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As you read this text you will find a number of features in every
chapter to enhance your study of management accounting and help you
understand how the theory is applied in the real world.

CHAPTER OPENING FEATURES

Learning objectives at the start of each chapter identify
key concepts that will be covered. Learning objective Learning Objectives
icons appear throughout the chapter to identify where
each objective is discussed.

After studying the material in this chapter, you

should be able to:
| LO1 Describe the contemporary view of
) H accounting information systems
accountin
informatiégn _LO1 Acco 9 n tl ng and describe and give examples of
system (AIS) T fo rmation financial and non-financial accounting

A transaction-
processing system
that captures

. . . . information.
Accounting information is
Compare and contrast management

financial data usually provided by a company’s

resulting from accounting information system accounting with financial accounting
accountin, o g . . .
transactio%swithin (AIS). Traditionally, the AIS was and distinguish between the information
a company. simply a transaction-processing needs of external and internal users.

Recognise the role of relevant factors in
decision making.

FEATURES WITHIN CHAPTERS

Making it Real boxes present real-life financial Important key terms are marked in bold in the text and
accounting scenarios to demonstrate the chapter defined in the margin when they are used in the text for
concepts in practice. the first time.
— Opportunity costs
Making it Real PP y
BUZZFEED PULLS PLUG ON UK AND Opportunity costs are the benefits  opportunity costs
forgone by choosing one alternative  The benefits forgone
AUSTRALIAN NEWS OPERATIONS sone & by choosing one.
over another and are relevant costs alernative over
BuzzFeed is to end its news operations in the UK and for decision-making purposes. For another.
Australia, effectively marking the end of the digital example, if you choose to go to
upstart's global ambition to shake up traditional university, you are forgoing the salary you could

news media.

Once derided for its focus on traffic-grabbing
‘listicles’, BuzzFeed transformed into a highly respected
peer to traditional media outlets. On Wednesday it said
it was giving up on local news and politics coverage in . . B q
favour%f n(i_gwspthat‘hits big'in the US\'ted States. ¢ NEW Mdeap icons indicate an opportunity to go

The company, which had been struggling before online and access videos, quizzes and more.

the coronavirus pandemic further hammered its The highlighted text above each icon identifies the
lifeblood of advertising revenue, has furloughed its

earn by working full-time. In the ‘Making it real’
box concerning BuzzFeed’s decision to shut down

10 UK news staff and four in Australia as part of the MindTap folder in which you can find it.
strategic cutback. BuzzFeed launched a local news
operation in the UK just over six years ago. <\WDy
, . %
BuzzFeed pulls plug on UK and Australian news operations by ) i ;
Mark Sweney, The Guardian, 14 May 2020. Copyright Guardian = MIN.DTAP Review this
News & Media Ltd 2021. material with the e-lecture.

Guide to the text



END-OF-CHAPTER FEATURES

At the end of each chapter you will find several tools to
help you to review, practise and extend your knowledge
of the key learning objectives.

Chapter tear-out cards at the back of the book provide a
portable study tool, summarising each chapter for class
preparation and revision.

1 Users of accounting information on

Ac

ounting information is used by a variety of individuals and
organisations for numerous purposes. Below is a small set of
potential users of accounting information.

a Bank loan officer
mployee union
Production manager
Current shareholder
Sales manager
Company chairperson
REQUIRED
Identify the types of accounting information that may be of
0 each of these potential users, Be as specific asyou can.

2 Management versus financial o2
accounting

Financial and management accounting information sen

different purposes. The following phrases are commonly use

scribe either financial or management accounting:

*  Must follow AASB

« Focused on past

o Timeliness s critical

o Emphasises reporting on the whole company

«  Information s often less precise

« Future orientati

« Information is often old

o Reports results by segments

o Highly customisable

REQUIRED

Indicate whether each of the above phrases describes

financial accounting or management accounting,

rformance

3 Management versus financial e
accounting
List a range of stakeholders who might be interested in

Google Incs financial accounting information, then do i
management accounting information. How a
ential interested stakeholders different

these p

4 Types of business managers i
Business managers do r

ot all have the same information
sive production data, wh

ales and marketing
cribe

, wi

gers make decisions about how to raise
capital as well as where and how it is invested;

ese managers need to know how much a product costs
[ le selling price.

areason

c hn e managers support other managers by i
signing compensation and benefit pa
,mm@ iding trining and development opportuniies
for employees
d These managers make decisions about how and

products and services are produced or provide
REQUIRED
Identify the type of busine:

manager described in

the preceding statements.
5  Types of business managers o
Consider the infor e needs of a production manager

s versus the human resources
organisation. How might their
management accounting information needs differ?

6 Types of business managers

CEO. How would the;
n might be more relevant
versus a bricks-and-mortar (phy

es
r needs

differ? Vv
travel business
travel b

less?

7 Types of business managers i

Explain three roles in practice outside of accounting that you
thinka management accountant might be equipped to do. Be
eative and broad (with justification), in identifying your

ih ey attribute linking all three roles you
source: umuum e

1
i o your

tioning of one of these three roles
8 Decision making and ethics o
Tall Grass Batteries (TGB) Pty uces batteries for ride-

onl and

owers, and supplies batteries to some of the largest
lawnmower manufat

rers in Australia. In the last few months,
reports of batteries exploding as
res of high heat. The incidents have all been in northern
states and have occurred with only ane particular brand and
model of mev ower. In this model, the batteries are installed
er. In more than one case, the

exploding i injuries. T
officials are ai e potential danger, but have been
unable to determine the cause of the problem. Some

company officials think that the problem may be with t
nmower and not with the batteries, and internal testing
been inconclusive.

REQUIRED

S e ]

any officials nwnhw blame tc
of the lawnmower, as the problems
articular brand of mower?

only with one

c Identify the stakeholders ed by the issue
and discuss ethical considerati by company
officials in this situation.

CHAPTER 1 Introduction to management accounting

. 1 INTRODUCTION TO MANAGEMENT ACCOUNTING

LEARNING OBJECTIVES

Key Definitions

data both external and
Reports such as internal users of
financial statements,  information
customer lsts and

inventory records. r.-xh.‘mﬂlusevs

i1 Describe the contemporary view of accounting
information systems and describe and give
examples of financial and non-financial accounting
|nfurmalmn

102 Compare and contrast management accounting with
financial accounting and distinguish between the

otential
investors, creditors,
government taxing
agencies, regulators,

information

Data that have been

organised, processed
d

and summarise: suppliers, .
and others outside the
knowledge company.

Information that is

red and exploited  internal users

so that it adds value to  Individual employees,
an organisation. teams, departments
regions, senior

accounting information management and
others inside the

managers.

data resulting
accounting transactions
within a company.

planning
The development of
both the short-term

enterprise resource
planning (ERP) system  [ong-term (strategic)
oftware that objectives and goals
integrates the of an organisation and
traditional AIS with the identification of the
other information resources
systems to capture achieve them.
both quantitative and
qualitative data that
can be collated into
useful information for ~ short-
an organisation and go: ally,
those to be achieved in
less than one year).

operational planning
he development of
objectives

financial accounting
The area of accounting
primarily concerned strategic planning
vith ihe preparation  Planning hat

use of financia addresses long-term
Satemen questions of how an
Creditors, invastors and _ organisation positions
other users outside and distinguishes itself
the company rom competitors.

management operating activities

accounting The day-to-day
The area of accounting  OPerations of a
primariy concerned business.
with generating
financial and non controlling activities
financl nformation The motivati

e by managersin and monitoring o

employees and the

et seciommmeiing
roles within a company. ~ €valuation of people
and other resources
e operations
sp o the organisation.

stakeholder

company’
decisions; includes

15

needs of external and internal users.

105 Recognise the role of relevant factors in decision
making.

64l Understand sources of ethical issues in business and

ance of maintaining an ethical business
environment.

]
2

Key concepts

Accounting information includes both financial and non-financial
information used by decision make
Financial accounting. \r‘hm‘m ion is focused on the information

ds of external u
s focused on the informatio

- Opportun e releva
among alternatives are not rel

- Establishing an ethical bus
employees to act with inte
just manner

formation

ment accounting
u:

1. Future costs that do not differ
ant. Sunk costs are not relevant.

ess environment encourages
ity and conduct business in a fair and

Concept questions

s the relation:

hips among data, information and knowledge.
al accounting and of

primary purpose of finas
ccounting?
3 Define strategic and operational planmi

5 W» has the rol of the managerial accoLntant changed in recent

Dfm unk costs and
tance in decision m:
must first do well before they can do good. Do you
disagree with the preceding statement? Why or why not?

pportunity costs, and discuss their
ing

Guide to the text
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Cengage learning consultant to find out how MindTap can transform
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INSTRUCTOR’S MANUAL

The Instructor’s Manual includes:

e Overview of the chapter content and Learning Objectives
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e Teaching tips for difficult content

e Solutions to all end-of-chapter Exercises, Problems and Cases

COGNERO® TEST BANK

A bank of questions has been developed in conjunction with the text for creating quizzes, tests and exams for your
students. Create multiple test versions in an instant and deliver tests from your LMS, your classroom, or wherever you
want using Cognero. Cognero test generator is a flexible online system that allows you to import, edit, and manipulate
content from the text’s test bank or elsewhere, including your own favourite test questions.
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MINDTAP
MindTap is the next-level online learning tool that helps you get better grades!
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PART ONE
AN INTRODUCTION
TO MANAGEMENT
ACCOUNTING

. Introduction to management accounting

. Product costing: manufacturing processes,
cost terminology and cost flows

Fixed and rolling budgets for planning and
decision making

. Cost behaviour
. Cost-volume-profit analysis

. Relevant costs and product planning decisions

. Long-term (capital investment) decisions



INTRODUCTION
TO MANAGEMENT
ACCOUNTING

Learning Objectives

After studying the material in this chapter, you
should be able to:

LO1

Describe the contemporary view of
accounting information systems

and describe and give examples of
financial and non-financial accounting
information.

Compare and contrast management
accounting with financial accounting
and distinguish between the information
needs of external and internal users.

Recognise the role of relevant factors in
decision making.

Understand sources of ethical issues
in business and the importance of
maintaining an ethical business
environment.

o"‘: CENGAGE | MINDTAP

Take your study further with revision quizzes,
e-lectures, animations, concept checks and more
with each interactive chapter in MindTap.

Accountants are, at their core, numerical storytellers.
Ideally, the stories constructed by accountants must
represent high-quality, ethical, honest and meaningful
explanations of the position, performance and general
health of organisations. In times of crises and high
uncertainty, such as the challenges presented by
COVID-19, very few, if any, individuals in an organisation
are equipped with the skills to see a set of financial
numbers and read meaning into these numbers as much
as an accountant. In Australia, the need for competent
accountants is greater than ever before because of the
increasingly complex global business models, the ever-
increasing ability to access operational information
through technology and big data, and the pressure for
more efficient resource allocation in highly competitive
and transparent markets caused by modernisation more
generally. Businesses need qualified people who are able
to not only prepare accounting numbers but also analyse
and interpret or ‘story-tell’ their meaning in a way that
influences the decisions of senior executives.

The Australian economy has undergone significant
change in the past four decades. In the past, our
country was more reliant on the agricultural sector,
but is now increasingly dominated by service sectors.
With the observed slowdown of activity in mining, and
the closures of automotive manufacturing plants in
Australia, as well as the rise of new industries such as
the gig economy and ‘green energy’ production and
distribution, investors are being increasingly challenged
to consider new opportunities for value creation. Indeed,
the issue of the world’'s growing population and the
greater awareness of consumers regarding healthy food
and beverage consumption has led to the re-emergence
of the agricultural sector.

Two decadesago, the mainstream and global use of the
internet fundamentally altered how existing businesses
functioned. It created a whole new area of business
(electronic commerce, or e-business) and new industries.
Managing these new business models and information
channels requires a broader range of information than
ever before. Previous downsizing, combined with a
more mobile and service-driven skilled workforce, has
placed a premium on retaining talented, knowledgeable
employees. Customers demand specialised products and
services and real-time information concerning product
availability, order status and delivery times. Suppliers
need information on their buyers’ sales and inventory
levels to tailor production schedules and delivery times
to meet buyers’ demands. Shareholders demand greater
value from their investments. Although these changes
provide opportunities for those companies able to
adapt to take advantage of them, they also create many
challenges. Above all else, these changes require effective
management of knowledge within an organisation. In



today’s business environment, knowledge is power
and must be managed well for a company to remain
competitive.

Management accountant skill sets are highly sought
after, not only within accounting but also outside of
accounting firms. Management accountants work for
professional accounting firms, consulting firms, in-
house within organisations or corporations, as business
managers and analysts, and in more senior roles such
as chief executives or general managers. Why is this?
Management accounting is inherently interdisciplinary. It
is not enough that a management accountant can ‘crunch’
numbers - she must understand and analyse information
in a way that allows those making decisions to better
conceptualise the performance of their organisations
and make superior decisions. This requires the coming
together of two previously disparate worlds - the world of
numbers, and the operational (real) world faced by firms.
Management accountants transcend organisational
finance and accounting roles in corporations to occupy
very senior leadership positions in organisations owing to

as custom furniture, need accounting information.
Retailers such as Woolworths, Coles, David Jones and
Myer, hardware stores such as Bunnings, large service
companies such as Australian Air Express need the
services that can be provided by local certified public
accounting (CPA, IPA), chartered accounting (CA) and
management accounting (AICPA/CIMA) professions, as
well as the Association of Chartered Certified Accountants
(ACCA). Even disciplines outside of accounting, such as
law or architectural firms, need accounting to measure
their position and performance. Further, non-profit
organisations such as the Australian Red Cross, Mission
Australia and small local museums, as well as valuable
charities such as Beehive Industries, use accounting
information to more efficiently allocate their precious
and often scarce resources. This information is therefore
used by internal managers to assist their day-to-day
decision making and also by external users, such as
investors, creditors, donors and government bodies such
as the Australian Taxation Office (ATO) and the Australian
Securities and Investments Commission (ASIC).

their capacity to grasp this capability.

Although the terms are sometimes
used interchangeably, knowledge
should not be confused with data or
information. Companies  generate
tonnes of data - financial statements,
customer lists, inventory records and
the number and type of products and
services sold. However, translating
data into an accessible and usable
form is another matter. When data are
organised, processed and summarised,
they become information. When that
information is shared and exploited so
that it influences decision making and
adds value to an organisation, it becomes knowledge.
This knowledge is subsequently used to drive actions in
organisations, which ultimately affect their performance.

All types of organisations, from large multinational
manufacturing companies such as the Ford Motor
Corporation to small manufacturers of items such

data

Reports such as
financial statements,
customer lists and
inventory records.

information

Data that have been
organised, processed
and summarised.

knowledge

Information that is
shared and exploited
so that it adds value
to an organisation.

Shutterstock.com/Alexander Silaev

Turning data into knowledge is a key to business success.

system that captured financial data resulting from
accounting transactions. For example, the AIS
might document a transaction to purchase materials
by recording a journal entry showing the date of
purchase, an increase to raw materials inventory
and a corresponding increase to accounts payable or
decrease in cash.

accounting
information
system (AIS)

A transaction-
processing system
that captures
financial data
resulting from

61 Accounting
information

Accounting information is
usually provided by a company’s
accounting information system

accounting L.
e daE v (AIS). Traditionally, the AIS was From this perspective of an AIS, accounting
S simply a transaction-processing information simply represents financial information
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" 200 A CONTEMPORARY VIEW OF ACCOUNTING INFORMATION

Accounting information

Non-financial
information

Traditional financial
accounting

information

Financial Other quantitative Qualitative
information information information
* Assets * Percentage of defects + Customer satisfaction
+ Liabilities * Number of customer + Employee satisfaction
* Revenues complaints * Product or service

* Gross margin
* Operating expenses
* Net profit

» Warranty claims
* Units in inventory
+ Budgeted hours

quality
* Reputation

(sales, net income, total assets, costs of products, and non-financial data,

transformed

into useful

so on) expressed in terms of Australian dollars or other
monetary units (for example, yen, euros or pesos).
Other, non-financial information — such as the number
of units of materials or inventory on hand, the number
of budgeted labour hours to produce a product, the
number of units necessary to break even and the time
it takes to manufacture a product — were likely collected
and processed outside the traditional AIS. However,
using multiple information systems within a company
can cause problems. It is costly to support multiple
systems. Perhaps more importantly, it is difficult to

information and knowledge, and communicated
throughout an organisation (see Exhibit 1.1). This is
alsoimportant as non-financial data usually represent
leading indicators of future financial results. For
example, if we purchase higher-quality materials
today (non-financial data), the resulting positive
customer perception will likely drive customer loyalty
and higher subsequent repeat customer acquisitions,
causing sales revenues <oy

(financial data) to ‘,‘-g MINDTAP Review this
increase in the future. = material with the e-lecture.

integrate information coming from various systems and
to make decisions for a company with multiple sources
of information. In addition, other useful transaction
information — such as the quality of the materials
purchased, the timeliness of its delivery or customer
satisfaction with an order — may not be captured at all
and, therefore, management cannot evaluate it.

Inrecent years, enterprise resource
planning (ERP) systems have been
developed in an attempt to address
these shortcomings. ERP systems
integrate the traditional AIS with
other information systems to capture
both quantitative and qualitative
data to collect and organise into
useful information. ERP systems also
help transform that information into
knowledge that can be communicated
throughout an organisation.

Throughout our study of accounting information
and its use in decision making, we emphasise the
importance of considering both quantitative and
qualitative information. To provide managers
with the information they need to make effective
business decisions, financial data must be linked to

162 A comparison
of financial and

Financial accounting is the area
of accounting primarily concerned
with the preparation of general-use
financial statements for creditors,
investors and other users outside
the company (external users). On the
other hand, management accounting
is primarily concerned with
generating financial and non-financial
information for use by managers in
their decision-making roles within a
company (internal users).

This information is not usually
shared with those outside the
company. Although both financial
accounting information and
management accounting information
are generated from the same AIS,

enterprise resource
planning (ERP)
system

Software that
integrates the
traditional AIS with
other information
systems to capture
both quantitative
and qualitative
data that can be
collated into useful
information for an
organisation.
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management accounting

financial accounting

The area of
accounting primarily
concerned with the
preparation and

use of financial
statements by
creditors, investors
and other users
outside the
company.

management
accounting

The area of
accounting primarily
concerned with
generating financial
and non-financial
information for

use by managers

in their decision-
making roles within
a company.



stakeholder

Any person or group
that either affects

or is affected by the
company’s actions
and decisions;
includes both
external and internal

users of information.

the information is used in different
ways by the various stakeholders of
the company. A stakeholder is any
person or group that either affects or
is affected by the company’s actions
and decisions. As such, stakeholders
include both external and internal
users of information.

External users

Shareholders, potential investors,

creditors,

government bodies, regulators, suppliers and

external users

Shareholders,
potential investors,
creditors,
government taxing
agencies, regulators,
suppliers, customers
and others outside
the company.

customers are all external users. What
types of information do external users
need? Shareholders and potential
investors might want information to
help them analyse the current and
future profitability of an organisation.

The advent of COVID-19 might cause
businesses to rethink how they report
their profitability and financial position. For example,
how might companies report JobKeeper payments on
their profit and loss statements?

Companies that have issued shares to the public
(or those that plan to) provide this information in
the form of annual reports, registration statements,
prospectuses and other reports issued to shareholders,
potential investors and ASIC. The information
required in these reports and the accounting methods
used to prepare them are governed by the Australian
Accounting Standards Board (AASB) and ASIC.
Although this information is primarily financial
(such as sales and net profit), it may also include
non-financial information, such as units shipped
and market share. Additionally, it might include
qualitative information typically described in the
‘Management’s Discussion and Analysis’ section of
annual reports.

What about smaller companies that are owned by
just a few members of a family (called ‘closely held’)
or non-profit organisations, such as the Salvation
Army, Mission Australia or the Australian Red Cross?
External users of financial information, such as banks
or potential donors to non-profit organisations, still
need accounting information to make good decisions
about lending or donating money. However, their needs
may differ from those of shareholders and potential
investors. In times of crises, do we tighten our funding
of these invaluable not for profit organisations, or do
we release even more funds to them as there are more
people requiring assistance than ever before?

Creditors generally want to assess a company’s
overall financial health and may be particularly

interested in a company’s cash flow or ability to
repay their loans. Potential contributors to non-profit
organisations may have a need for both financial
information, such as how much of the Australian
Red Cross’s budget is spent for charitable purposes,
and non-financial information, such as how many
single parents with children are served by the local
homeless shelter of Mission Australia or the Salvation
Army. This information might be financial or non-
financial. Consider the often used ratio profit per
unit (of product sold). The value ‘profit’ is a financial
value, but the value ‘units’ is units sold, which is an
operational piece of information that many different
individuals in an organisation care about, beyond
accountants. Accounting, even at its most basic level,
must incorporate a range of non-financial numbers to
better understand an entity’s financial position and
performance.

Government agencies (federal, state and local) have
very specific information needs, including measuring
the income, payroll and assets of an organisation to
then assess taxes owed. This accounting information
is typically provided on income tax returns, payroll
reports and other forms designed specifically to meet
the requirements of each agency.

Generally, accounting information provided to
shareholders, creditors and government agencies
is characterised by a lack of flexibility (its content
is often dictated by the user), the reporting of past
events using historical costs (financial statements
for the previous three years) and an emphasis on the
organisation as a whole.

Suppliers and customers are also external users.
However, their accounting information needs are
likely to be very different from those of other external
users and may be more clearly aligned with the needs
of internal users. For example, suppliers of parts to a
manufacturer need detailed information on inventory
levels of specific parts in order to know when to
manufacture and ship parts. They will want to ensure
if the manufacturer goes out of business, the company
will still pay its suppliers until it closes — if earlier,
then the financial ramifications of such a loss of a
major customer must be communicated to suppliers.

Bank customers may want to check their account
or loan balances before making a major purchase.
Someone buying a new computer may want to check
on the expected delivery date or whether a product
is back-ordered before placing an order. This type
of information needs to be much more detailed and
timely than that provided to most other external
users.
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Internal users

internal users

Individual
employees, teams,
departments,
regions, senior
management and
others inside the
company - often
referred to as
managers.

planning

The development of
both the short-term
(operational) and
long-term (strategic)
objectives and goals
of an organisation
and the identification
of the resources
needed to achieve
them.

operational
planning

The development

of short-term
objectives and goals
(typically, those to be
achieved in less than
one year).

Internal users of accounting
information include individual
employees as well as teams,
departments, regions and top
management of an organisation. For
convenience, these internal users are
oftenreferred to as managers. Managers
areinvolved in three primary activities:
planning, operating and controlling.

Management accounting is primarily concerned with
generating financial and non-financial information for
managers to use when making decisions within a company
(internal users).

Planning activities

Planning involves developing both
the short-term (operational) and long-
term (strategic) objectives and goals
of an organisation and identifying
the resources needed to achieve
them. Operational planning involves
developing short-term objectives and
goals (typically, those to be achieved
in less than one year). Sometimes,
these goals do not manifest and
companies such as Max Brenner
Café (specialising in chocolate),
notwithstanding their high-quality
products, must rethink a path forward
with decreasing demand. Examples
of operational planning for Max

including meeting customer service expectations,

hospital bed quotas and time limits.
Strategic planning addresses long-
term questions of how an organisation
positions and distinguishes itself
from its competitors. For example,
Max Brenner’s strategy to produce
high-quality chocolate would differ

strategic planning

Planning that
addresses long-term
questions of how

an organisation
positions and
distinguishes itself
from competitors.

Shutterstockcom/stockfour

from that of a company producing

a store brand of low-priced chocolate. When Max
Brenner’s financials began to show many stores to
be less profitable than expected, management took
difficult decisions to rationalise the number of stores
—these more fundamental decisions might be classed
as strategic planning decisions. Long-term decisions
about where to locate plants and other facilities,
whether to invest in new, state-of-the-art production
equipment and whether to introduce new products or
services and enter new markets are therefore strategic
planning decisions. Strategic planning also involves
determining long-term performance and profitability
measures, such as measures of market share, sales
growth and share price.

Operating activities

Operating activities encompass
what managers must do to run the
business on a day-to-day basis.
Operating decisions for manufacturing
companies include whether to accept special orders,
how many parts or other raw materials to buy (or
whether to make the parts internally), whether to sell
a product or to process it further, whether to schedule
overtime, which products to produce and what prices
to charge. Other operating decisions affecting all
organisations include assigning tasks to individual
employees, choosing whether to advertise (and
predicting the corresponding impact of advertising
on sales and profits), choosing whether to hire full-
time employees or to outsource staff, and reflecting
on a stronger take-away strategy when societal crises
driven by pandemics cause a decline in eat-in activity.

The day-to-day
operations of a
business.

Controlling activities

operating activities

Brenner might include planning the raw material and
production needs for each type of chocolate for the
next annual period or determining their short-term
cash needs. Operational planning for the Epworth
Hospital in Melbourne will include budgeting for the
number of doctors, nurses and other staff needed for
the upcoming month or determining the appropriate
level of medical supplies to have in inventory.
Operational planning also involves determining
short-term performance goals and objectives,
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Controlling activities involve
the motivation and monitoring of
employees and evaluating people
and other resources used in the
organisation’s operations. The purpose
of control is to make sure that the
organisation is attaining its goals.
This includes using incentives and

controlling activities

The motivation

and monitoring

of employees and
the evaluation of
people and other
resources used in
the operations of the
organisation.

other rewards to motivate employees to accomplish an



organisation’s goals and using mechanisms to detect
and correct deviations from those goals. Control often
involves comparing actual outcomes (cost of products,
sales, and so on) with the desired outcomes (as stated
in the organisation’s operating and strategic plans).
Control decisions include questions of how to evaluate
performance, what measures to use and what types
of incentives to implement. For example, a company
that emphasises high-quality products and excellent
customer service may evaluate and reward workers
who have exceeded goals based on these virtues.
(Such goals may include specific metrics such as the
percentage of allowable defective units or the number
of customer complaints per month.)

A management accountant is expected to meet the
informational needs of many different arms of an
organisation, be it a production department or any other
department.

The functional areas of
management

Managers are found in all functional areas of an
organisation, including operations and production,
marketing, finance and human resources. Although
managers rely on the same information provided to
external users, they have other needs as well.

Operations and production

Shutterstockcom/ASDF_MEDIA

producing and storing products in order to decide how
much inventory to keep on hand. They need to know
the costs of labour when making decisions on whether
to schedule overtime to complete a production run or
when deciding how many physicians are needed in
an emergency department. These decisions are also
influenced by information provided by marketing
managers, including the expected customer reaction
if products are not available when orders are placed or
if doctors are not available when patients need them.

Marketing

The marketing function is
involved with developing, pricing,
promoting and distributing goods
and services sold to customers.
Marketing managers need to
know how much a product costs
to produce to help establish a
reasonable selling price. They need to know how a
given advertising campaign and its resulting impact
on the number of units sold is expected to affect
income. They need to know how enhancing a product’s
features or changing its packaging will influence its
cost. Commissions paid to sales representatives may
be based on a company’s profits. All these marketing
decisions require accounting information.

marketing function

The function
responsible for
developing, pricing,
promoting and
distributing goods
and services sold to
customers.

Finance

The finance function is responsible
for managing the financial
resources of the organisation.
Finance managers make decisions
about how toraise capital as well as
where and how to invest it. Finance
managers need accounting information to decide such
issues as whether money should be raised through
borrowing (issuing bonds) or selling shares, whether
a new piece of manufacturing equipment should be
purchased or leased, and whether a plant expansion
should be paid for in cash or by borrowing money.

finance function

The function
responsible for
managing the
financial resources
of the organisation.

Human resources

The operations and production
function is responsible for the
products or services that an
organisation sells to its customers.
Operations and production managers
are concerned with providing
quality products and services that

operations and
production function

The function
responsible for the
creation of products
or services that an
organisation sells to
its customers.

Although all managers who supervise, motivate
and evaluate other employees are human resource
managers, the human resource
function is concerned with the
best use of human resources to help
an organisation reach its goals.

human resource
function

The function
concerned with the
best use of human

can compete in a global marketplace. They need
accounting information to make planning decisions
affecting how and when products are produced and
services are provided. They need to know the costs of

More specifically, human resource
managers support other functions
and managers by recruiting staff,
designing compensation and benefit packages,

resources to help an
organisation reach
its goals.

CHAPTER 1 Introduction to management accounting 7



ensuring the safety and overall health of personnel,
and providing training and development opportunities
for employees. These decisions require input from all
other functional areas.

What kind of accounting information do human
resource managers need? Human resource decisions,
such as hiring new employees, are often made within
budget constraints. Ensuring safe workplaces for
employees may involve redesigning manufacturing
processes. Accountants can provide information
regarding the cost of the redesign. The decision to
train employees to use new equipment may require an
analysis of the costs and benefits of the new program.

The information needs of
internal and external users

Asyou can see, the information needs of internal and
external users differ in significant ways. Because of

generally accepted
accounting
principles (GAAP)
An agreed-upon
set of accounting

principles, standards

and procedures
that organisations

follow when putting

together financial
statements.

External

External

External

Internal

the varying needs of internal users,
management accounting is more
flexible than financial accounting.

can be customised to a specific company or segment
of a company. Financial accounting is primarily
concerned with reporting on the company as a whole,
while management accounting emphasises the
various segments of a company such as divisions,
departments, sales regions and product lines.

Because of the decision focus of internal managers,
management accounting information must focus
on the future rather than the past. Planning is an
integral part of the manager’s job, and in order to plan
effectively, managers need up-to-date information.
Although the timeliness of information is paramount,
management accounting information frequently is
less precise than financial accounting information
and often includes estimates.

Exhibit 1.2 summarises the external and
internal users of accounting information, the type of
information typically needed by these users and the
source of the information.

The role of the management

statements

Internal or external

While financial
geared towards preparing financial
and other reports
according to generally accepted
accounting principles (GAAP) and
other rules, management accounting

Users

Shareholders and
creditors

Government bodies

Customers and
suppliers

Marketing,
operations and
production,
finance and human
resource managers

accounting is

accountant

Type of accounting information needed
« Sales, gross profit, net income, cash flow, assets and liabilities,

earnings per share and so on.

Although this information is primarily financial, it may also include
non-financial information (for example, units in inventory).

This information is often provided in summary form (for the
company as a whole) and typically is historical in nature.

Varies by agency but includes taxable income, sales, assets,
comparisons of actual expenditures to budgets and so on.

This information is usually provided for the company as a whole
and is historical in nature. It can include both financial and non-
financial information.

Order status, shipping dates, inventory levels, etc.

This information must be detailed and timely to be useful.
Timely and detailed information on sales and expenses, product
costs, budget information and measures of performance.

Often includes non-financial data (direct labour hours, units to
break even, etc.).

Accounting information is often needed for segments of an
organisation and is more likely future oriented than historical.

What is the role of the management accountant
in providing information to this diverse group of
users? Management accountants have traditionally
been thought of as the bean counters or number
crunchers of an organisation. However, advances

" S0 EXTERNAL AND INTERNAL USERS OF ACCOUNTING INFORMATION

Source

Annual reports, financial
statements and other
available documents

Tax returns and other
reports

Limited-access databases
available to specific
customers and suppliers

Cost reports, budgets and
other internal documents
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in AIS and other changes in the past decade have
resulted in the automation of traditional accounting
functions involving data collection, data entry and
data reporting, and a corresponding shift of those
functions from management accounting to clerical
staff.

As a result, management accountants in many
companies now focus on analysing information and
creating knowledge from it rather than collecting
data. Management accountants have become decision-
support specialists who see their role as interpreting
information, putting it into a useful format for other
managers and facilitating management decision
making. Put simply, the management accountant of
the future must ask ‘What can I do that a computer
cannot?’ Given the complexity of human interactions,
customer behaviours and expanding markets,
management accountants analyse accounting
information to help managers plan, control and
evaluate their future with consideration for the above
factors. This has potential to add considerable value to
organisations. In short, the management accountant
is not only a finance professional in an organisation
but also a business partner."! Computers might offer
invaluable information regarding the impacts of
COVID-19 on business cash flows and profitability,
but it is the management accountant that takes this
information, makes sense of
it, and recommends strategic
and operational decisions
from the same information.

= MINDTAP Review this
material with the e-lecture.
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Management accountants facilitate management decision
making.

163 Relevant factors for
decision making

Although the problems and questions facing
marketing, production, finance and human resource

Alamy Stock Photo/Derek Meijer

managers in organisations differ,
the process they follow for decision
making is remarkably uniform. In
fact, it is the same decision-making
model that you are likely to use
when making your own decisions
outside the corporate sphere. Do
youremember the process you went
through the last time you made a
major decision? It could have been choosing to buy
or sell a car, a computer or a stereo system. It could
have been a decision to attend a particular university,
accept a particular job or perhaps even get married!

Decisions have many variables or factors that
must be considered. If you are making a decision
about whether to purchase the latest iPhone or a
Samsung Galaxy, you might consider variables such
as cost, features, its ‘look’, and your friends’ choices
and experiences, as well as the phone-plan options
with different providers. If you are deciding which
university to attend, factors might include the cost,
proximity to your home and academic reputation
of the institution. Different decision makers might
even consider different factors for the same decision
situation. For example, the colour of a phone may
be unimportant to one buyer but critical to another.
The number and type of variables considered might
differ for each individual and for each decision that
individual makes.

Decisions may have to be made within time, budget
or other constraints. Your choice of an iPhone may be
limited to those phone plans that cost under $70 per
month. Your decision to accept a summer job may be
limited to those that are within 30 kilometres of your
home. Your decision to attend university may have to
be made by a certain date. In addition, many decisions
are made with missing or imperfect information. In
deciding which car to buy, you might want to consider
the cost of future repairs for various models. Although
you might estimate these costs by reading information
from sources such as the Drive or Carsales websites,
you cannot be certain about the future costs. Decisions
may not be perfect, but they should be the best you
can make given the information that is available to
you at the time. The process you go through serves to
gather all the information you can in order to reduce
therisk of an incorrect or less-than-optimal decision.

Finally, decisions often lead to other decisions.
Once you have decided to buy a car or a computer,
you need to make other decisions, such as whether to
pay cash or use credit or whether to buy an extended
warranty. Life does seem like a never-ending string
of decisions.

decision making

The process

of identifying
alternative
courses of action
and selecting

an appropriate
alternative in a given
decision-making
situation.
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