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Management Accounting
PREAMBLE & OBJECTIVES
The course in management accounting falls into two broad areas:  


(a) analysis and study of financial aspects that happens before the financial statements are drawn up, and 


(b) the financial statements as drawn up and the comprehensive analysis thereof

The objectives of management accounting are to develop an understanding of:

(a)
elements of cost accounting, costing systems and budgeting, 

(b)
the interpretation and analysis of financial statements and historical reviews, working capital management, cash flow and sustainable cash flow analysis, ratio analysis as well as the basics of stock market performance.

PRE-COURSE WORK
The course in management accounting is presented over a period of 20 sessions.  Over this time students need to become conversant with a wide range of skills, techniques, fundamental concepts and general understanding of a wide range of things financial, in order to be able to analyse cost behaviour, cost jobs, draw up budgets, perform break-even analysis, understand the nature of financial statements, analyse these statements using a range of analytical tools, interpret the analysis so derived, and then using all of this to understand events in the local and international business environments in order to make good business and investment decisions.  The time to achieve this is limited, and there is no time to waste.

For this course we assume that you are able to

· Explain the different types of competitive strategies

· have a basic knowledge of the 3 major financial statements – the balance sheet, the income statement, and the cash flow statement.  You should at least know how they are structured and what each section means.  When we start the first session on the 3 financial statements, we assume that you have that knowledge and we will spend only a brief period of time on an overview of the basic financial statements in the first session or two.

· a basic knowledge and ability regarding arithmetic, mathematics, as well as

· the ability to properly use your financial calculator.  The latter is very important, as some students go through the full MBA without mastering this.  Studying the calculator manual is invaluable.
If you have no or little knowledge of the above, you have a distinct disadvantage.  Use libraries or the internet (with circumspect!!) to polish your skill and understanding of the above.
PRESCRIBED READING & INFORMARTION SOURCES
PRESCRIBED TEXT BOOKS
a) Blocher, E., Chen, K., Cokins, G., and Lin, T. 2007. Cost Management: A strategic Approach. Fourth Edition. New York: McGraw-Hill.

b) Correia, C., Langfield-Smith, K., Thorne, H. and Hilton, R. 2008. Management Accounting: Information for managing and creating value. South African edition, 

c) Volschenk, J. 2008. Cost Accounting Reader. Bellville: University of Stellenbosch Business School.  Referred to as Course Reader A in the detailed outline.
d) Harrison, W.T., & Horngren, C.T. 2008.  Financial Accounting, 7th edition, Upper Saddle River, New Jersey: Prentice Hall (hereafter referred to as HH).

e) Marais, F F. 2008. Financial Management Reader. Bellville: University of Stellenbosch Business School.  Referred to as Course Reader B in the detailed outline.
PRESCRIBED MAGAZINES/NEWSPAPERS/ANNUAL REPORTS
f) Financial Mail, Finance Week, Business Day, Sunday Times, etc. (on a daily/ weekly basis) as well as many as possible Annual Reports and Interim Reports direct from companies/Internet/McGregor BFA.

ADDITIONAL READING:  BOOKS
These books are not prescribed, but copies are available as additional resources for interested students

g) Edmonds, T.P., McNair, F.M., Milam, E.E., Olds, P.R., Edmonds, C.D. & Schneider, N.W. 2003.  Fundamental Financial Accounting Concepts, 4th edition, Boston: Irwin McGraw-Hill (hereafter referred to as EMMO)

h) Edmonds, McNair, Milam & Olds. 2003.  Solutions Manual to Fundamental Financial Accounting Concepts, 4th edition (one copy in library).

SOURCES OF INFORMATION
Financial statements
A large number of the Annual Reports (12 months) and the Interim Reports (6 months) will be published in the daily newspapers.  The bulk will be published in the Business Day.  Read the published reports of companies reporting from now until the end of this course..

Students will find details of telephone numbers, e-mail addresses, Internet addresses, etc. of all the listed industrial companies in Profile Stock Exchange Handbook (latest edition January – June 2008).
Students are strongly encouraged to obtain copies of recent Annual Reports of listed industrial companies either directly from the companies and/or Internet and/or McGregor BFA and / or Reuters.  Do not bother to obtain Annual Reports before 2002.  The accounting set-up has changed a lot from 2000/1 onwards.
The “advertisements” of Annual Reports and Interim Reports appearing in the Business Day and financial press will cover, inter alia:

· income statements,
· balance sheets,
· cash flow statements,  and
· changes in equity statements.

Value added statements and statistical reviews (e.g. 7-year reviews) will not normally be covered in the financial press - you have to read the Annual Report.
Three sources exist for:

· value added statements

· statistical reviews:

(a) Annual Reports obtained from the various listed companies,
(b) Internet,  and
(c) McGregor BFA.

STUDENTS MUST ENSURE THAT THEY ARE ABLE TO USE THE MCGREGOR BFA DATABASE AS WELL AS REUTERS.

Use only the financial statements as they were published and NOT the standardised versions prepared by McGregor’s.

Finally:  students must also spend a lot of time on interpreting statistical reviews (normally for 5 to 7 year periods).

EVALUATION
GENERAL

All tests will be open book tests and will cover the prescribed work as well as discussions in class.  Take note that open book tests are notoriously much more difficult than closed book tests.  The well prepared student will do better and the lazy one worse.

Class discussions and some class exercises will be assessed and students will also be expected to complete evaluation exercises online via WebCT. Use these exercises to make sure you understand the basics. 

	
	
	Chapters Covered
	Weight (%)

	Test: Costing 1
	J Volschenk
	
	10

	Test: Costing 2
	J Volschenk
	
	10

	Test: Basic statements
	F Marais
	
	5

	Test: Analytical tools
	F Marais
	
	10

	Test: JSE case study
	F Marais
	
	15

	Group project
	F Marais
	
	15

	WebCT Evaluations 
	
	
	25

	Class contribution
	
	
	10


WebCT

You are allowed to submit two chapter assessments for each chapter that we cover. The highest mark of the two attempts will count towards your average WebCT mark. Please try and do at least one test per chapter before commencement of the course. It will double your chances of passing.  
For HH you get access to MyAccountingLab where you can do a range of self evaluation exercises to hone your understanding of financial statements.
PLEASE NOTE THAT IF YOU ARE ATTEMPTING THE EVALUATIONS FROM CAMPUS YOUR INET-KEY SHOULD BE OPEN IN ORDER TO SEE SOME OF THE TABLES AND FIGURES IN THE WEBCT EVALUATIONS. 

GROUP ASSIGNMENT

Each group must choose an industry (not financial companies) and analyse the leading companies in that industry (max 5 - or all of them, if a small industry with fewer than 5 listed companies).  A 7-year analysis of the financial statements of those companies combined with fundamental research from all the above-mentioned sources should be written up in a concise report.  There is no size limit, but add any financial statement as an attachment.  Write what you think is necessary and then stop.
The data analysis of the individual companies in your selected sector is to be regarded as input to your analysis.  Your analysis should address each company individually, but should put the emphasis on an integrated analysis of these companies as a sector.  You should also end with an integrated analysis comparing the companies with each other.
This assignment will make up 20% of your mark for this course.  Due date for submission is two weeks after the final test – on the same day of the week.
 (a)
For the final test you receive one of the following (either typed or photocopied): 

-  Annual Reports

-  Interim Reports

-  7-year Reviews

(b)
There are a very large number of listed industrial companies on the Johannesburg Stock Exchange.  We therefore have the potential of several hundred new “cases” every year and there are therefore no such thing as an old exam paper.
To prepare for this (in addition to the work done in the class), each student should cover the following at home:

a) Analyse the financial health of at least 6 annuals/interims obtained from
-  Business Day;-  Internet;
-  McGregor BFA;  or
-  directly from company.

b) Cover at least ten 5 to 7-year reviews.  Please note that the 7-year reviews will not be published in Business Day.

Instead of analysing one single company/undertaking, each student should now conduct 10+10 evaluations.  Students are strongly advised to work

· on an individual basis

· then in group format

· then also using your general network, e.g. financial colleagues at previous place of employment, as well as financial friends.

THE ASSIGNMENT MUST BE SUBMITTED NOT LATER THAN CLOSE OF BUSINESS ON THE DEADLINE (TWO WEEKS AFTER THE FINAL TEST DAY (SESSION 12)) VIA WEBCT USING THE “TURN-IT-IN” SOFTWARE 

http://learn.sun.ac.za/webct/entryPageIns.dowebct
HOWEVER, PLEASE NOTE:  The responsibility for the completeness of the document, the correct sequence of pages and the sequence of attachments is that of the sender.  No sorting or telephone calls on the apparent incompleteness of documents will be made, neither any notification on the receipt or not of a document.

You will probably make use of more than one type of software for the various parts of the assignment.  Post those on WebCT as separate files with exactly the same name, indicating the sequence you want with numbers (MBA MOD A 1 2008 Group 5 Doc 1, …Doc 2, etc).  They should not be linked electronically.
FINAL NOTE
The following course outline is a guide.  If we move faster on the basics than the schedule indicates, more time will be spent on the core of the course - comprehensive analysis of companies over a period of time.
COURSE CONTENTS

	SESSION 1

	Subject


	Strategy & basic cost concepts



	Reading


	Blocher:  
Chapter 1, 




Chapter 3

Course Reader A: Session 1



	Outcomes of session
	After this session, students should be able to: 

· Explain the use of cost management information in each of the four functions of management
· Explain the contemporary management techniques and how they have influenced cost management
· Understand the principles and rules of professional ethics and explain how to apply them.
· Explain how to implement a competitive strategy by using value chain analysis
· Explain the cost driver concepts at the activity, volume, structural, and executional levels
· Explain the cost concepts used in product and service costing
· Demonstrate how costs flow through the accounts 
· Prepare an income statement for both a manufacturing firm and a merchandising firm

	Illustration cases


	OUTsurance



	Teaching case
	ALDI 



	SESSION 2

	Subject


	Job costing and Activity Based Costing (ABC)



	Reading


	Blocher:  
Chapter 4

Course Reader A: Session 2



	Outcomes of session
	After this session, students should be able to: 

· Explain the types of costing systems 
· Explain the strategic role of product costing
· Explain the flow of costs in a job costing system
· Explain the application of factory overhead costs in a job costing system
· Calculate under applied and over applied overhead and show how to dispose of it at the end of the period 
· Apply job costing in service industries
· Explain why traditional volume-based costing systems tend to undercoat or overcast products or services
· Describe an activity-based costing system and its benefits and limitations
· Distinguish between high-value-added and low-value-added activities
· Relate activity-based costing to strategic cost management


	SESSION 3

	Subject


	Budgets and inventory costing



	Reading


	Blocher:  


Chapter 8

Correia, et al. : 


Chapter 7 (pp. 325 – 330).

Course Reader A: Session 3



	Outcomes of session
	After this session, students should be able to: 

· Describe the role of a budget in planning, communicating, motivating, controlling, and evaluating performance
· Discuss the importance of strategy and its role in budgeting and identify factors common to successful budgets
· Outline the budgeting process
· Prepare a master budget and explain the interrelationships among its supporting schedules
· Discuss the roles of ethics and behavioral concerns in budgeting
· Identify what the distinguishes variable costing from absorption costing

· Prepare income statements under absorption and variable costing.

· Explain differences in operating income under absorption and variable costing.

· Understand how absorption costing can provide undesirable incentives for managers to build up finished goods inventory.

· Describe the various capacity concepts that can be used in absorption costing.

· Describe how attempts to recover fixed costs of capacity may lead to price increases and lower demand.

	Teaching case
	Overberg glass




	SESSION 4

	Subject
	Introduction to Financial Evaluation: Principles and Industries



	Reading
	HH:  Chapter 1 & 11
Course Reader B – Session 4



	Outcomes of session 

	After this session, students should be able to: 

· Describe the basic concepts of valuation (such as par value, market value, intrinsic value and so on)
· Explain the nature of fundamental analysis ( the three levels of macro-economic factors, industry analysis and then company analysis)
· Do a basic industry analysis and explain its drivers.  How macro-economic factors influence industries, which in turn influence companies
· Describe the essence of industry structures and performance and the impact of various industry variables (such as industry life cycles; sensitivity of sales, operating leverage and financial leverage) on these industries
· Conduct a very basic overview of the financial statements and the role of all the financial disciplines in the company


	SESSION 5

	Subject
	Balance Sheet analysis – advanced

Income Statement analysis – advanced



	Reading
	HH chapters  7 to 9

Course Reader B – Session 5



	Outcomes of session
	After this session, students should be able to: 

· Explain what all the components of a balance sheet represents and what the terminology means

· Specifically explain owner’s equity and reserves, fixed assets, intangible assets, current liabilities and current assets as wall as all kind of interest bearing debt

· Analyse a balance sheet comprehensive

· Explain what all the components of an income statement represents and what the terminology means

· Specifically explain revenue, all the various categories of costs, profitability measures at various levels, depreciation and amortisation, minorities and associates, retained earnings and dividends

· Analyse an income statement comprehensively

· Explain the function of the statement of changes in equity

· Explain the different types of company structure, types of shares that a company may issue, and other structural aspects


	SESSION 6

	Subject
	Cash flow & Advanced Cash Flow



	Reading
	HH:  Chapter 12

Course Reader B – Session 6



	Outcomes of session
	After this session, students should be able to: 

· Explain the essence of the different methods to construct a cash flow statement
· Explain what all the components of a cash flow statement represents and what the terminology means

· Specifically explain 

· cash from operating activities (CFO)
· cash from investing activities (CFI)
· cash from financing activities (CFF)
· ( cash (change in cash)
· Analyse a cash flow statement comprehensive
· Explain an advanced cash flow methodology that works with different sales growth patterns and different stock, debtors and creditors periods to determine what sales growth can be sustained from a cash point of view.


	SESSION 7

	Subject


	Flexible budgets

	Reading


	Blocher:  
Chapter 13




Chapter 14

Course Reader A: Session 7


	Outcomes of session
	After this session, students should be able to: 

· Evaluate the effectiveness and efficiency of an operation and calculate and interpret the operating income variance
· Develop and use flexible budgets to analyze operating results
· Set proper standard costs for planning, control, and performance evaluation
· Identify factors contributing to variances and analyze and explain variances
· Assess the effects of the contemporary manufacturing environment on operational control and standard costing
· Recognize behavioral implications in implementing standard cost systems

· Illustrate an understanding of the interrelated nature of variances.

· Establish standard costs for variable overhead
· Calculate and explain variable overhead variances
· Apply standard costs to service organizations
· Determine whether to investigate variances

	Teaching cases
	Cerra Potta


	SESSION 8

	Subject


	Cost behaviour



	Reading


	Blocher:  
Chapter 6

Course Reader A: Session 8


	Outcomes of session
	After this session, students should be able to: 

· Understand the strategic role of cost estimation
· Apply the six steps of cost estimation
· Use each of the cost estimation methods: the high-low method, work measurement, and regression analysis
· Explain the data requirements and implementation problems of the cost estimation methods
· Use learning curves in cost estimation when learning is present
· Use statistical measures to evaluate a regression analysis


	Illustration cases


	Petersen Parts ABC/overhead cost exercise


	SESSION 9

	Subject
	Management of working capital

	Reading
	HH chapters 13
Course Reader B – Session 9

	Outcomes of session
	After this session, students should be able to: 

· Explain what working capital is and why it is important to manage it carefully
· Explain the difference between working capital and the non-cash components of working capital

· Calculate the number of days for stock, debtors and creditors turnaround

· Combine the above into a working capital cycle

· Explain the importance of the management of the cash resources
· Explain and analyse ways to reduce the working capital cycle


	SESSION 10

	Subject
	Ratio analysis
Integrated financial evaluation of a balance sheet, an income statement, a CFS and a statement of changes in equity as well as an overview of the industry.  

Analysis: vertical and horizontal.

	Reading
	HH chapter 13

Course Reader B – Session 10

The financial statement of a listed company

	Outcomes of session
	After this session, students should be able to: 

· Explain what ratio analysis is, its uses and its limitations
· Categorise ratios and explain the importance of each category of ratios

· -  liquidity ratios

· -  debt ratios

·   profitability ratios

· activity ratios

· market ratios

· Calculate ratios as needed and explain what each ratio means

· Analyse a company comprehensively using ratios calculated for the company


	SESSION 11

	Subject


	Cost-profit-volume relationships



	Reading


	Blocher:  
Chapter 7

Course Reader A: Session 11


	Outcomes of session
	After this session, students should be able to: 

· Explain cost-volume-profit (CVP) analysis, the CVP model, and the strategic role of CVP analysis
· Apply CVP analysis for breakeven planning
· Apply CVP analysis for revenue and cost planning
· Employ sensitivity analysis to more effectively use CVP analysis when actual sales are uncertain.
· Adapt CVP analysis for multiple products
· Adapt CVP analysis in not-for-profit organizations
· Calculate operational leverage and be able to explain its significance.
· Calculate margin of safety and be able to explain its significance.

	Teaching cases
	DFMS


	SESSION 12

	Subject
	Value added (VA) concepts and the statement (VAS)

Leverage: operating and financial ; building value


	Reading
	The 3 articles on value added included in your readers
Course Reader B – Session 12



	Outcomes of session
	After this session, students should be able to: 

· Explain the structure and meaning of the value added statement
· Explain value along with different ways of adding value, such as EVA (economic value added), CVA (cash value added), MVA (market value added).  This explanation should cover the macro level, where one can say that ( VA per country = Gross Domestic Product (GDP) – (the VA on a micro-level is therefore the same concept as the GDP on a macro level)
· Explain, discuss and calculate operating leverage and explain its importance

· Explain, discuss and calculate financial leverage and explain its importance


	SESSION 13

	Subject
	Advanced ratio analysis
GAAP, IFRIS and other standards – value and shortcomings



	Reading
	Coues Reader B – Session 13


	Outcomes of session

	After this session, students should be able to: 

· Explain and apply the DuPont model using a range of basic ratios

· Motivate and defend the selection of a specific range of ratios to include in their ‘dashboard”

· Explain and apply advanced cash flow ratios
· Apply a general model of growth equilibrium from ratios
· Discuss the impact of IFRIS on the way companies have to report on the accounting information and what the impact is for financial evaluation


	SESSION 14

	Subject
	Financial evaluation of a 5 to 10 year historical review (2 or 3 class groups each to present 2 of the companies in their chosen sector – presentation and financial statements to be made available electronically the day before the presentation – for maximum discussion value).  The focus will be on the comprehensiveness of the analysis.

	Outcomes of session
	· After this session, students should be able to integrate the previous learning of this module into a comprehensive and detailed analysis of the financial health of a company.  Sessions 14, 17 and 18 is dedicated to this

· Student groups will make a brief PowerPoint presentation using two of the companies selected for their final group assignment.  This will serve as the case studies for discussion.  Class participation will be assessed.


	SESSION 15

	Subject


	Additional topics in Cost Accounting:


Service costing


Environmental Cost Accounting



	Reading


	Correia, et al. : Chapter 6 (exclude sections on process costing)

Course Reader A: Session 15


	Outcomes of session 
	After this session, students should be able to: 

· Describe the features of service organizations and explain how they differ from manufacturers.
· Apply cost classifications, such as fixed and variable costs, direct and indirect costs and uncontrollable and controllable costs, to analyse costs in service organisations.

· Describe the value chain of service organisations, explaining the relevance of various upstream, downstream and production functions.

· Describe the value chain of retailers and wholesalers.

· Use the service firm continuum to describe the various types of service entities, ranging from professional service firms to services firms and mass service firms.

· Estimate service costs in a job costing environment.

· Explain the concepts of billable hours, charge out rates and realisation, and their use in estimating service costs and profits.

· Describe how overhead is account for in service costing.

· Estimate the costs of the goods (and services) provided by retailers and wholesalers.

· Explain the meaning of environmental cost accounting

· Describe the range of techniques that are used in environmental cost accounting.

· Outline the benefits of recognising and measuring environmental and social impacts.

· Explain the difficulties in recognising and measuring environmental and social impacts.

· Define costs and describe the five tiers of environmental costs.

· Analyse environmental costs as prevention, appraisal, and internal and external costs.

· Assess the effects of environmental and social factors when managing suppliers and customers.


	SESSION 16

	
	TEST + CASE STUDY/SPEAKER

	
	


	SESSION 17

	Subject
	Comprehensive financial evaluation of the interim report of a company with the focus on seasonality  (2 or 3 class groups each to present 2 of the companies in their chosen sector – presentation and financial statements to be made available electronically the day before the presentation – for maximum discussion value)



	Objective of session Outcomes of session
	· After this session, students should be able to integrate the previous learning of this module into a comprehensive and detailed analysis of the financial health of a company.  Sessions 14, 17 and 18 is dedicated to this

· Student groups will make a brief PowerPoint presentation using two of the companies selected for their final group assignment.  This will serve as the case studies for discussion.  Class participation will be assessed.


	SESSION 18

	Subject
	Comprehensive financial evaluation of the accounts of a company, with the focus on cash flow and working capital management (2 or 3 class groups each to present 2 of the companies in their chosen sector – presentation and financial statements to be made available electronically the day before the presentation – for maximum discussion value)



	Objective of session Outcomes of session
	· After this session, students should be able to integrate the previous learning of this module into a comprehensive and detailed analysis of the financial health of a company.  Sessions 14, 17 and 18 is dedicated to this

· Student groups will make a brief PowerPoint presentation using two of the companies selected for their final group assignment.  This will serve as the case studies for discussion.  Class participation will be assessed..


	SESSION 19

	Subject
	South African financial markets

	Reading
	Course Reader – Session 19

Relevant articles on current issues – to be handed out at the beginning of the module



	Outcomes of session
	After this session, students should be able to: 

· Describe the major SA markets available for investment activities and their position in an investment ‘canvass”
· Discuss the nature of the JSE, the products it trades as well as market actions and reactions

· Explain historical JSE performance compared to other investment performances

· Explain briefly the basic nature of and the role of financial products such as preference shares, options, warrants, bonds, etc – the instruments reported in the financial pages.

During this sessions students are encouraged to ask any other questions they may have on broader or more specific issues of financial evaluation


	SESSION 20

	Subject
	The World and Financial Evaluation

	Reading
	Course Reader – Session 20
Relevant articles on current issues – to be handed out at the beginning of the module



	Outcomes of session

	After this session, students should be able to: 

· Explain the key influences and impact of the international financial markets on South Africa

· Explain the latest events ad happenings in the international financial markets as well as their impact on the companies of the world and South Africa – Enron, WorldCom, the sub-prime crisis, the 2008 financial meltdown, etc.
During this sessions students are encouraged to ask any other questions they may have on broader or more specific issues of financial evaluation
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