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			Preface

			Management accounting may be seen as a practical tool aimed at solving the day-to-day financial management problems facing decision-makers in the private and public sectors. We feel, however, that this is too narrow a view of the potential of the subject. Accordingly, we have gone beyond this view. In this book, while we have looked at the practical techniques that can help managers and students solve management accounting problems, we have tried to approach the subject in a way that ensures coverage of technical, financial topics in an accessible style while making appropriate reference to research. In addition, the book goes beyond techniques to recognize qualitative issues by attempting to identify analytical and critical issues of relevance to decision-makers at all levels in a variety of organizations in both the private and public sectors. 

			While chapters contain exhibits and examples, we have introduced case studies from the end of Chapter 2. These can be approached on many levels such that students from a wide range of backgrounds and experience can benefit from working through them either in whole or in part. The case studies are intended to be underpinned by reference to the research literature to gain maximum benefit. We introduce some of this research literature in the practical context of each chapter to encourage further reading. The case studies in this book represent the development of teaching approaches at the University of Glamorgan and are one of a number of innovative approaches used in the delivery of accounting modules in the Business School at the University.

			In today’s competitive world, managers from whatever background need an understanding of the tools of management accounting when making financial decisions, yet they must also be aware of the qualitative issues affecting such decisions. Furthermore, they need to be aware of what is happening through research into their competitors. In this context, we believe that managers and students will find this book of value.

			HAPPY READING!
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			Chapter 1. An Introduction to Management Accounting 

			1.1	The Nature and Role of Management Accounting

			This chapter will introduce you to the world of management accounting by presenting an overview of the areas of work in which management accountants operate. It will commence by explaining the nature and scope of management accounting. You will see that management accounting is an evolving subject and that its nature and scope have changed and expanded over time, and will continue to do so. As the world of accounting has expanded, so specialties have developed, and we shall see that management accounting is one such specialty, having its own distinctive features and accepted areas of operation. You will see that, in a number of ways, management accounting is quite different from other forms of accounting. 

			This chapter will examine the historical beginnings and contexts of management accounting and will consider the nature of the forces and circumstances that have shaped its development. Consideration will be given to the influences that continue to shape management accounting’s current development and the likely future influences to which management accounting must respond in order to retain its relevance and effectiveness. 

			

			In particular, we will consider some of the ‘softer’ factors that affect any area of management science, including that of management accounting, and will examine the conditions and system requirements necessary for the successful implementation and maintenance of management accounting systems. We will see that, like many areas of accounting in the current organizational environment, management accounting is not necessarily an exact, entirely reliable, science. Some of these issues will be introduced within this chapter and then developed in later chapters.

			1.2	What is Management Accounting?

			One might think that a book devoted to management accounting would have little difficulty in answering this question. Not necessarily! A logical start is to examine the words ‘management’ and ‘accounting’ individually. Unfortunately, neither of these words has a single, universally agreed meaning. Management might be seen to encompass the entire range of activities involved in running an organization, not forgetting that organizations take many forms, including businesses of many types and not-for-profit organizations, within the private or public sectors. Accounting may be seen to encompass any of the activities that attempt to gauge the performance of an organization or to plan for an organization’s future performance.

			Additionally, it may be seen to include the traditional ‘accounting’ roles of stewardship, control and audit. The layman might think of accounting as being concerned only with those financial measurements undertaken by those with the title ‘accountant’ and of management as being concerned only with those activities undertaken by those with the title ‘manager.’ Neither is the case in real life. In competitive business environments and within a public sector that is increasingly focused upon effectiveness, value for money and ‘best practice,’ all organizational participants take on responsibility for both management and accounting. The actions of each individual within an organization have, after all, ‘trickle-down effect on other parts of the organization and an ‘upward’ effect on the eventual results of the organization as a whole. So, then, what is management accounting? Well, in a nutshell, management accounting is accounting (i.e., producing useful information) for management (whomever those managers happen to be and whatever their job titles). In this sense, ‘accounting’ includes the production of all information useful in running the organization. Hence, such information may be:

			•	Financial or non-financial; 

			•	Accurate, or broadly correct; 

			•	Actual (certain) or estimated (uncertain); 

			•	Based in the past or the future; 

			•	Detailed, or in a highly aggregated form; 

			•	Presented in any of a variety of spoken or written forms, such as numbers, tables, and graphs; 

			•	Related to profits/losses, costs/incomes, volumes, quality indicators, trends, etc.

			Similarly, ‘management’ may include the activities of individuals in a number of positions, for example:

			•	Senior managers; 

			•	Mid-level managers; 

			•	Lower-level managers; 

			•	Executive directors with management responsibilities; 

			•	Employees are not usually considered to be ‘managers,’ such as production line workers, call-center operatives, and salespeople.

			Thus, in many senses, an average person might not consider many of the areas of activity of management accounting to be accounting at all! Indeed, some writers have suggested that the term ‘management accountant’ should be replaced with a term such as ‘information manager’ in order to signify the wide scope of management accounting. Drucker (1994) has, for instance, suggested that the term ‘manufacturing economics’ might be a better contemporary term than management accounting within the manufacturing environment. Obviously, a different term would be required for the public sector aspects of management accounting. Interestingly, in recent years, management accounting organizations such as the UK’s Chartered Institute of Management Accounting (CIMA) have taken a more wide-ranging view of the scope of management accounting and have tended to take a more broad ‘management consultancy’ view of the work of their members. A perusal of a recent issue of CIMA’s monthly journal Financial Management will confirm this trend. It is interesting, too, to note the recent change of name of this journal from the former Management Accounting. This name change and the changing emphasis of CIMA have not, however, met with the universal approval of its members, some of whom take a narrower view of what management accounting should encompass. 

			A selection of definitions of management accounting, from a range of books on the subject, illustrates the variety of definitions possible. Garrison and Noreen state that managerial accounting (essentially a US term for management accounting – but see Proctor’s views below) is ‘concerned with providing information to managers – that is, people inside an organization who direct and control its operations.’ They continue that it ‘provides the essential data with which organizations are actually run and that it is ‘concerned with providing information to managers for use in planning and controlling operations and in decision making.’ Note here, the distinction made by Garrison and Noreen between planning, control and decision making. It is our view that planning, control and decision-making activities are inextricably interlinked. Planning, for example, can be seen as decision making for the future, and control can be seen to be ensuring that the decisions of the past are carried out (as well as ensuring that such decisions are still appropriate). Proctor offers the following explanations of management and managerial accounting, making a distinction between the two terms:

			‘Management accounting is orientated towards the future. It is primarily concerned with the provision of information to managers to help them plan, evaluate and control activities. It is essentially a service function, a means to an end rather than an end in itself. Managerial accounting also fits this description, but the use of the word ‘managerial’ emphasizes the service role. This may seem obvious, but, for much of the twentieth century, management accounting was used mainly to serve the needs of financial accounting, rather than to assist managers in their tasks.… Managerial accounting is about improving the future performance of organizations.’

			Proctor emphasizes that management accounting is not an end in itself. In essence, the slogan ‘If it is not useful, it is not information applies.

			Wilson and Wai, writing about managerial accounting, offer the following observations:

			‘Managerial accounting encompasses techniques and processes that are intended to provide financial and non-financial information to people within an organization to make better decisions and thereby achieve organizational control and enhance organizational effectiveness.’

			

			It is this last definition that we consider to be the most representative. Note that Wilson and Wai’s definition is broad in scope, reflecting management (managerial) accounting’s broad base and that the definition incorporates aspects of many areas of study, all interrelated with management accounting:

			•	Both financial and non-financial information – requiring management accountants to be more than just characterless ‘bean-counters.’ Additionally, management accountants deal in information, not just data, and thus must have the requisite skills to produce useful, meaningful, relevant information. Management accountants must ‘add value’ to data, processing it into useful information. 

			•	The provision of information to people – requiring management accountants to have ‘people skills’ and be able to communicate effectively. 

			•	Organizational control and effectiveness – requiring management accountants to have the ability to see the implications of their advice for the whole organization and to understand how the various parts of the organization are interrelated (i.e., the ‘soft’ (people) parts as well as the ‘hard’ parts).

			1.3	Management Accounting and Financial Accounting

			As seen above, management accounting has a rather broad potential coverage as compared with financial accounting, the latter possibly being a more generally understood term. Financial accounting is defined by the Oxford Dictionary of Accounting(Hussey, 1999) as:

			‘The branch of accounting is concerned with classifying, measuring, and recording the transactions of a business. It is primarily concerned with providing a true and fair view of the activities of a business to parties external to it. … Financial accounting can be separated into a number of specific activities, such as conducting audits, taxation, book-keeping and insolvency …’

			Thus, financial accounting can be considered to have a more narrow and specific/precise coverage than management accounting. However, the following points are worth noting:
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