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2 Management Accounting 1

ic bow itis processad and what users derive from it. \We 'will flli(sculss
the componcnts in tum to see that the absence of any will make the
cSaition imperfoct.

I2ersifying cnsures that cvery transaction and the p.anics rcl.alcd
theroto are separztely identified by naming them. For instance, if an
asset is boaght for cash, the asset account will be named and Cash
which roccived it will also be named. 1f the assct was bought on
crodit, howeves, thea the asset account will be named as the Receiver
wiille the party Som whom the asset was bought would be identified
2s the creditor. Identifying is 2n important component of accounting
dzExiton becanse it enables proper double entry recording of the
tznsaction

Mezsuring is 2zzching valee to a transaction. It is this valuation or
monetization of economic activity or transaction that has made
2ccoumting o be quantitetive thus facilitating additions to, and
subtractions from, values of like items as assets increase in number or
Ceprecizicor reretired.  Very importantly it facilitates the addition
cfnlike 25sets together to give the organization a single value, This
Lcilitztes planning and the ascertainment of organization’s
profizbility and financial strength.

Recording is the documentation of the transactions thus creating a
permzzent record which becomes a good medium for future

referesce.  Recording aids the memory and cngender
communication, subscquent processing and obviates conflict with
customers, '

Classifying is the grouping of accounting transactions according to
common charzcteristics depending on the purpose for which the
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subject of the transaction is intended to serve. For inse

asance, e
purchasc of a car by a car dealing catity to be used in the busien-.
would be classificd as Motor Vchicle (2sset) wherea

2]
£reas similar cany

purchascd for resale would be classified 23 purchases. Oz the ot

nd, a car purchascd by the firm but retained for the sersonal useof
ha ’ p y ) 4 .

the proprictor, would be classificd 2s drawings. Thus classifying ;s
crucial for proper profits detcrmination 2nd assets valuasion.

Summarizing is the reclassification of already classified dasz 5o

2998 230
obtain a desired information. The operations budget as well 2
control reports are examples of management accounting summariay

while the Income Statement and statement of financial pesitics

—_aa e

important financial Accounting Summariss. Summasiss 2

essentially the reports or information that is commuimicasad to kely
the decision maker take decision.

Interpreting is the giving of meaning to accounmsing semmris.
Summaries are not ends in themselves; they must be propely
interpreted with regard to the surrounding circumstamees o 2l
understanding and reasonably facilitate judgement and dacision. Fer
instance, a profit of one million naira is pot meaningfial unless i3
considered in terms of sales, industrial av

erage profit, past resels o
budgeted results.

In the same vein a one million prina prost

following a previous five million raira profit indicates dwind=g
results,

Communicating is the notification or reporting of accounttd
Summarics obtained to the relevant user. Accounting summans
would aid someone's decision only when that person is in possessics
oftheaccounts. Ifthe summaries are held in the files or ledger andect
reported or communicated; the decision maker cannot usé i
Essentially, it creates awareness.
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Informed Judgement and Decision: Managers and individuals
habitually make judgement, form opinions and take decisions in the

course of thelr operations. The soundness of their decision will

0
l’l

znizatons as it systematically gathers ahd processes all cconomic
2lls of such eatity. It therefore fitly assists any user of the
:=Sonto tzke factual decisions about the entity.

0.
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]
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Accounting is customarily said to be the language of business. Itis
the voice of the organization and speaks of its profitability, its
Srzncial swength or weakness, its vision and mission as well as its
resources. It equips diverse partics interested in the organization
with such sufficient knowledge that enables them to make reasonable
decisions zbout the organization. Incidentally, business undertaking
e=:zils the constznt making of decisions and the success of the
decision mzker depends on his knowledge of the organization. Here
then lies the importance of accounting - giving the desired
knowledge. It givés form to decisions and through its compOnf:nt of
recording it provides records of transactions and events so helping to
2void oblivion and conflict between parties to the transaction, Italso
facilitates planning and controlling so enhancing efficiency in

ACCOUNTING DEVELOPMENT . .
By zccounting development we mcan the progress mfxdc .m
zccounting over the years. Accounting did not dcvcl(.)p into '1ts
present state in a straight forward and orderly fashion. Itis adaph\fc
in the sense that it is able to change in response to the environment in
which it operates. It should be recalled that accounting is the

cs;c:.:i:-.ll}' and properly informs about the well-being of
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lang.;u.agc of busincss and it is information which facilitates the
decision of the appropriatc stakcholder. It is therefore prepared in
responseto the information needs of the respective stakeholder. Tous
as businesses change in diversity zad complexity, iz ownership, in
opcrational technology, in competitiveness, in 2reas of ir.ﬁccr.:.:c, in
environmental innovations, and in legal framewerk, the information
forreporting them have to change.

Until the recent information age, capita] provided by the enzrepreneus
was the sole of business. It determined who was iz busizass zxd the
level of business. Then the provider of capital would wazt to kmow i€
his motive for the business was being achieved. Accormzzg must
therefore be prepared in such a way as to provide the necessary
information. Thus in the non-economic period wealh tended w0

. accrue to the State and those who were high in states. With low level

of literacy then, accounting records assumed a form appropriate o
the illiterate community. The records were expressed in physical
quantitics only and later in financial terms whez mozey and the
means of recording became available. Thez, Accoumting practce

- wasrudimentary and served the purpose of racking goods a=d cash.

Between the 11th and 18th century, when commerce keld sway,
merchants and artisans organized themselves into guilds which
cnabled them to inwast their money in stock-in-trade with litle
invested in productive equipment or fixed assets. The rapidiy
changing cnvironment creatcg new bookkeeping system and the
sirgle entry system became the accounting practicewhich was then
uscd to prepare the “chamge and discharge™ report. As trading
activitics became more dynamic and transactions: increased
geometrically, the single entry method could no longer cope. Greater

@ CamScé
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ired of the clerks and practice wag neede
exacmff Si«i{%ﬁ&ﬁﬁiﬁm difficult. Then duties were dividcg
::n x::;c the increased number of pcl:rS(?nncl. Then too, th,
entrepreneurs or investors needed to pcr'Aodlcally }mow the state of
affairs of their business through periodic balancing of the books,
Therefore the Double Entry Bookkeeping system was born in the
14th century and was subsequently popularized by Pacioli’s Summg
which was published in 1494 - Edwards (1989:11), ’

Between the 18th and carly 19th century, there was the industria)

revolution which was prompted by the discovery of new, cnergy |

sourccs and the development of the factory system. Then
cotrepreneurs invested on machines used in such industries as
textiles, pottery, mining and iron making and greater transportation,
Thus the manufacturing process rather than land became the main
source of income. Business was much higher requiring higher levels
of materials, labour and the maintenance of machines which had Lives
stretching over long periods so introducing the incidence of fixed
assets into the business. Entreprencurs then needed to have
knowledge of the profitability of their business as well as the

efficiency of workers and resources control. They laid greater |

emphasis on balance sheet so they could ascertain their capital being
the excess of asscts over liabilitics - Porwal (2001:56). This
demanded the extended use of the Double Entry system of accounting
and the preparation of final accounts,

From the early 19th century to date, public utilitics, cspecially the
railways emerged, They required immediate outlay of massive
capital which could not be available t single individuals, Then larger

machines were invented and introduced into the factories all lcading ‘

Management Accounting Theories 7

to the rapid growth of the large scale limited liability Companje.

‘which facilitated the raising of large sums of money beyond w,

individual entrepreneurs could provide. This resulted in large ap,
diverse investor/creditor group and companics began to acquire ;
widespread ownership. This growth of corporation and the busine
entity concept, according to Porwal (2001), led to a change it
emphasis during the period from the Balance Sheet to Incom

‘Statement, '

In this period too, non-owner managers of business developed a

‘ownership became separated from the management of companies

Investors became cssentially uninvolved in the day-to-day running of
the companies they owned - Mueller et al (1997:7). Then the law

. recognized the company as a scparate entity and the Scparate Entity

Postulate developed. But the owners of capital who are interested iz
the return on their investment wanted to know the result of operations

‘during an accounting period. This resulted in the development of

accounting concepts of “income” and “periodicity”. Also since the
company was regarded as a going concemn, fixed assets became
valued at original cost less depreciation. Again the divesting of
ownership from management necessitated another accounting
practice of the auditing of the annual accounts by independent outside
agencies to ensure the truth and faimess of the accounts. According
to Porwal (2001), the basic accounting principles developed as wel
as the revenue principle and matching principles. Also, the principlé
of verifiability was developed in order to cnsure the authenticity of
the financial accounts.

Since the 1950s a greater revolution evolved in accounting p.raCU“f
Large scalc companics became more complex and new techniques ©

&



8 Management Accounting 1

) T ——
analysis were cvolved to face compct.ition. Cc.)st accounting ,, i
management accounting developed while f"mancxa] Statl.:mcms Were
no longer taken as credible indicators of past ﬁnancx_al Positioy
Today, accounting has devclqped into a full-ﬂcdgc.d informatio,
syslém and is no longer regarded as an a.rt but a science, Varioys
Accounting Standards Boards and Committces are establisheq fo,
issuance of standards just as intcrnational accounting -is being
developed to harmonize accounting techniques and Ppractices ip
member countries. ‘

~
.

~

Government has frequently intervened in the way businesses are g !

and accounts prepared in order to protect absentee business owners,
through the company laws. Company law now prescribes what
financial accounts must be preparcd, the structure of the accounts and
how they must be presented or disclosed. It compels organizations to
have external professional body to audit their accounts for assurance
purpose. .
collaboration with the Accounting Standard Boards, have issued
standards of accounting practices and presentation, All these have
greatimpacton accounting development,

ACCOUNTING CLASSES : : 4
In the foregoing chapter it is obvious that accounting has dcvclop_‘ih
in response to information requircment which itself changes w1

In the same vein Professional Accounting Bodies, in

|
|

|
|

varying business environments. Even then as business activities vary :
in size and importance different managers requirc the information of
the accounting system to be presented or reported differently f
Homngren et al(2006). This has given rise to different types O .

accounting today.

Management 4 ccounting Theories

that they could know how their investment is fairing, financial

accounting developed, It was impossible however to know bow the
investment is fairing unless the cost of the product is determined.
Cost accounting thys developed. As the Internal Revenue r(/:quircd
information on companies for tax purpose, Tax accounting evolved,
As the industrial revotution gaverise to Joint-stock companies, it was
impossible for all the sharcholders of a company to collectively
manage the affiirs of the company. This resulted in the separation of
ownership from management, But the entrepreneurs required to be
assured of the proper stewardship of those they have employed to -
manage the affairs of the company for them, assurance accounting or
more exactly auditing evolved. As operations become complex and
diverse people are increasingly employed to carry out various
activitics of thc company, the need for efficiency arose and
management accounting evolved. !

Today, there are advances in manufacturing urg&i on by global

,competition which has made managers in the industry more

conscious of the need to have accurate cost information for planning,
controlling, continuous improvement and decision making.
Advances in the manufacturing environment and in. information
technology have resulted in manufacturing management approaches
which allow firms to increase quality, reduce inventorics and become
more efficient. The availability of computer integrated applications
also result in automated manufacturing where computers are used to

_monitor and control operations. This has resulted in rapid and timely

information gencration which enables managers to know what is
happening operationally almost as it happens. All thesc are shaping
management accounting which exists to generate the informetiome
required to make decision in these changing eavironments.

@ CamScanner
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In summary, innovations in accounting practice are contmuougy
driven by the information nceds of-ncw sh’atcglcsdas compa‘n.,cs
become more complex, tcchnologies changc? an co;npclmon
intensifies.  Apparently, we have to.day different hc asses. of
accounting in responsc to the infonnfmon necds. They mch'xdc
Financial accounting, cost accounting, assuranc¢ accounting
(auditing), tax accounting (taxation), managcmcr%t accounting an(
government accounting. We will claborz'itc effectively on t_.hc three |
important groups of financial accounting,- cost accounting ang
management accounting.

Financial Accounting .

. This is the branch of accounting which is concerned with measuring,
recording, and classifying of the transactions of a business. At the end
of a period, usually a ycar but sometimes less, a profit and loss
account and a balance sheet are prepared to show the performance
and position of the business. Financial accounting is primarily
concerned with providing a true and fair view of the activities of 2
business to partics external to it To ensure that this is done correctly,
considerable attention is paid to accounting concepts and to any
legislative requirements, accounting standards, and wher,
appropriate, the regulations of the Stock Exchange (Oxfort
Dictionary of Accounting 2005).

Financial accounting processes economic information with a view "
apprising stakcholders, cspecially sharcholders, of the proﬁtabilﬂ):
and financial strength of a company in a financial reporting period. b
is expressed only in financial (monctary) terms and must cover I
eatire organization’s activities for a specified period, usually 2 yos
It reports only on what has happened and so retrospective. Bo®

Management Accounting Theories
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internal and external persons arc interested in financial accounj

 information. Nevertheless, because of the preponderance of oy

interest on financial accounting information, they are saiq to |
external reports forinvestors’ decision.

We can define financial accounting properly by applying ¢
operational or holistic definition we constructed earlier as, *
systematic process of identifying, mcasuring, recording, classifyin
summarizing, interpreting and communicating of econom

information to enable stakeholders to make investment decisic
therefrom”,

CostAccounting -

This is defined as “the process of accounting for cost from the point
which expenditure is incurred or committed to the establishment ¢
its ultimate relationship with cost centres and cost units. In its wide:
usage, it embraces the preparation of statistical data, the applicatio
of cost control methods and the ascertainment of the profitability ¢
activities carried out or planned”. Cost accounting is purposed !
determining the cost of a product or service as well as of inventorics
It provides cost information to facilitate the ascertainmeat ©
financial accounting profit and financial position.

Production activities for obtaining the cost of a product or service 27
regular and routine and cost information which arc required for thet
planning and control arc similarly routine. They arc intended to b
used by managers of the organization who perform routine activite:
for their routine decisions. Cost accounting is therefore internd
r(.:ports purposed to directing mediate managers’ attention to routs
situations that need to be resolved in the short period.

=
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Since cost sccounting is 2 branch of accounting, wecan redcfine cost
sscouzting using the bolistic or operational definition constructed
ex-fier =s, “the systematic process of identifying, measuring,
recording, classifying, summarizing, interpreting, and-
com—=iceting of cconomic informaton to caable mediate

—=—=oers 10 ke routine decisic o

MszsgementAccounting

\fzmscement azccounting is, “the application of professional
kmw{a’.g!: znd skill in the preparstion and presentation of
sccocmting information to assist managers in the formulation of
policies znd in making strategic decisions™. The Oxford Dictionary
of Accounting (2005) defined management accounting as, “the
t=cimiques used to collect, process and present financiel and

quantitztive data within 2n orgenization to help effective

pecionmznce Imeasurem cost control, plaming, pricing, and
decision mzking to tagl’place”- Alkmsl:m et al (2012- sec
mznzgement accounting s, “z discipline that helps an ent.expnse to
develop znd implement its strategy. ThiSfequir&fthehnka-ge 2f
strztegic objectives with reporting om, and improving op“cratlor.ls(i
Brewer (2006) describes management accoun.ung as, ﬁrst and |
foremost zbout managing internal operations to optnmz,e ;
orgzninﬁonalpcrformance”. Thus ﬁ'on.zAﬂdnsor-lctaland B.rcwcr 5|
viewpoint respectively, management accounting is all about. mﬁ :

:ons znd strategies for the enhancement of organmahocan:
performance. But strate ies belong to top management; SO ?vc :
2lso define n?anagemcilt accounting as, “thc application _ofA
professional knowledge and skill in the preparation and prc.scntatl'on
of zccounting information to assist top management 1n policy
formulation and strategic decisions”.

|

The professional knowledge |

Management 4 ccounting Theories

13

and skill has to do with the i
: . Systematic process of identifyin
. measuring, recording, classifying, ’ o .

- : summarizin especiall

interpreting and reporting of accounting inffrmaant:'ion. Sinc):
management accounting is a branch of accounting, we can also 2pply
the holistic definition we derived previously-and have management
account.ing as “a systematic process of identifying, measuring,
recording, classifying, summarizing, x:nterpreting and

communicating of economic information to enable top management
tomake strategic decisions”.

Charaeteristically, management accounting is management focused
and so internal information which help managers make decisions to
fulfill organizations’ goals. Management accounting reports on what
has happened in so far as it can help to predict what would be done so
as to do them efficiently and effectively. Specifically it is concemned
with how cost information and other financial and non-financial
information should be used for planning, controlling, contimuous
improvement and decision making. It has an overzll objective of
making sure that organizations make effective use of resources so
that value is maximized for shareholders, customers and other
interested parties - Hansen and Mowen (2006). Management
accounting is timely but can take days, weeks, months and even 2
year depending on the decision it affects. It produces both
quantitative and qualitative information and can use data that are less
objective and less verifiable than the data used in the financial
accounting system. Its reports are of three main types (Homgren at
al,2006) being:

o Score Keeping: The accumulation of data and repomng to
. management how the organization is doing and how well it is
_ implementing its strategies. T——

: -~
. .

r—
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Problem Solving: Choosing the best from among scveral

alternatives.

e Attention Directing: Recporting on what has been done, and
directing attcntion to what is needed to be donc well and other
issues that should beresolved. This report also alerts managers to
opportunities that would add value to the organization.

SCOPE OFMANAGEMENTACCOUNTING

By scope is meant the range of view, perception or grasp. It means
the zrea of coverage of an activity or 2 range of things or issues thata
subject covers or deals with, There is no definition of the specific area
of coverage of management accounting as it is with financial
accounting. In the view of Franchochu (2009), there is no single
definition of what management accounting is or the arca of work that
it includes. Nevertheless, the following areas were noted by him as
comprising the field of management accounting.

¢ Budgeting, planning and forecasting
» Profitability of products, services and operation

e Measuring organizational, divisional and departmental
performance

e Comparing results and pecrformance within and between
organizations '

* Assisting in the proccss of increasing cffectivencss and
cfficiency,

Management Accounting Theories 15

. As‘scssing the performance of past and future capital investmm.“

e Advising on decisions about product mix, markets to be serve
and selling prices.

o Advising on dccisions on whether to outsource prodye;
components, activitics and services.

e Advising on decisions involving the investment of scarce funds
between arange of possible altenatives.

* Assisting inthe making of a wide range of strategic decisions.

-Kaplan & Atkinson (1981) appear to think in the same view whez

they said that the scope of management accounting extends beyond
the traditional measurcs of the costs and revenues from the
transactions that have already occurred to include also information
on sales backlogs, unit quantities, prices, demand on capacity

~ resources, and extensive performance measures based on physical or

non-financial measures. They viewed that management accounting
enhances decision making, guides strategy development and
evalu?tes existing stratcgics and focuses efforts related to impfo\’iﬂé’
organizational performance and cvaluating the contribution 2nd

- performance of organizational units and members.

According to Mohan and Goyal (1948), the scope of managemezt

accounting is so wide and broad-based that it encompasses, within s
fold, a scarching analysis of all aspects and branches of business
opcrations. We can therefore authoritatively say that managemest
accounting covers all economic information which enable managers
to manage the activitics of the organization effectively azd

. efficiently.

A\
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We may need to appreciate that managemes accounting is a
compounded term of two distinct business activities of
“mansgement™ and “accounting™. Thus management accounting
cffectively provides information which cnable management at
whatever level and in whatever aspect of the organization, to cxccute
their duties cfficicatly and cffectively. Management accounting is,
terefore, without boundarics as the information it provides cover
virreally all arcas that requirc management decision, whether they be
strategic, tactical or operational. We can then conveniently say that
o1] economic information is management accounting information and
hence all sccounting is management accounting. Management

" sccounting is thus pervasive and so indistinct in scope.

THE PLACE OF THE MANAGEMENT ACCOUNTANT IN

ORGANIZATION
Mznagers are often respons
provide the product or service

ible for various activities required to
that the organization offers. Their

workis to decideon what to do, howtodo it, and by whom it would.be
done. Theyneedre iable accounting information to be ablc to decide
well In the first instance, 2 manager need to choose 2 strategy which
should specify how the organization of its section of it matches 1its
own czpabilities in the economy to achicve its objectives. Strategy
givés competitive advantage. It is the management accountant. th.at
provides ioput that aids in the development of a stratcgy and in its
implcmcmation.

: s s F
management accountant n an organization 1§ supPo
ekl : crs who carry out the various

He assists other manag  variow
be pcrformcd to achicve the organization '

activities that must ;
arc dircctly responsibl

objectives. Those who

¢ for producing the

M
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managcrs Whi w
c u’ZOSC hO 1
assist ~ h“\-

managers and so indirectl .
, y responsible for et
company's product or scrvice arc staff ma'xagc't_fc production of the

Gencrally, the work

of management include planni z
- ) at include planning, organizic
directing and controlling. It is the management a:gcou:::z‘ *g,
pro?'xdcs the relevant information to assist tke relevan: :r.z:.zg:‘t.s
decide cffectively and reasonably. )

Planning: This is the delincation of objectives, the formulatioz,
evaluation and selection of strategies and tactics required to ackicve
the objectives of the organization. Plazning may be stategic, tactical
or opcrational. Management accounting provides tbe rel
information by developing such models as czpital budgezzg,
operational budgets, forecasting, petwork analysis, cash flows, Iinezr
programming and cost-volume-profit analysis. Very importandy, the
ccountant formulates and communicates ST2IELY,
develop measmement
rpance and 2n2lyzes

—

management a
;dcntifies and manage organizational risks,
systems for assessing organizational perfo
decision alternatives.

Organizing: This is the deliberate scgmentation of t2e organizatoz
into departments, divisions, temmitozics, product  Lzes, &t for the
cffective performance of the activites of the organizaton for B¢
realization of its objectives. Management uses operaton aligomeat
to creatc and cxccutc short-rudt (anoual, bi-anpual, quartesly.

G b

monthly, weckly or daily) objectives. Management accountin
facilitates this by providing information for

(a)  planning for the near future,

(b) communicutingvcnically. -

—
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(<) awrdi:aﬁnghoﬁzontn\ly, and

. the desireg
evaluating and rcwarding

cmployces for

© :
motivation.
i e optimal
Dirccting: This is the activity of lcading the staff for the optima]
"r'c 'C:.C:‘.! of organizational goal. It cosurcs goals congrucnce,
ackieve

{eree aod decentralized organizations, according_ to -Brcw‘cél (ZhO()g)
-cf::‘.tobepropcrly directed by infusing the ?rgz-amz’ano.n v.m S t;;cd
M&‘.icfs. This requires reinforcing the organization's mission, € Fa]
toze, znd atitede toward its employces. Manag.cment‘accoun.lmg
- formation helps to effectively manage the b.chavmural mtcraci.;u.)ns
of celnurally diverse human beings who ulhmatel'y shape decision
oxzrcomes. It helps to manage organizational ICS}S.taI.]CC that oftea
emerges inresponseto organization wide change initiatives.

Controlling: 1s the management process of cnsuring that no wastc
or losses arise from operation. This involves the creation of fecdbad:
thzt permits the comparison of actual performance with expecte
results, reporting to the appropriate level of management and the
t2king corrective action. Management accounting facilitates this b)‘
providing planning information in the nature of targets, budgets, &%
operatiorzl policies as well as performance reports through th
technique of variance analysis.

In summary, the management accountant is very relcvant to the entit
Orgznization, '

Mandgement Accounting Theories
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THREE INFORMAT](;

RELATIONSHIP  OF
CLASSES

The three accounting classcs of financial accounting, cost accounty
and management accounting arc highly interrelated in that they are
accounting and follow the same process of preparation fry
cconomic data to accounting information.  Cost accouniy
information of the cost of inventories and finished products is ver
invaluable for financial accounting profitdetcrmination.

THE

Notwithstanding the interrelationship of the three accounting class:
as above, they are very different hence the varied classification. Th
differcnce can be scen from three important view-points of

(1) Theuscrofthe information

(2) Thecusetowhich theinformationisput, and

(3) Thenature ofthe information.

Although cost accounting and management accounting are bo
mternal accounting they are different in the sense that while
accounting is for the use of mediate managers for routine decisios

management accounting is for the use of top managers for strateg
decisions.

Financial accounting is cxternal information as it is used !
stakeI}old.ers, who are not conneccted with the running of U
Orgamzation, for various investment decisions. By namure, !

dlﬁ'ercflt from cost accounting and management accounting ont
followmg grounds.

Fr, . . . -
i eedom of Choice: Financial accounting reports must be prep®
accordance with statutory requirements and regulations thov:

=2
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socounting standards and by professional fzccountancg bci;lics, 50 tha;
it could meet the decision needs of the vanous uscrs. nthe COI.Jtrary,
internal reports of cost accounting and management accounting dg
zot adhere to any specific regulations such that the manager has
freedom to determine their form, content, SCOPC and frequency.

G . .
Time Span: While financial accounting is for sp.cmﬁc period, usually
2 year, cost accounting and management accounting reports Ca‘n be
5 : i t specific decision
tervals or adhocly to mec
prepared at short In
situztions.

Currency: Financial accounting reports deals with historical effects
znd so ret;ospu:tivc but cost accounting is predictive or futuristicin
pzture.

Approximations and Estimation: Intcmal' accoumif.xg app;ox?sactzsf
and even estimates when full information 1s not available ecz o
the urgency demanded by their use. They arc uscd 'Eo the -
:nimum in financial accounting reports which are dcsm.:(-l tos o
true and Tair view of financial performance and position 0

organizzation.

1buti aﬁOD,
Appropriations: These are distributions of profits such as tax

dividends and reserves and so arc peculiar to financial accounting:
They are not applied to intcrnal accounting.

ion MU
Duality Concept: This requires that cvery -transaf:lu;n o)
simultancously have both dcbit and credit cntrics (doub (1: i
which is essential to financial accounting but not compuls
internal accounting.

e

Managemeny 4 ccounting Theories
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Monetary Concept: F inancial account
In monclary terms whercas int
monctarilyandnon-monctadly.

g reports 2zc cxpressed ozly
cmal reports are expressed beth

Deg.ree of Details: Cost accounting reports usuzlly relate to cerain
scctions of the organization’s operations and are more detziled,
whereas financial accounting reports usually cover the emsire
organization’s opcration but with less detzils.

SOME TYPES OF ACCOUNTING INFORMATION

Accounting information are different in nature zad purpose. Some
types of accounting information are given below:

1. FinancialAccounting Information
* Income Statement
» Statement of Financial Position
e StatementofDebtors

2. CostAccounting Information

e CostPer Unitofa Product

* Costof Runninga Department
* Machine Hour Rate Statement
s Operating Statement

3. ManagementAccounting Information

e Budgets

e Strategic Plans

e CashFlows

¢ Performance Reports
e Targct Costs

» Standard Cost

N ot
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IMPORTANCE OF ACCOUNTING INFORMATION

Accounting information is very important becausc it speaks for the
organization for which it is prepared. It gives the uscr to whom it i
communicated knowledge about the organization that facilitates
opinion maldng. It creates awarencss. Specifically accounting is

roers

-

tzzt forthe following reasons:

1. Bchavioursl Change: Information creates awareness and so
mouvalces to action which may resultin attitudinal change. The
koowledge of a company’s profitability and the interpretation
which shows higher future profits automatically prompts
investors to rush for the companies share so affecting the
foreign exchange market immediately. On the contrary, the
report of losses conjure the fear of possible higher losses in

funre resulting in divestment which affect the stock market

zegzdvely.

Management Accounting Theories 23

managed by persons who have the necessary business acumen,
Accounting informs the diverse investor of how well their
fundis being managed. ¢

4. Enhances Organizational Efficiency: It providss relizble 2zd
timely information which facilitates planning 2nd conzol, thus
avoiding wastes and losscs so fecilitating organizationa!
cfficiency.

5. General Success of Organizations: Accounting infoermaten
leads to better decisions and keace greater profitability a=d
general business success.

CHARACTERISTICS OF MANAGEMENT ACCOUNTING
INFORMATION

" Management accounting information is gezerated to faclitae

Tke communication of a company’s budget compels the holder
to quickly tzke measures to meet his/her own aspect of the

budget.

2. It provides a record of transactions and so facilitates future
reference. It thus facilitates credit dealings which obviates
cozflict between transacting parties. This engenders trust and
exlarged business dealings.

3. It fosters entrepreneurship and hence economic growth as
thke existence of accounting information which facilitates
stewardskip reporting encourages people who have fund but
lzck mznagerial ability to invest in capital intensive businesscs

 decision making by relevant managers. To achicve the desired

o~
——

management accounting information must kave the following
attributes.

1. Completeness: The information must be sufficiently datafled
to cnable top managers to take decision without the need for
additional information. Information which makes the decision
maker to ask for morc information is ot information but 2

~

means to information.

2. Relevance: Accounting informatioa must be relevast the
specific action being taken. Itmustbesuch %nfo:—:.a?l?: \\‘.:os.:
presence or absence will result in alternative decz:.e:?.‘l"u
cxamplcindeciding whetherto continue to use c.n.;:-.::a p;..k i
buy a ncw onc, the wages of the operators of either plant U S

cs
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do not change, will not be relevant to the decision cven though
they would be necessary as cost to be incurred in actyy)
operation. If the maintenance cost would be higher with the o]¢
machine than the new one, it will be arclevant cost.

Promptness: The decision maker has a time frame withip
which to make his decision. Accounting information must be
produced timely to impact the decision for which it was needed.
If it comes later, it will not inform the decision maker and so

would not be information for that purpose.

Accuracy: The purpose of information is to guide or influence
decision. Information needs, therefore, to be accurate. For
instance if a kilogramme of an input material cost %25 each and
it was mistakenly recorded to have cost N52, the result would
not be correct and would be misleading. It would also result in

wrong future plan.

Clarity: Accounting information must be presented with clarity

so as to facilitate quick understanding. The report mustbe clear

and unambiguous and should be devoid of professional jargon.
It must therefore be cognizant of the audicnce or receiver.

Cost Effectiveness: Information has value and is obtained at 2
cost. The benefit or gross value of information is the difference
between the value of our decision when the information is used
and the value of our decision without the information. The
difference between the gross value of information and the cost
of providing it is called thc met value of information.
Izformation will be of no usc if it has no net value.

Management A ccounting Theories 25

Sclf-review Questions

10.

11,
12.

Dcfinc Accounting.

Give thc AICPA (1961) as well as the AAA (1 966) definition of
accounting.

Can either of the accounting definition in 2 2bove be complete if
standing alone.

Give a holistic or operational definition of 2ccounting, and
explain the essence of cach of the componext of the definition

you have given.
Why is accounting said to be the language of business?
How has accounting developed to the stage it is today?

Identify those factors that have shaped accouating
development.

Why is business environment significant in accounting
development?

Identify the classes of accounting that evolve from accounting
development.

How has the existencc of the joint stock compazy shaped
accounting development?

Definc financial accounting and state its purpose.

Define cost accounting using the specific ax.:d holistic
es the difference in the two

iti spectively. Do
definitions resp Y. e character of oSt

definition signify a differcnce in
accounting? Ifnotwhy?

@ CamScanner
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13. What is the purposc of cost accounting? Give its distinctive

features. ' .
14.  Define mansgement sccounting, using the specific and holistic '
definiions respectively. '
. . CHAPTER TWQO
15. Whatisthe purpose of management accounting?
16. 'Whatis the scope of management accounting? ) PLANNING
INTRODUCTION
17. What do . ing is wi
5 v:'c mean by “management accounting is without Planning is the consideration of uncertain future cvents in the light of
boundaries™? e . e
some objectives and the sclection of the means of attaining those

objectives. It is the detailed formulation of future actions for

18. Give the place or relevance of thc management accountant in
achieving a particular goal. Simply, it is deciding in advance what to

organizstions.
. R do, why to do it,'when to do it, where to do it ané who to do it.
19. What zre the main activities of management and how is Planning ensures that management is not a random but well thought
management accounting relevant in thosc activitics? out activity where objectives are carefully considered and the best

alternative courses of action are taken to achieve them. Planning
secks optimum resource utilization by easuring that the best
objective is considered, the best means is selected to achicving the

20. Financial accounting, cost accounting and management
accounting are distinct classcs of accounting. Do they share

commonality orrelationship? How? . 5 :
any Ryocse et objective, and the best operator is employed on the best equipment
21. Identify the important areas where the three classes of and applies the best resource to implement the chosen means of
accounting are different. attainment. This thus enhances cfficiency and ecffectiveness in
operation.

22. List the areas external accounting is different from internal |
.. R 3 TYPES OFPLANNING .
£ 23. Listthreetypes of accounting information. Plans can be classified in terms of thcirnamrcorthc'ir f!urahoy-T.hf
g e o - are a variety of plans by naturc. They could be mission, objectives,
;,. 24. Explainthe importance of accounting information. - strategies, policics, rules, procedures, programmes, and budgets
" 25. Givetheattributes or characteristics of accounting information, ~ £ach of these can be redefined in terms. of their durtion, a:-d: ‘:1
o . would have long range plans and short range plans. There 15 ©
26. Accounting information must be cost-cffective, What do we 27
mcan by cost-cffectivencss? '
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as to what constitutcs the long or medium ranpe
plans, but a majority take plan covering a period of between one year
and five years as medium range term whilc plans stretching over five
years are regarded as long range. Plans which are for duration of a few
days to one year are regarded 2s short-range plans.

gencral agreement

Short-range plans arc also said to be operational plans. They focus,
on the current period, usually a year or less, and generally cover
subsections of the organization®s operation such as sales, purchasing,
production, distribution, financing, etc. They apply tactics for the
attzinment of their objectives. Characteristically they are fairly well
defined, less risky and casy to control. They are important in that:

1 They facilitate the attainment of medium and long-range
plans, and .
2 They enhance competitive spirit. N

Long-range plans are also known as strategic or corporate plans
because they cover the entire organization's operation. On the other
hand, their objectives are achieved by means of strategies, hence
strategic plans. Because they are for the very long term, they are
characterized by uncertainties; they are riskier than short range plans
and zre difficult to control. Corporate planning is important becausc:

1 Itgivestheorganization insight

2  Enzbles the organization to identify long-term opportunities,

manage long termresources, and know general trend especially,
market demand.

3 Itisthebasis of the short and mediumrange plans.

Planning 29

SORPORATE PLANNING STAGES
or-porat.e pl_anmng- consists of four main stages, which are position
audit, objective setting, evaluation of strategies and documentation

Position Audit Stage

This involves the assessment of both external and internal
cnvironm.e.nt in what is generally called SWOT, so as to identify
opportunities and threats as well as strengths and weaknesses which

" may facilitate or limit the realization of the planned objectives. Inthe

view of Lucy (1996:92), the assessment stage includes the external
environment, the organization, the future, and the expectations

1. The External Environment is assessed so as to identify the
existence of opportunities in the economic, political, social,
legal, technological changes, competitors’ activities and
infrastructural development, etc that can be exploited. Of
course factors, which may hinder such exploitation, are also

examined.

2. The Organization is assessed so as to determine its strengths
and weaknesses in terms of resource availability such as mez,
materials, machines and moncy as well as its structure and
culture. Consideration is given to whether the existing mea can
meet the manpower needs of the intended objective in terms of
age, number, technical competence and culture or oziu?mtion.
Would the fixed assets be adequate in terms of capacity ::nd
efficiency baving regard to age, DeW tcchx'xology, c.h.::agxng
market demand, and competition? The financial feasibility also

needstobe considered.
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