Unit 1: Introduction
Meaning, Objectives, Nature and Scope of management accounting, Difference between cost accounting and management accounting, Application of Cost concepts for managerial decision making; Concept of Cost control and Cost reduction, Cost management 

Q. What is Management accounting?
Ans-Management 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.
According to CIMA, London: “Management accounting is an integral part of management concerned with identifying, presenting and interpreting information used for: (a) formulating strategy; (b) planning and controlling activities; (c) decision taking; (d) optimising the use of resources; (e) disclosure to shareholders and others external to the entity; (f) disclosure to employees; (g) safeguarding assets.
Q. What are the objectives of management accounting?
Ans-The main objectives of management accounting are as follows:
1.  To formulate Planning and policy: Planning involves forecasting on the basis of available information, setting goals; framing polices determining the alternative courses of action and deciding on the program of activities. It facilitates the preparation of statements in the light of past results and gives estimation for the future.
2. To interpretation of financial documents: Management accounting is to present financial information to the management. Financial information must be presented in such a way that it is easily understood. It presents accounting information with the help of statistical devices like charts, diagrams, graphs, etc.
3. To assist in Decision-making process: Management 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 analysed accordingly which will provide a base for taking sound decisions.
4. To help in control: Management accounting is a helpful for managerial control. Management accounting tools e.g. standard costing and budgetary control are helpful in controlling performance. Cost control is affected through the use of standard costing and departmental control is made possible through the use of budgets. Performance of each and every individual is controlled with the help of management accounting.
5. To provide report: Management accounting keeps the management fully informed about the latest position of the concern
through reporting. It helps management to take proper and quick decisions. It informs the performance of various departments regularly to the top management.
6. [bookmark: _GoBack]To Facilitate Coordination of Operations: Management accounting provides tools for overall control and coordination of business operations. Budgets are important means of coordination.

Q. What are the nature of management accounting?
Ans-The following aspects are considered as the nature of management accounting:
a) Management accounting is a decision-making system: Management accounting provides accounting information in such a way as to assist management in the creation of policy and in the day-to-day operations. Though management accountant is not taking any decision but provides data which is helpful to management in decision making. It communicates a great variety of facts in a systematic and meaningful manner.
b) Management accounting is futuristic: Management accounting unlike the financial accounting, deals with the future. It helps in planning the future-because decisions are always taken for the future course of action. In the decision-making process management accounting provides selective and fruitful information out of the data collected.
c) 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.
d) Management accounting analyses different variables: Management accounting helps in analysing the reasons for variations in profit as compared to the past period. It analyses the effects of different variables on the profits and profitability of the concern.
e) Management accounting does not set particular formats for information: It provides necessary
f) 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

Q. Explain the scope of Management accounting.
Ans-The scope of management accounting, inter alia includes:
1. Formation, installation and operation of accounting, cost accounting, tax accounting and information systems. Management accountant has to construct and reconstruct these systems to meet the changing needs of management functions.
2.  The compilation and preservation of vital data for management planning. 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. The management accountant presents the past data in such a way as to reflect the trends of events to the management. He is supposed to give his assessment of anticipated changes in relevant areas. Such information provides effective assistance in the planning process. At times the management accountant may be called upon to associate with and even supervise the actual planning process along with other members of the management team.
3.  Providing means of communicating management plans to the various levels of organisation. This, on the one hand ensures the coordination of various segments of the enterprise plans and on the other defines the role of individual segments in the whole plan and assists the management in directing their activities.
4.  Providing and installing an effective system of feed-back reports. This would enable the management in its controlling function. 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. The management accountant is expected to analyse the deviation by reasons and responsibility and to suggest appropriate corrective measures in deserving cases.
5.  Analysing and interpreting accounting and other data to make it understandable and usable to the management. It is only through such analysis and clarification that the management is enabled to place the various data and figures in proper perspective in the performance of its functions. Such analysis assists management in the location of responsibilities and to effect necessary changes in the organisational set up to achieve the objectives of the enterprise in a more efficient manner.
6.  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. Management accountant helps the management in a proper understanding and analysis of the problem in hand and presentation of factual information obviously in financial terms.
7.  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.
8.  Improving, modifying and sharpening the effectiveness of co-existing techniques of analysis. The management accountant should always think of increasing the practicability of existing techniques. He should be on the lookout for the development of new techniques as well.
 
Q. Explain the tools and techniques of management accounting use.
Ans-A number of tool and techniques have been used under management accounting to help management in achieving the desired goals. For this the management accountant normally uses the following tool and techniques:
a) Financial Planning: Financial planning is the process of deciding in advance about the financial activities necessary for the organisation to achieve the desired objectives. It includes determining both long term and short term financial objectives, formulating financial policies and developing the financial procedures etc. 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.
b) Financial Statement Analysis: Financial statements are analysed to make data more meaningful.Comparative statement analysis, common size statement analysis, trend analysis, ratio analysis, cash flow analysis etc. are the major techniques of financial statement analysis used in management accounting.
c) Decision Making: Management accounting helps the management through the techniques of marginal costing, differential costing, capital budgeting, cash flow analysis, discounted cash flow etc. to select the best alternative which will maximise the profits of the business.
d) Control Techniques: Management should ensure that the plan formulated by it has been translated into action. Standard costing and budgetary control techniques are useful control techniques used by management.
e) Statistical and Graphical Techniques: Management 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. The techniques of linear programming, statistical quality control, investment chart, sales and earning chart etc. are of vital use.
f) Reporting: Management accountant prepares the necessary reports for providing information to the different levels of management by proper selection of data to be presented, organisation of data or selecting the appropriate method of reporting.

Q. What are the difference between management accounting and cost accounting?
Ans-Following are the difference between Cost accounting and management accounting 
1) Cost accounting is concerned more with the ascertainment, allocation, distribution and accounting aspects of costs. Management accounting is concerned more with impact and effect aspect of costs.
2)  Cost accounting data generally serves as a base to which the tools and techniques of management accounting can be applied to make it more purposeful and management oriented. Whereas, the management accounting data is derived both, from the cost accounts and financial accounts.
3)  The management accountant places the data in a wider perspective than the cost accountant. This accounts for a greater degree of relevance and objectivity in management accounting than in cost accounting. It is the management accountant who is supposed to have a clear idea regarding the items and types of costs required to analyse and decide specific business problems and the effect of such costs on alternate solutions. A cost accountant is definitely helpful in collecting such costing data for the management accountant.
4)  In the organisational set-up, management accountant generally is placed at a higher level of hierarchy than the cost accountant.
5)  The approach of the cost accountant is much narrower than that of a management 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.
6)  Management 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.
7)  Management accounting includes both financial accounting as well as cost accounting. It also embraces tax planning and tax accounting. Cost accounting does not include financial accounting and has nothing to do with tax accounting.
8)  Management 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. Cost accounting is more concerned with short-term planning. Evaluation of capital investment projects is the specialty of management accountant.
9)  Management accounting is concerned, both, with assisting management in its functions, as well as valuating the performance of the management as an institution. Cost accounting is concerned merely with assisting in management functions and does not provide for the evaluation of the performance of management.
10) Cost accounting is mostly historical in its approach and it projects the past. Management accounting is futuristic in its approach. Management accounting is more predictive in nature than cost accounting.
11) Cost accounting system can be installed without management accounting.                While management accounting cannot be installed without a proper cost accounting system.
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