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In every business enterprise, various transactions and events take place every day; sales are affected,?
purchases are made, expenses are met or incurred, payments are received and made, assets are sold

and acquired.?Concept of Managerial Accounting ?The managerial accounting team of Anglo-American
Council on Productivity defined managerial accounting as: ?"The presentation of accounting information

in such a way as to assist management in the creation of policy and in day-to-day operation of an
understanding" ?American Accounting Association defines managerial accounting as ?under: ?The

application of appropriate techniques and concepts in processing historical and projected economic data
of an entity to assist management in establishing plans for reasonable economic objectives and in the

making of ?rational decisions with a view towards these objectives". J Batty defines: ?"Managerial
accounting is the term used to describe accounting methods, systems and techniques which coupled
with special knowledge and ability, assists management in its task of maximizing profits or minimizing

losses" ?Brown and Howard define: ?"Management accounting is that aspect of accounting which is
concerned with the efficient management of a business through the presentation of management of such

information as will facilitate efficient and opportune planning and control"Managerial accounting is
concerned with accounting information which is useful to management" ?According to CIMA, London:

?Managerial accounting is an integral part of management concerned ?with identifying, presenting, and
interpreting information used for: ?(a) formulating strategy.?(3) devise workable standards of

performance matching to the responsibilities and measure the performance and assist in the ?An
analysis of the above definitions enables us to define management accounting as the processing and

presenting of accounting, cost accounting and other economic data, both historical and projected, in
such a way as would assist in the performance evaluation of managerial functions, viz.?It operates as a

double-edged sword assisting the management in proper performance of its functions of planning,
decision-making and control, and at the same time, enabling the owners and other interested parties to

evaluate and ?appraise the management of the enterprise ?Tools and Techniques of Managerial
Accounting ?A number of tool and techniques have been used under managerial accounting to help

management in achieving the desired goals.Financial accounting has to be governed by the "generally
accepted principles". This is so because, it has to cater for the informational needs of the outsiders. It

has to stick to the generally accepted methods of presentation of such information. Regarding the
contents and form of information, financial accounting has to abide by the legal provisions also.

?Managerial accounting has not to worry about such legal and/or conventional constraints and the
"generally accepted principles".Based on the foregoing, we will discuss in this chapter, Route To

Management, Evolution of Managerial Accounting, The Concept of Managerial Accounting , Objectives'
of Managerial Accounting , Nature of Managerial Accounting, Scope of Managerial Accounting ,Tools

and Techniques of Managerial Accounting ,Difference between Financial Accounting and Cost
Accounting ,Difference between Financial Accounting and Managerial Accounting ,Difference between
Cost Accounting and Managerial Accounting ,Limitations of Managerial Accounting ,Conflicts in ?Profit

versus Value Maximization Principle and Finally, Role of Managerial Accountant in Decision
Making.?Financial accounting executes the function of exposing a true and fair overall picture of the

results or activities carried on by an enterprise during a period (via statement of profit and loss) and its
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financial position at the end of the year (via balance sheet) ?Also, on the basis of financial accounting,
effective control can be exercised on the property and assets of the enterprise to ensure that they are

not ?misused or misappropriated.?Objectives of Managerial Accounting ?The fundamental objective of
managerial accounting is to assist the management in carrying out its duties efficiently so that maximize
profits or minimize losses of management. ?The main difference between financial accounting and cost
accounting ?are summarised below: ?1) Financial accounting aims at safeguarding the interests of the

business and its proprietors and others connected with it. This is done by providing suitable information
to various parties, such as shareholders or partners, present or prospective creditors etc.?Both have the

same objectives of assisting management in its functions of planning, decision-making, controlling and
techniques like budgetary control, standard costing and marginal costing owe their existence to cost
accounting ?and have slipped into the kitbag of the managerial accountant.Managerial accounting is

concerned equally with short-range and long-range planning and uses highly sophisticated techniques
like sensitivity analysis, probability structures, etc., in the planning and forecasting prices.?Managerial

accounting collects and provides accounting, cost accounting, economic and statistical information to the
men at various managerial levels to assist them in the performance of managerial functions and ?their

evaluations.It is the development and application of various techniques of recording, analysis,
interpretation, and presentation, making the financial, costing, and other data active and effective in the

performance of managerial functions, viz., ?planning, decision-making and control.The main objective of
the management is to manage the company following a managing pattern comprised of formulation of

plan, allocation of responsibilities for implementing the plan, organizing procedures to assist in the
?execution of the plan, and control of the performance.?Financial policies may relate to the

determination of the capital requirement, sources of funds, determination and distribution of income, use
of debt and equity capital and the determination of the optimum level of ?investment in various

areas.?On the other hand, Managerial Accounting refers to managerial processes and technologies that
are focused on adding value to organizations by attaining the effective use of resources, in dynamic and

competitive contexts.?In managerial accounting fixed assets may be stated at appraisal values,
overhead costs may be omitted from inventories or revenues may be recorded before

realization.Managerial accounting statements in addition to monetary information also consist non-
monetary information, viz., quantities of materials consumed, number of workers, quantities produced

and sold and ?so on. ?9.?Conflicts in Profit Versus Value Maximization Principle ?A process that
businesses undergo to determine the best output and price levels in order to maximize its

income.Because outside suppliers of capital relied on audited financial statements, independent
accountants had a keen interest in establishing well defined ?procedures for corporate financial

reporting.?To assist in this process, the accounting system provides to the ?management the following
information viz: (1) data designed to assist in the formulation of a plan covering all business functions,

?(2) transform the project in quantitative terms with sources available to finance the project
costs.planning, decision- making and control ?Processing and presenting of the data involve the use of

techniques of cost accounting, budgetary control, standard costing, break-even analysis, ?ratio-
analysis, funds, and cash flow analysis, etc.To formulate Planning and policy: ?Planning involves
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forecasting on the basis of available information, setting goals; framing polices determining the
alternative courses of action and deciding on the program of activities.Providing methods and techniques

for evaluating the performance of the management in the light of the objectives of the enterprises, thus
assisting ?in the implementation of the principle of management by objectives.?(3) Decision Making:

?Managerial accounting helps the management through the techniques of marginal costing, differential
costing, capital budgeting, cash flow analysis, discounted cash flow etc.?Investment decisions relate to

the effective deployment of scarce resources in terms of funds while the Financing decisions are
concerned with ?acquiring optimum finance for attaining financial objectives.?(11) Financial accounts do
not provide information on the relative efficiencies of various workers, plants, and machinery, while cost
accounts provide valuable information on the relative efficiencies of various plants and ?machinery ?12)
Financial reports (profit and loss account and balance sheet) are prepared periodically - quarterly, half

yearly or annual basis.The approach of the cost accountant is much narrower than that of a managerial
accountant, who may have to use certain economic and statistical data along with the costing data to

enable the management to be more accurate ?the precise in its functions of planning, decision-making
and control.?The data provided if it has to be really effective in the management process, must be ?(1)

relevant and precise, ?(2) consistent and comparable, ?(3) presented in an appropriate and
understandable form, ?(4) provided at appropriate time intervals, and ?(5) provided to meet the needs of

various levels of management.During this early period, most firms were tightly controlled by a few
owner-managers who borrowed based on personal relationships and their personal assets ?Since there

were no external shareholders and little unsecured debt, there was little need for elaborate financial
reports.In contrast, managerial accounting was relatively sophisticated and provided the essential

information needed to ?manage the early large-scale production of textile, steel, and other
products.?After the turn of the century, financial accounting requirements grow rapidly because of new

pressures placed on companies by capital markets, ?creditors, regulatory bodies, and federal taxation of
income.?By pin-pointing the significant deviations between actual and expected activities, and by

adhering to the principles of selectivity and relevance, such reports help in the installation and operation
of the system of 'management by exceptions.?(6) Reporting: ?Managerial accountant prepares the

necessary reports for providing information to the different levels of management by proper selection of
data to ?be presented, organization of data or selecting the appropriate method of reporting.?Difference
Between Financial Accounting and Cost Accounting ?Both financial accounting and cost accounting are

concerned with systematic recording and presentation of financial data ?Financial accounting reveals
profits and losses of the business as a whole during a particular period, while cost accounting shows, by

analysis ?and localization, the unit costs and profits and losses of different product lines.Managerial
accounting, in addition to the tools and techniques, like variable costing, break-even analysis, standard

costing, etc., available to cost accounting, also makes use of other techniques like cash flow, ratio
analysis, ?etc., which are not within the scope of cost accounting.In addition, in the working out of the
estimates and future costs, ?approximation has to be resorted to. Even in case of historical data, the

cost and time required for accuracy may be prohibitive and compel the management accountant to do
some approximations.In a communitarian company, broadly educated college graduates develop a
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cumulative multi-function knowledge of the organization before they become managers.College
graduates who have specialized in a particular area of study such as industrial engineering, accounting,
or marketing are hired by organizations to work in that particular functional area.?As a consequence, for

many decades, management accountants increasingly focused their efforts on ensuring that financial
accounting ?requirements were met, and financial reports were released on time.?But in most

companies, management accounting practices up through themid-1980s were largely indistinguishable
from practices that were common ?prior to World War I ?In recent years, however, new economic forces

have led to many ?important innovations in management accounting. In the decision-making process
management accounting provides selective and fruitful information out of the data collected ?3)

Management accounting is a technique of selective nature: ?Management accountant takes into account
only those data from the financial statement and communicates to the management which is useful for

taking decisions.?Scope of Managerial Accounting ?Managerial accounting includes financial accounting
and extends to the operation of a system of cost accountancy, budgetary control, and statistical

data.?While meeting the legal and conventional requirements regarding the presentation of financial
statements, (profit and loss account, balance sheet and cash flow statements) it stresses emphasis upon
the establishment and operation ?of internal controls.?Such analysis assists management in the location
of responsibilities and to effect necessary changes in the organizational set up to achieve the objectives

of ?the enterprise in a more efficient manner.Assisting management in decision-making by: ?(a)
providing relevant accounting, other data and ?(b) analyzing the effect of alternative proposals on the
profits and position ?of the enterprise.?It includes determining both long term and short-term financial

objectives, formulating financial policies and developing the financial ?procedures etc.?(5) Statistical and
Graphical Techniques: ?Managerial accountant uses various statistical and graphical techniques in order

to make the information more meaningful and presentation of the same in such a form so that it may
help the management in decision making.?To that extent financial accounting helps to assess the overall

progress of a concern, its strength, and weaknesses by providing the figures relating to ?several
previous years.?Data provided by Cost and Financial Accounting is further used for the management of

all processes associated with the efficient acquisition and deployment of short-, medium- and long-term
financial resources.?Hence, Managerial Accounting is a distinctive form of resource management which

facilitates management's 'decision making' by producing ?information for managers within an
organization.Managerial accounting, in addition to the study of events in relation to the enterprise as a

whole take's organization in its various units and segments and attempts to trace the impact and effect of
the business transactions and events through its various divisions and sub-divisions.Since financial
accounting data is historical in nature, it is more precise than the managerial accounting data, which
generally reflects the expected future, and hence could only be an estimation.Cost accounting data

generally serves as a base to which the tools and techniques of managerial accounting can be applied to
make it more purposeful and management oriented.?Limitations of Managerial Accounting ?The

management accountant has the responsibility of producing and providing dependable accounting and
other relevant data for the use of management.A company's equity shares are actively traded in the
stock exchanges, the wealth of the equity shareholders is represented in market value of the equity
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?shares.?Since they affect the operation and position of the enterprise, they need to be measured,
recorded, analyzed, and reported to the managerial, so that the ?management can evaluate their effect

upon the enterprise.?Managerial accounting systematic allocate responsibilities for implementation of
plans and budgets.It presents accounting information with the help of statistical devices like charts,

diagrams, graphs, etc.To Facilitate Coordination of Operations: ?Managerial accounting provides tools
for overall control and coordination of business operations. ?Nature of Managerial Accounting ?The

following aspects are considered as the nature of management accounting ?1) Managerial accounting is
a decision-making system: ?Managerial accounting provides accounting information in such a way as to

assist management in the creation of policy and in the day-to-day operations.?The managerial
accountant is expected to analyze the deviation by reasons and responsibility and to suggest appropriate
corrective measures in ?deserving cases.Improving, modifying, and sharpening the effectiveness of co-

existing techniques of analysis.?The techniques of linear programming, statistical quality control,
?investment chart, sales and earning chart etc.1 ?3) Financial accounting emphasizes the measurement
of profitability, while cost accounting aims at ascertainment of costs and accumulates data for ?this very

purpose. ?5) Financial accounting provides operating results and financial position usually gives
information through cost reports to the management as ?and when desired ?6) Financial accounts deal
mainly with actual facts and figures, but ?cost accounts deal partly with facts and figures and partly with

estimates.Financial accounting is attached more with reporting the results and position of the business to
persons and authorities other than management - Government, creditors, investors, owners, etc.Even in

case of sole proprietorship and partnership firms financial accounting becomes a necessity for tax
purposes.The most common source of confusion is the word 'cost' ?There are historical costs, full costs,

direct costs, variable costs, standard costs, original costs, residual costs, net costs, differential costs,
opportunity costs, estimated cost and incremental costs.?The wealth maximization is now redefined as

value maximization, since the goal of management is to maximize the present wealth of the owners, i.e.,
equity shareholders of a company.For a business, it is not necessary that profit should be the only

objective; it may concentrate on various other aspects like increasing sales, capturing more market
share etc., which will take care of profitability.It should be noted that managerial accounting makes use
of not only accounting techniques but also of statistical and mathematical techniques.?Their orientation

to a specific business function enhances their mobility in the external labor market, but they are
frequently locked into their chosen specialty area.Disloyalty to the company is not an insoluble problem
for the organization in an individualistic system however, because a functional ?specialist can be easily

replaced with another functional specialist.?Evolution of Managerial Accounting ?Managerial accounting
has its roots in the industrial revolution of the 19th century.?Many firms needed to raise funds from

increasingly widespread and detached suppliers of capital.?The above involves participation in
management to ensure that there is effective: ?(1) formulation of plans to meet objectives (strategic

planning).To assist in Decision-making process: ?Managerial accounting makes decision-making
process more scientific with the help of various modern techniques.Information/figure relating to cost,
price, profit, and savings for each of the available alternatives are collected and analyzed accordingly

which will provide a base for taking sound decisions.?4) Managerial accounting analyses different
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variables: ?Managerial accounting helps in analyzing the reasons for variations in profit as compared to
the past period.?5) Managerial accounting does not set particular formats for information: ?It provides

necessary information to the management in the form which may be more useful to the management in
taking various decisions on different aspects of the business.?The scope of managerial accounting, inter

alia includes: ?1.The accounts and the document files are repository of vast quantities of details about
the past progress of the enterprise, without which forecasts of ?the future is very hazardous for the

enterprise.Thus, management accounting serves not only as a tool in the hands of management, but
also provides for a technique of evaluating the performance ?of the management itself.The objective of

Financial Management is to maximize the wealth of shareholders ?by taking effective Investment,
Financing and Dividend decisions.?The last and very important 'Dividend decision' relates to the

determination of the amount and frequency of cash which can be paid out of ?profits to
shareholders.This enables the management to eliminate less profitable product lines ?and maximize the

profits by concentrating on more profitable ones.?Difference Between Financial Accounting and
Managerial Accounting ?Financial accounting and managerial accounting both appear to be similar in as

much as both study the impact of business transactions and events ?of the enterprise and report and
interpret the results thereof.But managerial accounting, although having its roots in financial accounting
?differs from the latter in the following respects.Managerial accounting reports emphasize on the details

of operational costs, inventories, products, process, and jobs.In managerial accounting, weekly,
?fortnightly, and even monthly reporting is used.Managerial accounting statements are for internal use

and ?thus neither published nor audited ?Difference Between Cost Accounting and Managerial
Accounting ?Cost accounting and managerial accounting both are internal to the ?organization.It is the

managerial accountant who is supposed to have a clear idea regarding the items and types of costs
required to analyses and decide specific business problems and the effect of such costs on alternate

solutions.Managerial accounting is concerned, both, with assisting management in its functions, as well
as evaluating the performance of the management as an institution. However, the information and

reports presented by management accountant still suffers from the following ?limitations: ?1) Different
meaning of the same term: ?In accounting different terms carry different meanings under different set of

circumstances and conditions.?For example, the management accounting data will not disclose the
extent to which the quality and utility of a product is affected by the changes in ?materials or methods of
production.The business will usually adjust influential factors such as production costs, sale prices, and

output levels as a way of reaching its profit
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