
Introduction to Management Accounting 

Accounting is the process of gathering, organising and communicating financial information.  

Managerial accounting measures, analyses and reports financial and non-financial information to help 

managers make decisions to fulfil organisational goals. Managerial accounting need not be compliant 

with GAAP or AASB.  

Managerial accounting is the process of: 

 Identifying 

 Measuring 

 Analysing 

 Interpreting 

 Communicating information



Managerial vs. Financial accounting 
 

 

 

 

 

 

 

Management accounting exists in a 

changing environment: 

 Accounting within organisations 

 No fixed set of rules to follow 

 Continually evolves to meet 

organisation’s needs 

Decision making within an organisation 

Process of planning decisions 

 Decisions about what tasks should be performed and how to complete those tasks 

 Long term decisions tend to be made by top-level managers 

 Short-term decisions tend to be made at lower levels of management 

Decision making within an organisation 

 Proper organisational design and assignment of responsibilities help control decisions of 

members of the organisation 

 Decisions relating to managing, motivating and monitoring individuals within the organisation 

 Control includes the choice of performance measures 

A five-step decision making process in planning and control 
1. Identify the problem 

2. Collect relevant information 

3. Determine possible courses of action and consider the consequences of each 

4. Evaluate each possible course of action and select the best one 

5. Implement the decision, evaluate performance, learn 

Accounting System 

Accumulates financial and managerial accounting 

data in the cost management system 

Managerial Accounting {Internal users} 

Information for decision making, planning and 

controlling an organisation’s operations 

Financial Accounting {External users} 

Published financial statements and other financial 

reports 



Sustainability and management accounting 
Sustainability is development that meets the needs of the present without compromising the ability of 

future generations to meet their own needs.  

Management accounting assists sustainability by: 

 Identifying relevant costs and benefits 

 Using activity-based costing 

 Carrying out a cost-benefit analysis of sustainability initiatives 

Strategy and management accounting 
Management accounting helps answer important questions such as: 

 Who are our most important customers, and how do we deliver value to them? 

 What substitute products exist in the marketplace and how do they differ from our own? 

 What is our critical capability? 

 Will we have enough cash to support our strategy or will we need to seek additional sources? 

Management accounting and value 
Value is the usefulness a customer gains from a company’s product of service. Creating value is an 

important part of planning and implementing strategy.  

The value chain is the sequence of business functions in which customer usefulness is added to products 

or services. The value chain consists of: 

How managerial accounting adds value to the organisation 

 Providing information for decision making and planning 

 Assisting managers in directing and controlling activities 

 Motivating managers and other employees towards organisation’s goals 

 Measuring performance of activities, managers and other employees 

 Assessing the organisation’s competitive position and ensuring long-term competitiveness by 

working with other managers 

Process of management – cost 
Managers need cost information to perform each of these functions. A cost is the measure of 

resources given up to achieve a particular purpose. More information does not mean more benefits if 

information overloads results. 

Objective of cost management systems 

 Measure the cost of resources consumed 

 Identify and eliminate non-value-added costs 

 Determine efficiency and effectiveness of major activities 



 Identify and evaluate new activities that can improve performance 

Product costs are costs associated with goods for sale until the time period during which the products 

are sold, at which time the costs are expensed. 

Period costs are costs that are expensed during the time period in which they are incurred. 

Expenses are the consumption of assets for the purpose of generating revenue. 

Cost classifications on financial statements – income statement 

 Product costs  cost of goods sold 

 Period costs  operating expenses 

Manufacturing costs 

The product consists of direct material, direct labour and manufacturing overhead. Manufacturing costs 

are often combined as follows: 

 Cost objects are anything for which a separate measurement of costs is desired  

o Individual products, alternative marketing strategies, departments, geographic 

segments of the business 

 Cost drivers are any factors that affect cost (an activity is not a cost object) 

o Activity: machining operations cost driver: machine hours, setupsetup hours, 

inspectionpieces inspected, purchasingpurchase orders 

Basic cost terminology 
 Cost accumulation – a collection of cost data in an organised manner 

 Cost assignment – a general term that includes gathering accumulated costs to a cost object. 

This includes: 

o Tracing accumulated costs with a direct relationship to the cost object and 

o Allocating accumulated costs with an indirect relationship to a cost object 

Traceability: Direct and indirect cost 
Direct costs are traceable to a specific cost object (economical to trace) - can see the association with 

production (direct materials/direct labour). 

It is the cost of raw material that is used to make, and can be conveniently traced, to the finished 

product. 



Indirect costs cannot be identified specifically with a cost object (uneconomical to trace to a specific 

product) - cannot see direct association with production (production manager salary). 

Cost behaviour 
Cost behaviour means how a cost will react to changes in the level of business activity.  

Cost behaviour – cost driver activity 

 Assumptions: costs can be divided into either fixed or variable 

 Fixed costs do not change in total in response to changes in level of activity for a given time 

period  

 Variable costs change in total in response to changes in level of activity  

o Cost per unit is constant  

 Mixed costs: combination of both fixed and variable costs 

 Step costs: where changes in level of activity will result in sudden significant cost changes 

 

Controllability 
A cost that can be significantly influenced by a manager is a controllable cost.  

- Cost of food used in restaurant  restaurant manager  controllable 

- Cost of national advertising by restaurant chain  restaurant manager  uncontrollable 

An opportunity cost is the potential benefit that is given up when one alternative is selected over 

another. 

Sunk costs are all costs incurred in the past that cannot be changed by any decision made now or in the 

future. Sunk costs should not be considered decisions.  

Differential costs are costs that differ between alternatives.  

Manufacturing costs 
 Manufacturing costs are incurred within the factory area 

 Upstream and downstream costs are non-manufacturing costs 

 Manufacturing costs include three categories: direct material, direct labour and manufacturing 

overhead 

o This classification as direct or indirect cost assumes that products are the relevant cost 

objects 

Fixed Variable 



 Under conventional product costing, only manufacturing costs are included in product costs 

 

Cost of Goods Manufactured 

Direct material costs: 

 Beginning inventory    32    

 Direct materials purchased   84_ 

 Cost of direct materials available for use  116   

 Ending inventory    (8) 

  Direct materials used    108 

Direct manufacturing labour costs    42 

Indirect manufacturing costs: 

 Plant supplies used    4 

 Property taxes on plant    2 

 Plant utilities     9 

 Indirect manufacturing labour costs  27 

 Depreciation – plant and equipment  6 

 Miscellaneous manufacturing overhead  15 

 Total indirect manufacturing costs   63 

Manufacturing costs incurred during 2015   213 

Add: beginning work-in-process inventory   18 

Total manufacturing costs to account for   231 

Less: ending work-in-process inventory    (3) 

Cost of goods manufactured     228 

 

Planning comprises selecting organisation goals, predicting results under various alternative ways of 

achieving goals, deciding how to attain goals and communicating goals to organisation. 

Control comprises taking actions that implement the planning decisions, deciding how to evaluate 

performance, providing feedback and learning to help future decision making.   


