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Preface

We have great pleasure in presenting the First edition of Cost and
Management Accounting, written primarily for the students of PG courses and
other professional courses will find it equally useful. The text and related
matters have been written lucidly and systematically, in a simple and easily
understandable language with sufficient input from real business situation and
illustrations and exercises to help the students grasp the concept quickly and
easily.

The book has been organized in fourth modules such as Introduction to
Management Accounting, Cost Concepts and Classification, Absorption / Unit
Costing, Activity Based Costing, Process Costing, Marginal Costing, Pricing
Decision, Budgetary Control, Standard Costing and Variance Analysis and
Contemporary Costing and Management Accounting Methods, including the
variety of methods and techniques used in decision making.

The subject matter has been presented in a systematic manner with liberal
use of charts and diagrams wherever necessary so as to make it interesting and
sustain students� interest. We believe that the book will be suitable for self-
study as well.

 We thank almighty for showering his blessings on us and giving us the
determination in preparing and presenting this book to the valued readers. Our
family members, friends and well wishers also deserve appreciation and thanks
for their support, sacrifices and encouragements.

We have referred to the works of other experts in the field in the forms of
books and articles written and published by them while writing this book. We
acknowledge their contributions to the existing stock of knowledge and put on
record our gratefulness to them. We are sure this book will prove extremely
useful to students and teachers alike.

We offer our gratitude to Himalaya Publishing House Pvt. Ltd., a leader in
Commerce and Management publications. Our sincere regards to Mr. Niraj
Pandey and Mr. Vijay Pandey for showing interest in our work and for the best
efforts put forth by them in the timely publication of this book.

Last but not the least, we express our sincere thanks to SPS, Bengaluru for
their excellent computer typesetting work and the printing.

Any suggestions to improve the book further will be gratefully
acknowledged and duly incorporated.

Ahmedabad             Authors

Feb. 2018



Module - 1:
Introduction to Management Accounting: Meaning, Definition and Scope of

Management Accounting, Difference between Cost Accounting and Management
Accounting, Users of Management Accounting, Differences and Similarities between
Financial Accounting and Management Accounting, Management Accounting in Service
and Manufacturing Organisations.

Cost Concepts and Classification: Meaning and Definitions of Expenses v/s Cost,
Deferred cost, Expired cost, Loss, Cost Incurrence and Cost Recognition, Difference
cost concepts and classification, Cost flows in Manufacturing, Merchandising & Service
Organisations.

Module - 2:
Costing Methods: Absorption / Unit Costing (including Tender Costing), Activity

Based Costing, Process Costing and By-product.

Module - 3:
Management Applications: Marginal (variable) Costing and CVP Analysis, Relevant

Information and Decision Making, Pricing Decision.

Module - 4:
Planning, Control and Decision Making: Budgeting & Budgetary Control Systems,

Standard Costing & Variance Analysis.

Contemporary Costing and Management Accounting Methods: Concepts and
Techniques of Strategic Management Accounting, Target Costing, Kaizen Costing, Life
Cycle Costing.

Syllabus



Sl. No. Module Name                Page No.

Contents

  MODULE - 1 Introduction to Management Accounting & Cost
Concepts and Classification 1 - 26

Introduction to Management Accounting

Meaning and Definitions of Management Accounting
Nature or Characteristics of Management Accounting
Scope of Management Accounting
Objectives of Management Accounting
Importance of Management Accounting
Functions of Management Accounting
Difference between Cost and Management Accounting
Users of Management Accounting
Differences between Financial and Management Accounting
Limitations of Management Accounting
Management Accounting in Service and Manufacturing Organisations
Cost Concepts and Classification
Meaning and Definitions of Expenses v/s Cost
Deferred Cost
Expired Cost and Loss
Cost Incurrence and Cost Recognition
Difference Cost Concepts and Classification
Cost flows in Manufacturing, Merchandising & Service Organisations
Review Questions

Practical Problems

 MODULE - 2 Costing Methods 27 - 142

Absorption Costing

Unit Costing (including Tender Costing)

Activity Based Costing

Process Costing

By-Product and Joint Products

Review Questions

Practical Problems



 MODULE - 3 Management Applications 143 - 184

Marginal (variable) Costing and CVP Analysis

Relevant Information and Decision Making

Pricing Decision

Review Questions

Practical Problems

 MODULE - 4 Planning, Control and Decision Making &
Contemporary Costing and Management
Accounting Methods          185 - 290

Budgeting

Budgetary Control Systems

Standard Costing and Variance Analysis

Contemporary Costing and Management Accounting Methods

Concepts of Strategic Management Accounting

Techniques of Strategic Management Accounting

Target Costing

Kaizen Costing

Life Cycle Costing

Review Questions

Practical Problems



Introduction to Management Accounting                       1

 Introduction to Management Accounting Introduction to Management Accounting Introduction to Management Accounting Introduction to Management Accounting Introduction to Management Accounting

  & Cost Concepts and ClassificationCost Concepts and ClassificationCost Concepts and ClassificationCost Concepts and ClassificationCost Concepts and Classification

����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��
����������������	�
��

MMMMM

OOOOO

DDDDD

UUUUU

LLLLL

EEEEE

-----

11111

Introduction to Management Accounting: Meaning,
Definition and Scope of Management Accounting, Difference
between Cost Accounting and Management Accounting, Users of
Management Accounting, Differences and Similarities between
Financial Accounting and Management Accounting,
Management Accounting in Service and Manufacturing
Organisations.

Cost Concepts and Classification: Meaning and Definitions
of Expenses v/s Cost, Deferred cost, Expired cost, Loss, Cost
Incurrence and Cost Recognition, Difference cost concepts and
classification, Cost flows in Manufacturing, Merchandising and
Service Organisations.

Highlights



2 Cost and Management Accounting

INTRODUCTION
Accounting information is the integral part of all managerial decisions. It enables the

management to make effective decisions and achieve its goal in an efficient manner.
Accounting information is not only essential to government, investors, creditors and bankers
but also important to management. Until recently accounting was regarded merely as an art
of recording, classifying and summarizing transactions and events which are of a financial
character. Later on, accounting was regarded as �the process of identifying, measuring and
communicating economic information to the needy people for accurate judgments and decisions
by users of the information.� Accounting is now regarded as a core function of which is to
provide quantitative information for managerial decisions and other economic activities. The
information is basically financial in nature and is intended to be useful in making economic
decisions. Thus, accounting can be rightly termed as a core managerial activity providing
quantitative information for qualitative decisions. It includes several branches of accounting
such as financial accounting, cost accounting, management accounting and the emerging
concepts i.e., human resource accounting and social accounting.

Meaning of Management Accounting
Management Accounting is the presentation of accounting information to management

in order to formulate the policies and assist in its day-to-day activities. In other words, it helps
the management to perform all its functions including planning, organizing, staffing, directing
and control. It is a tool for making effective decision. It deals with generating statements and
reports through various data like financial accounting cost accounting etc., with use of proper
tool of analysis and interpretation and  it is made use for managerial decisions.

Definitions Management Accounting
Management accounting has different viewpoint and focus as per the situation and

requirement of the organization. Some of the definitions of Management Accounting may
be noted below:

In the words of J. Batty, �Management Accountancy is the term used to describe the
accounting methods, systems and techniques which, coupled with special knowledge and
ability, assist management in its task of maximizing profit or minimizing losses.�
The Institute of Chartered Accountants of England and Wales defines Management
Accounting as �any form of accounting which enables a business to be conducted more
efficiently can be regarded as Management Accounting.�
The Institute of Cost and Management Accountants, London, has defined
Management Accounting as, �the application of professional knowledge and skill in the
preparation of accounting information in such a way as to assist management in the
formulation of policies and in the planning and control of the operation of the
undertakings.�
According to R. N. Anthony, �Management Accounting is concerned with accounting
information that is useful to management.�

Introduction to Management Accounting
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American Accounting Association, �it includes the methods and concepts necessary for
effective planning for choosing among alternative business actions and for control through
the evaluation and interpretation of performances.�

In the words of Haynes and Massie, �the application of appropriate techniques 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 making of
rational decisions with a view towards achieving these objectives.�

From the above definitions, it becomes very clear that Management Accounting
presents to the management the accounting information in the form of processed data i.e.
statements and reports, which it collects from Financial Accounting and Cost Accounting
facilitates for managerial decisions.

NATURE OR CHARACTERISTICS OF MANAGEMENT ACCOUNTING
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Fig: Nature/Characteristics of management accounting

(i) Mainly concerned with future:  Planning is the process of looking ahead by taking the
reference of the past. The process of management accounting is driven towards the future
course of action with proper planning based on the analytical financial details of the past.
It considers the budgets to forecast the future revenue and expenditures and inflow and
out follow of funds.

(ii) Recent origin: Management accounting has been well recognized in the modern
business houses due to increasing customer base and market complexity. Modern
managerial decisions need much quantitative organized information rather traditional
form of financial statements for making effective decisions.
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(iii) Management need oriented: Management Accounting is highly personalized service
and Subjective in nature. It is basically intended for the use of internal managerial
decisions. It provides necessary information as per the need of the management in the
required format and ensures that the information�s are sufficient to make effective
decisions.

(iv) Information as per Management need: There is no hard and fast rule in the
preparation of management reports and statement, it always as per the situational
requirement of the management and based on the availability of the data for analysis and
interpretation.

(v) Provides data and not the decisions: Management accounting discipline is not an
replacement of management.  It provides just information to the managerial decisions. It
facilitates decisions since majority of the decisions are made considering the facts and
figures provided by the management accountants. But at the same time these data itself
cannot form the decisions of the management.

(vi) Objective oriented: Management accounting present data in such a way that it enables
the management to formulate policies and programme so as to achieve the managerial or
organizational goals in most efficient and effective manner.

(vii) Financial and cost accounting information: Management accounting is all about
the analysis and interpretation of financial and cost accounting data, to generate such
reports and statements which can prove useful to management in decision making.

(viii) Increases efficiency: Management accounting is concerned with providing, the needed
information to the Management in the proper manner and assisting in the policy
formulation and managerial control. This enables the management to increase efficiency
of its operation and ensures the optimum profits with minimum operational risk.

Management accounting facilitates managers in taking important decisions through
providing necessary details in the required manner. For instance a manager who wants
to about the solvency position of the company can easily derive the details from the ratio�s
statement. Similarly when he wants to know the inflow and outflow of funds/cash in
given financial date it is possible only thorough the fund flow and cash flow statements.

Apart from the above unique features Management Accounting is also characterized by
the following:

a) It does not follow any  fixed norms or formats.

b) Basically Concerned with forecasting.

c) Mainly used for Internal purpose.

d) Useful in Managerial decision making.

e) It is not compulsory as the any other disciplines like financial accounting and cost
accounting. It is purely optional to the management.

f) It is an interdisciplinary subject since it mainly depends on the financial and cost
accounting.
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SCOPE OF MANAGEMENT ACCOUNTING
Management accounting is an interdisciplinary subject. It depends on various other

disciplines mainly such as financial accounting and cost accounting. It also elicit data from
other disciplines such as budgetary control, tax planning, statistics, auditing etc.

Management accounting facilitates in management function. As a result, all sorts of
monetary transactions which are related to management function come within the scope of
this subject. Therefore, this subject is very wide, covers all the disciplines, directly or
indirectly.  
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(i) Financial Accounting: Accounting is the process of systematic recording of financial
transactions so as to determine the true and fair financial position of a concern.
Management accounting derives the necessary data from the financial accounting. For
instance when fund flow statement or Ratio statement are to be prepared, financial
statements are very essential without which the preparation and decision about fund flow
and ratios are not possible.

(ii) Cost Accounting: Management accounting uses certain technique and tools of cost
accounting as well. Cost accounting provides the various techniques of costing, viz,
Marginal Costing, Standard Costing, Differential Cost Analysis etc. which plays
significant role in the operation and control of the enterprise. It assists management in
measuring the operational efficiency of the management and achieving managerial goals.
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(iii) Budgetary Control: Budgetary control is a system of controlling costs thorough
establishment of standards. It controls the activities of the business and measures the
variance by comparing the actual with the budgeted figures and enquires into the reasons
of such variance at each and every step, so that the adverse variance may not be repeated
in future.

(iv) Tax Planning: It is concerned with the computation of taxable income according to
Income-Tax Act, and filing of returns and the payment of tax. It is one of the core
functions of the modern management accountant, facilitating management in proper tax
planning and accounting.

(v) Analysis and Interpretation of Accounts: Financial statement can be better
understood through comparative study. The primary duty of the management accountant
is to explain the data relating to the management and assist management in taking
decisions.

(vi) Reporting: Management accounting uses the technique of statistics wherever necessary
for effective analysis and interpretation. Sometimes reports on various aspects of the
business are to be submitted by the management accountants. At the time of preparation
of the statement or Reports, they use different statistical techniques, viz, Line Chart, Pie
Chart, Index Numbers etc. in order to be more attractive and intelligible.

(vii) Internal audit and control:  Management accountants depend on the internal audit
and use that for generating reports on various financial issues for decision making.

(viii)Budgetary Control: Budgetary control is a system of controlling costs thorough
establishment of standards. It controls the activities of the business and measures the
variance by comparing the actual with the budgeted figures and enquires into the reasons
of such variance at each and every step, so that the adverse variance may not be repeated
in future.

(ix) Tax Accounting: It is concerned with the computation of taxable income as per Income
Tax Act, and filing of returns and the payment of tax. It is one of the core functions of the
modern management accountant, facilitating management in proper tax planning and
accounting.

OBJECTIVES OF MANAGEMENT ACCOUNTING
The objectives of management accounting are as follows:

(i) To present financial information to the management in a way that is easily
understandable.

(ii) To supply necessary data to the management for formulating future plans. The data
includes statements pertaining to past results and estimates for the future.

(iii) To help in keeping the actual performance as per the plans made by the management.

(iv) To establish a strong, working relationship amongst different individuals pertaining to
different departments, of the same organisation.

(v) To maximise the wealth of the organisation.

(vi) To motivate the employees, by fixing targets and providing incentives.
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(vii) To keep the tax burden of the organisation minimum.

(viii) To keep the management fully informed about the latest position of the organisation.

IMPORTANCE OF MANAGEMENT ACCOUNTING
The importance of management accounting are as follows:

1. Management�s need for information: The various levels of management are
concerned with different issues, each of which requires unique information. Complete and
detailed information in respect of every aspect of business has to be collected and
analysed, which is possible only with management accounting.

2. Efficient Planning and Effective Organisation: Management accounting leads to
efficient planning and an effective organisation policies. Programmes and Strategies are
formulated with the help of available information. A sound and effective internal control
and audit system can be developed.

3. Service to Customers: It helps in cost reduction and production of better quality
products thereby resulting in better services to customers of the organisation.

4. Increase in Efficiency: Management accounting encourages efficiency in business
operations. For example, standards, are fixed for production by workers and incentives
are offered based on performance in relation to standards.

5. Maximum Profitability: Management accounting helps the management in cost
reduction thereby increasing the profitability.

6. Industrial Relations: Unacceptable standards or sub standards, which are often
responsible for unhealthy and bad relations between management and labour class, can
be removed by the use of management accounting. Industrial relations can thus be
improved.

7. Control: The tools and techniques of management accounting are helpful to the
management in planning, co-ordinating and controlling activities of the concern. Timely
remedial actions can be taken.

FUNCTIONS OF MANAGEMENT ACCOUNTING
The basic functions of management accounting are following ways:

1. Planning and Forecasting: It is done by management accountants for short term and
long term periods by using various techniques such as budgeting, standard costing
marginal costing etc.

2. Modification of Data: Management accounting helps in modification of data presented
in financial statements in a way which is more suitable. For example, product-wise
territory-wise, season-wise dealer-wise etc.

3. Financial Analysis and Interpretation: Management accountant analyses and
interprets financial data in a simple way and presents it in a non-technical manner. He
gives facts and figures about various policies and evaluates them in monetary terms,
supplementing it with his opinion on various alternatives.
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4. Managerial Control: It covers fixing of standards, recording of actual and analysis of
variances for all departments, individuals and all elements of cost. This helps in
performance evaluation and managerial control.

5. Communication: Management accounting establishes communication with the
organisation and with the outside world. Reports are prepared for the benefit of different
levels of management and are communicated to interested outside parties such as
shareholders, creditors etc.

6. Use of Non-Monetary Information: While evaluating alternatives, management
accountant not only uses monetary data, but also considers non-monetary information.

7. Co-ordination: Management accountant acts as a co-ordinator among different financial
departments of different departments of the company. It helps to increase the efficiency of
various sections thereby increasing profitability of the concern.

8. Strategic Decision Making: Management accounting supplies analytical information
to the management regarding various alternatives  in making strategic decisions.

9. Information: The information requirement of various levels of management are met by
Management accounting. The supply of adequate information at the proper time leads to
increase in efficiency of the management.

DIFFERENCE BETWEEN COST A/C AND MANAGEMENT ACCOUNTING
Management accounting though gathers data from cost records and dependents majority

of the time on cost records for its statement preparation it cannot be said as both are same
disciplines. Some experts based on this feel that management accounting is similar to cost
accounting which is in specific not true. Of course both assist management in decision making
by providing analytical data. Both are different in its concepts and operation. Following are
some of the imperative differences which can be seen between these to disciplines.

Basis Cost  Accounting Management Accounting

Functions Basically executes the function of It basically assists management
identification and recording of cost in decision making through
and cost control in the operation. providing necessary

information.

Statutory It is necessary to maintain cost It is purely optional to
   compulsions records in a systematic way in management.

certain manufacturing industries as
per the notification of the notification.

Focus It is focused on cost identification It is focused on the effective
and cost control. decisions for optimum

managerial efficiency and
objective attainment.

     Users of the It is used by both internal as well as Used by only internal parties.
      information external parties.
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Data used It derives certain data from financial It derives data from financial
records. books, cost books as well as

certain other sources.

Scope and The scope of this discipline is limited The scope of this discipline is
      coverage to the extent of cost recording and broader and covers various

reporting. aspects like finance, costing,
taxation, audit and investments.

Tools and It follows well developed tools and It doesn�t have well developed
techniques used techniques for identification and tools or technique.

recording of cost.

USERS OF MANAGEMENT ACCOUNTING

Internal and External Users
The importance of accounting is to provide meaningful information about a business

enterprise to those persons who are directly or indirectly interested in the performance and
financial position of a business enterprise.

It is helpful to category users of accounting information on the basis of their relationship
to the business concern. Internal users, primarily the proprietors or managers are involved in
the daily affairs of the business. All other groups are external users. Internal users are those
who use accounting information for their own sake and external users are those who use
information not for their own sake but for the sake of others (e.g.: creditors, investors,
employees, Government, public research scholars � etc.)

Internal Users
The owners or managers of a business concern is in a position to obtain financial

information in a way that best suits his needs. Suppose, a production manager needs to know
how much it costs to produce a product, this information exists in the accounting system and
can be prepared. In this particular situation the cost accountant is required to assemble and
interpret cost data for the use of management, in controlling current operations and in
planning the future.

If a department supervisor wants to find out if monthly expenditures are more or less
than the budgeted amount, a report can be generated to provide the answer. �Management
Accounting� is the branch of accounting concerned with providing Internal users with
information to facilitate the planning and control functions. The ability to produce
management accounting reports is limited on by the extent of the data available and the cost
involved in generating the relevant information.

External Users
External users, are those not involved directly in the operations of a business, need

information that differs from that needed by internal users. In addition, the ability of external
users to obtain the information is more limited. Without the day-to-day contact with the
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affairs of the business, outsiders must rely on the information presented to them by the
management of the business concern. External users (Stake holders) must rely on general
purpose financial statements for their information �Financial accounting� is the branch of
accounting concerned with the preparation of general purpose financial statements for use of
outsiders.

(i) Managers: The managers of an enterprise need accounting information for planning,
control, evaluation of performance and decision-making. Their main responsibility is to
operate the business so as to obtain maximum return on capital employed without
causing any harm to the interest of the share holders/owners. The managers would like
to have data relating to sales, output and expenses �etc. relating to next year and also
the flow of cash. For this purpose various alternatives are available and he is to decide as
to what alternate is the best. He is also required to plan and see that the cost incurred is
reasonable. All these required relevant accounting information.

(ii) Creditors: The creditors include supplier of goods and services, bankers and other
lenders of money. They are interested in the financial stability of the concern before
making loans or granting credit. They look to the ability of the business to pay interest
and amount as and when it becomes due for payment. They also look to the trends of
earnings as it ultimately affects the solvency of a concern.

(iii) Investors: Investors look not only earning capacity of business but also its financial
strength and solvency before deciding whether to subscribe or not for the shares in a
company. They are interested in steady and good return on their capital and appreciation
in the value of the shares.

(iv) Government: Government is interested in accounting statements and reports in order
to see the performance of a particular unit, its cost structure and income in order to
impose tax and excise duty.

(v) Public: The public as consumers is interested in accounting statements in order to know
whether control is exercised on production, selling and distribution expenses in order to
reduce the prices of goods they buy. They can also judge whether the economic resources
of the concern are being utilised for the benefit of the common man or not.

(vi) Research scholar: These persons are interested in accounting statements and reports
in order to get data for proving there on which they are working and hence to complete
their research projects.

(vii) Other External Users: Many other individual and groups rely on financial information
given to them by business. For example, to promote its industry, a trade association must
gather financial information on the various companies in the industry.

Other important users are financial intermediaries, such as stock-brokers and financial
analysts. All of these users rely to a large extent on accounting information provided by
management.
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DIFFERENCE BETWEEN FINANCIAL A/C & MANAGEMENT ACCOUNTING
Financial accounting and management accounting are two important aspects in an

organization. Both are inter related and interdependent on various issues. Following are some
of the major differences between financial and management accounting.

Basis Financial Accounting Management Accounting

Users Mainly intended to serve external Mainly intended to serve
users like share holders, bankers, internal users like management.
creditors, and government.

Legality Statutorily compulsory as per Not compulsory
different acts such as companies act
of 1956 income tax act of 1961 etc.

Development It is well developed and very old
system in practice. It is of recent development.

Subject matter It deals with preparation of It deals with presentation of
financial statements through needed information for
systematic recording and determines management for effective decisions.
the financial position of a concern.

Standard There is specific standard for Preparation of statements and
preparation as per the act and reports are not standardized.
practice.

Dependency It is an independent discipline It is an inter dependent.
discipline.

Publications It is compulsory to publish the
financial reports of the concern.  It is not compulsory.

Statement and Generally Trading and profit and It prepares the funds and cash
reports prepared loss account and balance sheet are flow statement, budgetary

prepared. reports, ratio statements etc.

Consideration It considers only monetary It some time considers non
transactions. monetary aspect also like

quality, machine hours, number
of people working etc.

Auditing Audit of books of accounts by a It is not necessary to get
qualified charted accountant is audited the records of
compulsory. management accounting.

LIMITATIONS OF MANAGEMENT ACCOUNTING
Management accounting cannot replace the decisions. It can just assist the

management in its operations through providing necessary analytical statements and advises
management for better and efficient managerial functions. Inspite of all advantage of
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management accounting to managerial decisions it can not be taken as a major aspect of the
management system because of the serious limitations which involved with this discipline.

1. Data Dependency: Management accounting derives information from Financial
accounting, Cost accounting and other sources. So, the conclusions arrived at by
management accountants depend to a large extent on the accuracy of these two
(Financial accounting and Cost accounting) records. Therefore, if the past data which are
collected from the financial and cost records are found inaccurate, the decisions suggested
by the management accountants, on the basis of the above, also will be inaccurate.

2. Does not give the decision: Management accounting cannot replace the decisions. It
can just assist the management in its operations through providing necessary analytical
statements and advises management for better and efficient managerial functions.

3. Costly affair: Installation and maintenance of Management accounting system is
suitable for those concerns which has significant amount of transactions generally large
establishments. Therefore, small concerns cannot afford to adopt this system.

4. No standardization as other disciplines: Management accounting is still in the
development stage. So it has to face the problems fluidity of concepts, improvement of
techniques etc. It does not have any strong principles like financial accounting and cost
accounting. It does not follow any set rule and hence differs in its practices.

5. Danger of misleading:  The information provided by Management accountants cannot
be taken as full proof information for making any managerial decisions. Because the data
used by management accountants itself may have window dressed data due to which the
management accounts may mislead the management.

6. Needs human involvement for interpretation: Management accounting involves
people to make final reports or interpretations, due to which the interpretation may be of
the personal opinion of the person who has prepared it. It creates differences in the
interpretations and becomes more subjective rather than objective in the analysis.

MANAGEMENT ACCOUNTING IN SERVICE AND MANUFACTURING

ORGANISATIONS
Management accounting systems is recalled to satisfy a crucial role in the company

providing financial and non financial information to assist managers in their activities.  In
particular  management  accounting  supports  three  managerial  activities:  planning,
controlling  and  decision  making.

a) Planning involves establishing goals and specifying how to achieve them.

b) Controlling involves  gathering  feedback  to  ensure  that  the  plan  is  being  properly
executed  or  modified  as  circumstances change.

c) Decision making involves selecting a course of action from alternatives.

Management  accounting  is  concerned  with  collecting,  classifying,  processing,
analysing & reporting information to managers. Unlike the financial accounting information
prepared for  external  purposes  and  addressed  to  external  stakeholders,  management
accounting  information is designed to help internal decision makers for different purposes.
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The following activities are related to service and manufacturing
organization:

1. Cost classifications and cost structure:  On  the cost side,  starting  from  the  topic
of  cost classifications, it is quite clear that the �manufacturing costs�  (like  direct  labor,
direct material  and  manufacturing  overhead),  also  called  �product  costs�  in  broader
terms, are losing relevance when comparing a service company to a  traditional
manufacturing company. �Product costs� are  related  to acquisition or to the physical
realization of  the product or also the cost of goods sold, and because they are linked to
the physical production and are related to the inventory they are also called
�inventoriable costs�.

2. Cost allocation and Cost object: To distinguish between direct and indirect costs, we
previously define a cost object or anything to which cost information are desired
(Garrison, Noreen and Brewer, 2010). A direct cost is a cost that can be easily and
conveniently traced to the cost object; an indirect cost is a cost that cannot be easily and
conveniently  traced  to  the cost  object, but it  can  be assigned  using a cost driver. The
distinction between direct and indirect costs brings out  the issue of determining potential
cost  objects  in  service  companies  worthwhile to be considered. The cost object may be
the service (mailing, consulting, e-mail, web hosting, etc.), the customer or the end user
if different.

3. Costing tools and systems: In the perspective of value co-creation and servitization, on
the side of the costing tools, is no longer relevant only the �cost of production/product� or
�service�, but the �cost of use� as part of its overall life cycle becomes relevant. In other
words, the focus shifts to the analysis of the costs of the services offered and their
maintenance over time. Only in this way it is possible to support strategies for innovative
services that link the costs incurred (or to be incurred) and the utility by the user/
customer.

4. Pricing: On the revenue side, an important issue concerns the dissociation between
investment and sources of revenue, which raises new  problems in the rationale of  the
traditionally understood costing  for  pricing. In such  contexts what  is �produced� is not
what generates revenues, so  the pricing has no sense to  follow traditional  models of  the
cost plus or market base  type. The pricing is rather linked to  the dynamics of  business
strategy and revenue generation, and is dissociated  from  the cost of production.

5. Profitability Analysis and Relevant Cost Analysis: The important  role  of  value
and value measurement  has  been widely  discussed; the part of the value captured  by
the company  is  always  crucial  for  the  definition of the company  profitability.  Upon
this point the use of  profitability  analysis  is  still  useful  in  service  companies under
the logic.  The  knowledge  of  the  profitability of the single service or group of  services
widely  supports  the  decision  making  Process.

6. Management control: The starting point is  to  forecast  the  level of sales and
establishing a sales budget. Then the other parts of the Master budget are consequently
developed up to a budgeted income statement and balance sheet. We think the  problem
here  for  service  companies  lies  once  more  in  the  general  high  incidence  of  fixed
costs. For that reason the relevance of  budget, even if  always important in forecasting
revenues and costs, is fairly limited in service companies.
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7. Capital Budgeting: Capital budgeting decision once more closely relates to the
consideration that in service companies costs tend to be fixed and time orientated. In this
sense personnel and technology should be accurately considered if recorded as capital
items or not. Another crucial point is that traditional capital budget misses to consider in
the analysis the part of the value co-created by the customer; and some cases it can make
the difference in the evaluation of alternatives.

8. Performance Measurement and Evaluation: In the world of services, however  the
process of value co-creation is the ultimate source of profitability and that should be
monitored, measured and managed. In internet based services (i.e. Social networks or
platforms like eBay) the products include digital entertainment features but also a
personal entertainment linked to an experience that the consumer lives in  the use of the
service.

REVIEW QUESTIONS
Conceptual Type

1. Define management accounting.

2. State the features of management accounting.

3. State the functions of management accounting.

4. Outline the scope of management accounting.

5. Mention any two primary objectives of management accounting.

6. State the advantages and limitations of management accounting.

Analytical Type

1. Explain the nature and scope of management accounting.

2. Explain clearly the objective of management accounting.

3. Distinguish between management accounting and cost accounting.

4. Explain the users of management accounting.

5. Distinguish between management accounting and financial accounting.

6. Explain the importance of management accounting.

7. Explain the functions of management accounting.

8. What are the limitation of management accounting?

9. Discuss the management accounting in service and manufacturing organisations.

*****
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