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Math for Accounting:

Managerial Concepts
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Presenter
Presentation Notes
Let’s work with some examples of basic math concepts used in managerial accounting.  


Actual Accounting Examples

Some of the concepts may be new you.

Don’t worry —
you will cover these in detail.

For now —
let’s focus on the math concepts.



Presenter
Presentation Notes
We will use actual accounting examples.  Some of the concepts may be new you.  Don’t worry – you will cover these in detail as the semester progresses.  For now, let’s focus on the math concepts that apply to these accounting examples.
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Presenter
Presentation Notes
Be sure to use a calculator as you view this module.  Work out the examples. 

You can print the narrative from the Accounting Toolbox web site before you view the remainder of this video.  This may make it easier to work with the examples.
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Presenter
Presentation Notes
Let’s start with factory overhead.


Overhead Calculation

Actual Factory Overhead for 20X1:
$500,000

20X2 Factory Overhead is estimated to increase
by 7.5 %

What is the estimated Factory Overhead for
pA0) OX


Presenter
Presentation Notes
Managerial Accounting looks at future amounts.  We are working with the actual overhead for X1 and estimating the amount for X2.  We have estimated that the amount will increase by 7.5% .  The result will allow us to project (estimate) the overhead for X2.


Overhead Calculation

20X1 Factory Overhead: $S500,000
Estimated increase for 20X2: 7.5%

$500,000 X 1.075 = $537,500

S500,000 X .075 - $37,500 Increase

$500,000 + $37,500 = $537,500


Presenter
Presentation Notes
There are two ways to solve this.  The first way is a one step approach.  Since the overhead is expected to increase by 7.5%, the total for X2 will be 1.075 (1 plus .075  --- 7.5% converted to a decimal).  

A two step approach is to first determine the amount of increase (500,000 times .075).  The second step is to add the X1 amount to the amount of estimated increase.


redetermined Overhead Rate

e Estim actory overhead is applied to
produ uring the accounting period

— Base a predetermined rate

Estimated Overhead | Estimate Base

S537,500 Direct Labor
Dollars

$215,000



Presenter
Presentation Notes
Once factory overhead is estimated at the beginning of the accounting period, we have to determine a rate.  This rate is then used to apply overhead to products during the accounting period.  There are several bases (denominators) to use to determine the rate.  Our example uses direct labor dollars.


Predetermined Overhead Rate

Estimated Overhead Predetermined
Estimated Base = Application
Rate
$537,500
$215000 - @ 2

We have divided dollars by dollars.
The result is a ratio or a relationship.



For every S1 of direct labor dollars,
we apply $2.50 of factory overhead.

Factory overhead is applied at the rate
of 250% of direct labor dollars.
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Represents the amount that a unit of product
should cost to make

Actual cost is compared to the standard cost
Differences are investigated

Actual Standard
Direct Material (1 A N Direct Material
Direct Labor Direct Labor
Factory Overhead Factory Overhead




Standard Labor Cost

Facts:

For one desk lamp:
e Standard Labor Quantity — 18 minutes
e Standard Labor Rate — $12.00 per hour




Standard Cost

ted in hours:
our
tated in minutes:

| will convert the
minutes into a portion
of an hour (fraction or
decimal).




Standard Cost

18 minutes/60 minutes = .30
or 3/10 of one hour

$12 per hour X .30 = $3.60

The standard labor

G O cost is $3.60 per
é lamp.
=A\g»,




Contribution Margin

e Represents the difference between net sales
and variable costs.

—The amount that will cover fixed costs and
provide for net income.

Net Sales Variable Costs

SERRE SRR

Contribution Margin

SEERRE



Contribution Margin

Variable Costs:
Constant per unit
Total varies with level of activity

Fixed Costs:
Constant in total
Per unit amount varies
with level of activity



ontribution Margin Ratio

Net Sales S 850,000

(Variable Costs) ( 525,000)

Contribution
Margin S 325,000

Compute the contribution margin ratio




contribution Margin Ratio

Amount

Sales

(Variable ( 525,000)
Costs)

CM $325,000 3892 |-kl Lo

61.8 525/850 X 100 =

61.8 %+ 38.2% = 100%



Presenter
Presentation Notes
Net sales will always be 100%.  Variable costs and contribution margin are a percentage of the net sales.


Contribution Margin Ratio

Interpretation:

38.2 cents of every net sales dollar
Go to cover fixed costs and
Provide net income




Selling Price

Product selling price:
45% mark up on the product unit cost

Product Unit Cost:

Direct Material S 2.00
Direct Labor 4.00
Factory Overhead  1.00
Total $7.00



Product Unit Cost X (1+ mark up) =

Selling Price



50Iving for an Unknown

Direct Labor for 20X2:

$800,000

8% higher than the 20X1 amount




Solving for an Unknown

X2 Direct Labor

X1 Direct Labor X 1.08
?

? X 1.08 = 800,000
1.08 1.08

> ~ $740,741



Summary



Presenter
Presentation Notes
Be sure to use the proper tools when working with math computations.  Always have a calculator handy.  If appropriate, use Excel.  Whether you use Excel or pencil and paper, take time to show your work and use proper labels.  This helps with finding errors, reviewing for exams and getting partial credit for your work.

Always review your answer to make sure it is reasonable.  

Practice is always important.

Seek help early.  Your instructor, tutors, classmates, friends and family are willing to help you.  
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