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Objectives

After studying this Chapter, vou will be able fo:
Describe management accounting as an area of accounting
Identify the branches of accounting and it's infer relaionships

Discuss the role of management accountants

Introduction
Accounting is a business langnage that elucidates the various kinds of transachons during the
given period of tme. Accounting is defined as either recording or recounting the information of
the business enterprise, ranspired during the specific period in the summarized form. The
American Institute of Certified Public Accountants Association defines the term acoounting as
followes: “Accounting is the process of recording, classifying, summuarizing in a significant
manmer, of fransactions which are financial in nature and finally interpreting the results.”
Management accounting is the accountng system for making decisions of the business
enterprise. Management accounting fumishes the necessary information to assist the business
enterprise o make rabional decisions through the development of policies and procedures in
order to meet the day to day commitments of the enterprise.

i}

D w Enow? Is accoumting an equivalent fanction fo book-keeping?

Mo, acoounting is broader in scope than the book-keepmg: the former canmot be equated
to the later.

1.1 Manacement Accounting as an Area of Accounting

Managsment accounbing as a new branch of accounting iz of recent origin Financial accounting
recorded business tranzactons on double-sntry basis and helped ascertainment of profit or loss for
the given period and valuation of stock of aszets and liabilities on 2 given date. Financial accounbing
enabled the concern with the liahilities and cafeguard the assets entrusted and therefore,
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Notes was also known as custodial or stewardship accounting. Basically meant for consumption of

(B

owners, creditors, stamtory authorities, the reporiing was for a concem as a whole.

In clden days, when the comcern was small and catering to the local area of operation, the
proprietor who managed the show was aware of all the happenings and could control the
business well without additional information. But as businesses grew bigger, and the area of
operaticns widensd, there came into sxistence a separate cadre of people called the management.
Since the revwards of management were entirely dependent on performance, they wanted alot of
information on fhe concern and cutside, which was necessary to be effective. They also wanted
information quickly. which made financial accounting inadequate.

The need for a new bpe of accounting was felt. This gave birth bo cost accounting. The emersence
of cost accounting to large extent safisfied fhe need of management Cost accounting idendified
expenses to the origin (product, department or territory) by classifying them as direct or indirect
expenses and depending upon their variability, categorizad them as variable or fixed expenses.
These helped the cost assembly, planming, fixing of standards and mondforing of variance and
made it an easy job to control cost through responsibility accounting,

Fesponsibility accounting apart from serving as a control mechanism was also a motivatonal
tool for achievement and rewards. Since managament knew the incidence of expense and its
origin, early steps for comrection could be taken prompily. Meaningful reports to suit the
luerardn'vreremshtnted for periedical submission. People lower down the order got all the
information quantitatively, middle management both quantity and value The higher echelons
got reported on the basis of exceptions on monetary values. Computerization also took place to
process voluminous data and for tmely submission of reports. In course of time. cost
accounting assimilated techmiques from wvaricus other disciplines like operations ressarch
statistics, economics, behavioural science and techmiques of management to aid decision

miaking.

The term cost accounting brings to mind only the funcion of cost finding and therefore, this
large comprehensive discipline was renamed management accounting or managerial
accounting. Fecently, fmance has also been brought under this umbrella

Caurion The term Management Accouniing’ refers to accounting for the management.
Management accounting provides necessary information to assist the management in the
creation of policy and in the day-to-day operations. It emables the management to
discharge all its functons, ie. planning organization, staffing direchon and conirol
efficiently with the help of accounting information.

Self Assessment
Fill in the blanks:

.................... . recorded business transactions on double-entry basis and helped
ascartainment of profit or loss for the given pericd and valuation of stock of assets and

liabilities on & given date.
Financial accounting enabled the concern with the labdities and safepnard the assets
entrusted and therefore was also Mowmas ........ocoveeeee. accounting.

.................... - identified expenses to the origin by dassifying them as direct or indirect
expenses and depending upen their variability, categorised them as variable or fixed
expenses.
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1.2 Branches of Accounting and its Imterrelationships Motes

The main objectives of accounting are to record the business fransactions and to provide the
necessary information to the internal and external users of the financial statements. In crder to
achieve the above objectives, the accounting is classified into followings branches:
Financial Accounting: It is the original form of accounting. It refers to the recording of
daily business financial transacton. Fecording of the transacton is done in such a way
that the profit of the business may be ascertaimed after a definite period and the picture of
the fmancial position of the business may be presented.

Cost Accosmiing: As the name indicates, this accounting is related with the ascerfaiment
of cost of the product in a period. Under this system, record of raw maferials used in
production, wages and Iabour paid and other expanses mcurred on production are kept
to control the costs.

Management Accmmiing: The accounting which provides the necessary information fo
the management is called management accoumting Under this, the anmalysis and
inferpretation of the accounts, prepared by financial accounting, are done in a manner so
that the mamagers may forecast, plan for future and frame the policy.

Tax Accomnting: Under tax accounting, the accountants prepare the accounts as per the
provisions of taxaton The accounts prepared as per taxabion provisions may differ from
the accounts prepared as per fnancial accounting.

Imflation Accounting: The financial statements are prepared on the basis of historical cost
which do not present the true picture of the financial position and comrect profit or loss of
the business due to inflafion. Thus, the fresh fimancial statements are prepared keeping in
mind the price level changes under nflation accounting.

Hmman Resource Accounting: Humamn Besource Accounting means the accounting for human
being as now in an organization buman being is treated as an aszet ike other physical assets. It
is recorded in the books like other ascets. HRA deals with the measurement of costs on
recruiting, selsching hiring training, placing and development of the employess n one side
and om the other side it deals with the precent economic value of the employees. For the
determinabion of the value of human being different meathods are uzed under HREA

Responsibility Accounting: Fesporneibility accounting is a special technique of managsment
under which accountability iz established according to the responscibility delegated to the
various levels of management A management irdormation and reporbing system is insbbtated
to pive adeguate feedback in termsz of the delegpated responsibility. Under thiz system,
Chapters of an orpanization, under a spedfied authority in a person. are developed as
respansibility center and evaluated ndividually for their performance.

Relationship of Financial, Cost and Management Accounting

The ICMA, London, defines management accounting as “the application of professional
Imowledge and skill in the preparation and presentation of accounting information in such a
way as to assist management i the formulation of various policies and in the planning and
control of the operation of the undertaling”.

The Amercan Accounfing Association, committee on manapement accounting defines
management accounting as “the application of appropriate techmiques and concepts in
processing the historical and projected economic data of an entity to assist management in
establishing a plan for reasonable economic objectives and in the making of rabional decisions
with a view towards achieving these objectives”.
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Though some mumber of differences can be identified betwean cost accouniing and management
accounting, the Ime of difference is very thin. Because. cost accounting, at present, comprises of

some of the advanced techniques and systems of costing such as bud getary control. marginal
costing, standard costing, etc. and therefore. it tends to conform to management accounting,

Consequently, not much difference can be found between the twio. The mam differences between

cost accounting and management accounting are given as under:

.I Table 11: Cost Accounting vs. Management Accounting I[

SLMo. | Point of Diffevence Cost Accounting Management Accounting

1 COlbjectvres Tis main purpose is fo ascertain | Is major objecke is o make
the cost decisiores through supplement

presentation of accoumbing
information

z Scope It deals only with the costand | It not ondy deals with the cost bt
related aspects, alzo revenme, It is wider than cost

accoumbing.

3. Utilization of Crata It uses only quantitabive It uses both qualitative and
information perfaining bo the | quanbitabive information for
ransactions. derizior- making.

4 Thlity It emds only at the presentation | It stris from where cost
of infoomation. accoumbing ends; meaninehal coct

informations are major ivguts for
deciziop-maldng.

5. TMatare It deals with the past and It deals with fufure policies and
presant datz. course of achome.

The cost accounting is wvery dosely-related to financal

accounting and cost accounting are given as under:

The fundamental principles of double entry system are applicable in fimancial accounting
as well as cost accounting,

accounfing. Few authorities of
accounting consider cost accounting to be the branch of financial accounting. But it may be said
that cost accounting is complementary to fimancial accounting. Financial accounting and cost
accounting are both similar in varous ways. The main relationship between fimancial

The results of business or organisation are revealed by both the systems of accounts.
The determination of future business activities and pelicy is guided by both accoumting
systems.

A basis for comparizon of expenditures iz being provided by both the accounbing systemes.

The mvoices and vouchers constitube the common basis for recording transactions under
both the systems of acconmting.

The causes for losses and wastages of a business or idusiry are provided by financial
and cost acooumtme.

BEAMA UNIVERSITY, KANPFUR




B.Com Il 5em
BCH 303 Management Accounting

Faculty of Commerce and Management
Rama University, Kanpur {U.P.}

Chapter 1: Introduction fo
Accounting

The main differences between financial accounting and cost acoounfing are given as under:

4| Table 1.2: Financial Accounting vs. Management Accounting |—

MNotes

5lMo | Point of Difference | Financial Acconnbing Managernent Acconnting
L Olecinres The supply of informatiom about | Informabion is supplied with the
the enterprise toough PEL Afc purpose of maling decisions —
anid balamce sheet to cutside for internal use only.
parties — Mainly for evternal use.
> Analysis of It esctemude over Hhe bokal It deals with detadled anaby=is of
performanice performamee of the fro performamce of each and every
general department of the crpanization.
3 Utilisation of Cate | Ithandles only the past data of It ernrisages the fubare policies
the enferprize. and plame.
4 Iahare It is a measurement of It is 2 judeoent of
performance, ie more objective. performance —more subjectve.
B Accuracy of results | Ithas to ensure the acoracy It need not, instead it is mainky
forever. for internal use depend: upon
Fpprosdma tion
3 Legal resporeibility | Compulsory for joint stock It i= not compulsary bt
companies - Accoumbing period optional
concept.
7. Lirnitabion an It provides room anly for the It considers both monetary and
franzactions manetary frarsactions. - manetary transactions at
a tione together — Crazlitative
changes are considered.
B Ewercise the path of | Being the cordributory of past It is able to hoghlight the
canbral information; not able to mondtor deviations of the actual from the
the plans properly. plans and earmark the reasons
Task Prepare the proforma of key financial statements prepared under fimancial
accounting and cost accounting,

Self Assessment

Fill in the blanks=:
1 The fundamental principles of .................. are applicable in financial accounting as
well as cost acoounting.
Pl deals with detailed analysis of performance of each and every
depariment of the organisation.

3 Main purpose of ...

1is to ascertam the cost.

[ e PR uses only quantitaive mformation pertaining to the ransactions.

3 The causes for losses and wastages of a business or ndustry are provided by

and cost accounting,

6 Few authorifies of accounting consider cost acoounting to be the bramch of

accounting,
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Motes 10. The major objective of .................. is to make decisions through supplement presentation
of accounting mformation
11. The key objectiveof .............._.. is to supply information about the enterprise through

P&L A:-’: and balance sheet to outside parties-MMainly for external use.
1.3 Role of Management Accountants

A management accountant is a very important key person in the organization. His main job in
the arganization is planning and control.

FPlanming is of two types. One is a shorf-term plan kmown as a budget. A budget is a
quantitative expression of management's short-term mfentions. Budget serves also as a tool for
co-ordinating the various activities and to the extent the actuals compared to budgat works asa
tool of control.

The other type of planming is called long-term plan or corporate plan or sirategic plan This
type of plan is usually prepared for three to five years. Long-term plans indicate the
management’s mbent where the organization should reach in that tme span By a semes of
budgets, long-term plans are reached.

It 15 the responsibility of the management accountant to prepare both the type of plans and
watch their actual performance. For this purpose, he has to re-classify the accounting data and
assemble them to suit the user department’s need. He also has to scan the environment for
external information. He has to be particularly careful of the performance of his compefitors
and try and obtain mformation about their long-term strategy.

The management accountant should arrange for various reviews of the budget and corporate
Plan in order to take acton on deviations. If the deviation or variances are seasonal he may mot
take steps to comect the plans: ctherwise he should modify the plan in consultation with the top
management.

The management accountant will undertake a rumber of special studies for capital expenditure:
make of buy decisions. lease or buy decisions.

It will be the responsibility of the management accountant to establish a good system for the
use of management, devise all paper work and prescribe the periodicity of reports and manmer
of submission

We have already seen the management accounfant’s role as a purely staff function, in relation to
other departments. In view of the great uze of management accounting, the controller now attends all
mmportant policy meetings and participates. As one foreizn publication has stated, “the manapement
accountant participates as the part of manapsment m assuring that the organization operates as a
unified whole in itz long-run, intermediate and short-run best interests.”

We may sum up saying. ‘the management accountant’s role is that of purveyor, processor and
presenter of information and also a planner for the achievement of corporate goals both short

and long-run.’
Self Assessment

State whether the following statements are true or false:
Abudgetis a qualitative expression of management's short-term intentions.

Long-term plans indicate the management’s intent where the organization should reach
in that fme span.
Short-term plans are also called strategic plans.
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15. Budget serves as a tool for co-ordinating the various activities and to the extent the actnals Notes
compared to budget works as a tool of control

1.4 Summary

Financial acoounting recorded business fransactions on double-entry basis and helped
ascertainment of profit or loss for the given period and valuation of stock of assets and
liabilities on a given date.

Management accounting is the accounting system for making decisions of the business
enferprise.

Cost accounting is related with the ascertainment of cost of the product in a period.
Human Fesource Accounfing means the accounting for human being as now i an
organization human being is treated as an asset like other physical assets. It is recorded in
the books like ofher assets.

Fesponsibility accounting is a special techmigue of mamagement under which
accountability is established according to the responsibility delegated to the various
levels of management.

Management accounting is based on the past or yesteryear information of cost accounting
and financial accounting which mfluences the effectivensss of the enfire management
accounting.

The cost accounfing is very closely-related to financial accounting.

Few authorifies of accounting consider cost accounting fo be the branch of financial
accounting.

The fundamental principles of double enfry system are applicable in fmancial accounting
as well as cost accounting,

1.5 Kevwords

Cost Accounting: This helps management to conduct performance appraisal and also facilitates
in formulating price policies.

Financial Accounting: Financial accounting is a traditional method of accounting that supplies
historical information about the firm during the past.

Hurnan Resource Acconnting: Human Fesource Accounting means the accounfing for human
being as now in an crganization human being is treated as an asset like other physical assets. It
is recorded i the books like other assats.

Management Accounting. Management accounting provides necessary information to assist the
managemeant in the creation of policy and in the day-bo-day operations.

Responsibility Accounting: Fesponsibility accounting is a special technique of management
under which accountability s established according to the responsibility delegated to the
various levels of management.

1.6 Review QDuestions

Do you think management accounting is different from financial accounting? Discuss.
Elucidate the varions functions of management accounting.
Write brief notes on the key branches of accounting.
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Niotes 4 Distingnish between the management accounting and cost accounting,

List out the contradictery areas of mberest in between management accounting and
fmancial accounting.

Management accounting is the accounting system for making dedisions of the business
enterprise. Discass.

“Management accounting serves as a tool to management " Analyze this statement.
Amalysis the scope of management accounting.

Write briefly of the evaluation of management accounting.

The cost accounting is wery closely-related to financial accounting. Give some suggestions
to support the above statement.

Answers: Self Assessment

L Financial accounting 2 custodial or stewardship

3. Costaccounting 4 double enfry system
Management Accounting 6.  Costaccounting

7. Costaccounting 8.  fimancial

9. fmancial 10, Management accounting

11. Financial accounting 12 False

13 Tme 14 False
True

1.7 Further Readings
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Books LM Pandey, Financial Mamzpement, Vikas Publishing MNew Delhd.

Fhan and Jain, Management Accounting.
Mitin Balwani, Arcounting & Finance for Maragers, Excel Books, MNew Dalhi.

Prasanma Chandra, Financial Menggement - Theory and Practice. Tata MoGraw Hill,
Iew Delhd (1994).

F.L. Gupta and Fadhaswamy, Advanced Acconntancy.

5. Ehat, Financial Menagement, Excel Boolks, New Delhi.
.14, Maheswarl, Menegement Accounng.

V.E. Goyal, Fimancial Accounting, Excel Books, INew Delhi
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