntroduction 9

» Necessity for a Conceptual Framework for managerial costing
» What is a CF?

» What is managerial costing?

» Call to Action
A Obijective, Scope, Principles

» Framework Objective

» Framework Scope

» Framework Principles
AConcepts and Constraints

» Overview

» Explanation

» Examples to illustrate concepts
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Modeling Concepts

Qualitative Characteristics
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