
3/11/2015  |  pag. 1

Course Outline

I. Financial Accounting 

II. Tax Basics

III. Management Accounting

1. Basic concepts

2. Product costing

3. Budgeting
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1. Basic Concepts
Managerial versus financial accounting

Financial accounting Managerial accounting

Users Outside parties

(investors, banks, suppliers, 
government agencies) 

Inside parties

(managers)

Reports Summarized

(entity as a whole)

Detailed

(parts of the entity, products, 
departments, territories, etc.)

Constraints Generally Accepted Accounting 
Principles (GAAP)

None, although cost/benefit

Time focus / 
span

- Past

(actual 20X0 – actual 20X1)

- 1 year (sometimes ½, ¼)

- Future (budget 20X2 – actual 20X1)

- Varying, from hourly to 10 year



1. Basic Concepts
Budget & Performance Report

Budgeted    Actual      Variance
Amount Amount Amount

Revenues 25,000 19,000 6,000 U
Expenses 20,000 15,000 5,000 F
Net Income 5,000 4,000 1,000 U

F =Favorable
U=Unfavorable

Planning & Control

In order to take decisions and realising a
management goal = management proces



❑ Planning

Budgeting forces managers to think ahead (past + new)

❑ Judging performance 

Budgeting provides an opportunity to reevaluate existing

activities and evaluate possible new activities

Budgeting provides benchmarks to evaluate subsequent

performance

❑ Communication and coordination

1. Basic Concepts
Advantages of Budgets



Any (output) measure that causes costs (causes the use of 
costly resources

-Volume-related

-Non-volume related

What is a cost driver ?

1. Basic Concepts
Cost Driver



Examples

Cost:
Rent

Wages

Transport

Cost driver:
Surface (#m2) – Location

# hours - # employees –
Experience – Education

Distance (# km) - Weight (#kg) –
Fragility item

In manufacturing companies the volume output 
(# items produced) is a common cost driver

1. Basic Concepts
Cost Driver



1. Basic Concepts
Fixed vs. variable costs

A variable cost changes in direct proportion to changes in 
the cost-driver level.

A fixed cost is not immediately affected by changes in the 
cost-driver.

Cost-driver 

Cost

fixed

variable



WATCH OUT! 
Example: Rent? 
Fixed or variable cost?

Depends upon the type of cost-driver!

Variable: if cost-driver = surface (# m2)

Fixed: if cost-driver = volume output (# items produced)

1. Basic Concepts
Fixed vs. variable costs



If amount of 
goods sold
increases

Total Per unit 

Fixed costs Fixed

Variable costs Fixed
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1. Basic Concepts
Fixed vs. variable costs
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‛Fixed costs are only fixed within 
reasonable limits of activity levels 
(relevant range = is the limit of 
cost-driver activity within which a 
specific relationship between costs 
and the cost driver is valid).
‛Even within the relevant range, a 
fixed cost remains fixed only over a 
given period of time.

1. Basic Concepts
Step costs
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F
ix

e
d
 c

o
s
ts

Volume in units

€16,000  –

€12,000  –

€8,000  –

€4,000    

0       500     1,000    1,500      2,000     2,500

– – –

Relevant range

1. Basic Concepts
Step costs



‛The break-even point is the level of sales at which revenue equals 

expenses and net income is zero.
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1. Basic Concepts
Break-Even 



1. Basic Concepts
Cost-Volume-Profit graph
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18,000 

30,000 

90,000 

120,000 

138,000 

€150,000 
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Units (thousands)
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60,000 

Total 
expenses

Sales

Net income area

Break-even point 
60,000 units           
or €90,000Net loss 

area

A

C

D

B

Fixed 
expenses

Variable 
expenses

Net income
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Net income = 0 

Total revenue = Total Cost
TRev = VarC + FixedC

pxq = (VarC/q) x q + FixedC
q = FixedC / (p – VarC/q)

Contribution margin
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1. Basic Concepts
Break-Even Point: Equation Technique



Per Unit Percentage

Sales price €5 100%
Variable costs 4 80%
Contribution margin €1 20%
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Total Fixed Cost = € 8,000
Rent € 2,000
Wages € 5,500
Other €   500

TR – (VarC + FixedC) = 0
€5q – €4q – €8,000 = 0

€1q = €8,000
q = €8,000 ÷ €1
q = 8,000 units

S – 0.80S – €8,000 
= 0

.20S = €8,000
S = €8,000 ÷ .20
Sales = €40,000
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1. Basic Concepts
Break-Even Point: Equation Technique



1. Basic Concepts
Absorption versus Contribution

Sales

Cost of Goods Sold
(Manufacturing expense)

Selling and
Administrative

Expenses

ABSORPTION

–

Equals Gross Margin

Equals Operating Income

–

Variable Expenses

Fixed Expenses

CONTRIBUTION

–

Equals Contribution Margin

Equals Operating Income

–

Variable/Fixed

Direct/indirect

Manufactucturing/ 
selling

Direct/indirect

Sales



Direct costs can be identified specifically and exclusively with a given cost
object.

Indirect costs or overhead cannot be identified specifically and exclusively
with a given cost object (need of an allocation base).

Example: cost object = product = desk

Material (wood) = direct
Salary worker = direct

Salary supervisor = indirect
Electricity and heating of assembly room  = indirect

2. Product Costing
Direct versus Indirect



WATCH OUT! 

Example: Salary of the supervisor of all housekeeping girls (hotel) 

Is this a direct or an indirect cost? 

DEPENDS UPON COST OBJECT!

Direct: if cost object = department ‘housekeeping’ 

Indirect: if cost object = room 

2. Product Costing
Direct versus Indirect



2. Product Costing
Methods of Cost Allocation

Direct 
costs

Indirect 
costs

Unallocated
costs

Products/
services/

customers/
activities

Products/
services/

customers/
activities

Physically traced

Allocated Using a 
Cost-Allocation Based

Costs Cost Assignment
Method

Cost Objects



3. Budgeting
Financial Plan

A financial plan, in which the adequacy of the financial means (in equity and
in debt) must be established by the founders, is mandatory in order to
establish a company with limited liability (BV, NV and CV). The plan provides a
detailed overview of financial resources and requirements covering the
first two years of activity of the company.

→ The budget should demonstrate a balanced relationship between funding
and intended activities

→ If the company is declared bankrupt within the first 3 years of its creation,
the founders may incur personal liability if the funding was manifestly
insufficient

→ Financial plan is kept by the notary

→ External specialist is not required but recommended

The new Code lists the minimum information the plan must contain.
Therefore, the plan is more extensive than imposed by the former Belgian
Companies Code



3. Budgeting
Content of the Financial Plan

The detailed financial plan should incorporate at least the 
following components:

1. Accurate description of the envisioned activities of the company

2. Overview of all financing sources at incorporation and, where 
applicable, guarantees provided in this respect

3. Opening and forecast balance sheets after 12 and 24 months

4. Forecast of the profit and loss accounts after 12 and 24 months

5. Forecast of the cash flow (income and expenses) for a period of at 
least 2 years after incorporation

6. Description of the assumptions used in the financial plan

7. Where applicable, the name of the external advisor who assisted 
with drafting the financial plan



3. Budgeting
Example of a Financial Plan
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3. Budgeting
Financial Plan – Sales Forecast

• A sales forecast is a prediction of sales under a given set of 

conditions.

• Factors to Consider When Forecasting Sales:

- Past patterns of sales

- Estimates made by the sales force

- General economic conditions

- Competitors’ actions 

- Changes in the firm’s prices 

- Changes in product mix

- Market research studies

- Advertising and sales promotion plans



3. Budgeting
Example of a Financial Plan
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3. Budgeting
Financial Plan – Operating Expense Budget

• The budgeting of operating expenses depends on several 

factors.

• Month-to-month changes in sales volume and other cost-driver 

activities directly influence many operating expenses.

• Expenses driven by sales volume include sales commissions 

and many delivery expenses.

• Other expenses are not influenced by sales or other cost-driver 

activity and are regarded as fixed, within appropriate relevant 

ranges (rent, wages, insurance).



3. Budgeting
Example of the Financial Plan
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