Management
Accounting:
Description
and Evolution



B What is Accounting?

= Definition (American Accounting Association):
The process of identifying, measuring, and communicating economic

information to permit informed judgments and decisions by users.

* Two Main Streams:
* Financial Accounting: For external stakeholders (investors, regulators).

* Management Accounting: For internal stakeholders (managers, employees).



The Specialized Role of Management Accounting

= Core Purpose: To produce information specifically for internal decision-making.

= Key Focus Areas:
= Helping leaders make smart operational and strategic decisions.
= Improving the efficiency and effectiveness of operations.

= Transforming business data into powerful insights for competitive advantage.

= Quote by Colin Drury: "Management accounting is concerned with the provision of

information to people within the organization to help them make better decisions..."



B Why Management Accounting Matters

" |t enables managers to:

* Plan activities (e.g., budgets, forecasts).

= Control business operations (e.g., performance monitoring).
= Make well-informed decisions (e.g., pricing, product mix).

= Ultimately, support value creation and long-term organizational

SUCCesS.



Examples of Management Accounting

N in Action

= Retail Company: Prepares an annual sales budget to plan
staffing, inventory, and promotions.

= Airline: Creates detailed route budgets to forecast cash
flows, plan costs, and optimize pricing.

= Apparel Manufacturer: Uses KPls (defect rates, on-time
delivery) to monitor and improve factory performance.



The Evolution of Management
B Accounting: An Overview

= Management accounting has transformed from a technical, historical
record-keeping function to a strategic, forward-looking business
partnership.

= Three Key Eras:

* Traditional Era (Pre-1980s)

* Transitional Era (1980s—2000s)

= Modern/Strategic Era (2000s—Present)



- Traditional Era (Pre-1980s)

* Primary Focus: Cost bookkeeping and inventory valuation for financial

reporting.

= Key Techniques:
= Absorption Costing

= Standard Costing & Variance Analysis
= Context: Suited stable, mass-production environments with low overheads.

= Limitation: Crude overhead allocation became problematic as product diversity

grew.



B Transitional Era (1980s—2000s)

= Drivers: Globalization, automation, increased competition.

" Key Innovations:
= Activity-Based Costing (ABC): For accurate product/customer profitability.

= Balanced Scorecard: Broadened performance measurement beyond finance.

= Shift: From narrow cost control to supporting pricing, mix, and process

improvement decisions.



- Modern/Strategic Era (2000s—Present)

" Role of Accountant: Strategic business partner embedded in

decision processes.

= Key Features:
= Use of predictive analytics and rolling forecasts.
= Real-time insights for strategy and resource allocation.

" Integration of sustainability metrics and non-financial indicators.

= Emphasis: Shaping future outcomes, not just recording past costs.



Management vs. Financial Accounting:
B Core Distinction

Aspect

Management
Accounting

Financial Accounting

Primary Users

Internal (Managers,
Employees)

External (Investors,
Regulators, Public)

Purpose

Aid internal decision-
making & control

Report on financial
performance & position

Regulation

No mandatory rules;
tailored to needs

Must follow GAAP/IFRS
& legal requirements




- Key Distinctions Explained (1)

" Legal Requirement:
* Financial: Mandatory for public companies.

* Management: Optional; produced only if benefits > costs.

" Focus & Scope:
" Financial: Reports on the whole business.

= Management: Focuses on parts (products, departments, customers, activities).



- Key Distinctions Explained (2)

= Time Dimension:
* Financial: Historical (reports the past).

* Management: Future-oriented (uses forecasts for decisions).

= Reporting Frequency:
* Financial: Annual / Semi-annual (emphasis on precision).

* Management: As needed (daily, weekly, monthly); emphasis on timeliness over

absolute precision.



The Ethical Dimension in Management
B Accounting

= Greater Flexibility = Greater Responsibility.

= Management accountants must navigate complex dilemmas where:
* Human factors (e.g., motivation) can be more important than techniques.

* They must balance being a trusted advisor with maintaining objectivity and

integrity.

= Essential to resist pressure to manipulate information.



Integration with Other Organizational

B Functions

* Management accounting adds value by connecting with daily operations, not just
producing reports.

= Operations: Uses variance analysis and capacity planning to improve efficiency.

= Marketing & Sales: Informs pricing, product mix, and customer
profitability analysis (e.g., target costing).

* Human Resources: Helps design performance measures and incentive systems
aligned with strategy.

= Strategy & IT: Guides investment (capital budgeting, NPV) and partners with IT to
implement ERP systems and managerial dashboards.



Summary: The Integrated Management
B Accounting Framework

= A dynamic system where:

* Foundational Concepts (planning, control, decision-making)
= Evolving Roles (from bookkeeper to strategic partner)

* Environmental Pressures (technology, competition)

= Ethical Frameworks
...continuously interact to shape practice and drive organizational
value creation.



QUESTIONS?




