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  Preface



Welcome to the world of accounting, where numbers tell the story of a business’s financial health. In this book, “Accounting for Professionals,” the first instalment of the Business Professionalism series, I, Anath Lee Wales, will be your guide as we embark on an enlightening journey through the realm of accounting.




Accounting is a fundamental pillar of any successful business. It is the language of commerce, allowing us to understand and analyze financial information to make informed decisions. Whether you are an aspiring professional, a seasoned entrepreneur, or simply curious about the intricate workings of business finance, this book is designed to provide you with a comprehensive understanding of accounting principles and practices.




We will begin by laying the foundation with an exploration of the essential accounting concepts. From Accounting Terms to Generally Accepted Accounting Principles (GAAP), we will demystify the jargon and equip you with the terminology needed to navigate the accounting landscape with confidence.




Next, we will delve into the heart of accounting: Double-Entry Accounting, Debits and Credits, Journal Entries, and the critical role they play in maintaining accurate financial records. Understanding these core concepts is crucial for any individual looking to grasp the intricacies of financial transactions and their impact on a company’s books.




As we progress, we will shed light on key aspects of accounting such as Accounts Payable and Accounts Receivable, Financial Statements, and Transaction Analysis. These topics will unveil the art of interpreting financial information and provide valuable insights into a company’s financial performance, liquidity, and profitability.




To further enrich our knowledge, we will explore the realm of Job Costing and the Cost of Goods Sold. By examining these essential elements, we will gain a deeper understanding of how costs are allocated, ensuring accurate valuation and effective decision-making.




Bookkeeping, Inventory, and Depreciation will also occupy our attention, as we unravel the meticulous processes involved in recording, tracking, and depreciating assets. The management of these crucial components holds the key to maintaining a clear financial picture and sound business practices.




Moreover, we will distinguish between Managerial Accounting and Financial Accounting, shedding light on the unique roles they play in helping businesses make informed decisions and meet their strategic objectives. This understanding will enable you to appreciate the different lenses through which financial information is viewed and utilized.




In this digital age, accounting software has become an indispensable tool for professionals. Hence, we will explore various Accounting Software options, their features, and their benefits, equipping you with the knowledge necessary to select and utilize the most suitable tools for your business.




Finally, we will delve into the realm of Budgeting. This invaluable skill allows businesses to plan, control, and monitor their financial resources effectively. By understanding the principles of budgeting, you will acquire the tools needed to set realistic financial goals and achieve sustainable growth.




As we embark on this journey together, I encourage you to immerse yourself fully in the content, take advantage of the exercises and practical examples, and embrace the opportunity to apply your newfound knowledge to real-world scenarios. Remember, understanding accounting is not a passive endeavour but an active pursuit that empowers you to navigate the complex world of business finance.




Let us begin our exploration of accounting’s intricacies, and may this book be your compass as you navigate the captivating realm of accounting in the world of business.




Anath Lee Wales






I

Part One: Accounting in Business

Accounting is the systematic process of recording, summarizing, analyzing, and interpreting financial information to facilitate decision-making, financial reporting, and control in businesses. It involves tracking income, expenses, assets, and liabilities to provide accurate financial insights.
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Accounting, also known as accountancy, is the measurement, processing, and communication of financial and non-financial information about economic entities such as businesses and corporations. Accounting, which has been called the “language of business”, measures the results of an organization’s economic activities and conveys this information to various stakeholders, including investors, creditors, management, and regulators. Practitioners of accounting are known as accountants. The terms “accounting” and “financial reporting” are often used as synonyms.

Accounting can be divided into several fields including financial accounting, management accounting, tax accounting and cost accounting. Financial accounting focuses on reporting an organisation’s financial information, including the preparation of financial statements, to the external users of the information, such as investors, regulators and suppliers; and management accounting focuses on the measurement, analysis and reporting of information for internal use by management. The recording of financial transactions, so that summaries of the financials may be presented in financial reports, is known as bookkeeping, of which double-entry bookkeeping is the most common system. Accounting information systems are designed to support accounting functions and related activities.

Accounting has existed in various forms and levels of sophistication throughout human history. The double-entry accounting system in use today was developed in medieval Europe, particularly in Venice, and is usually attributed to the Italian mathematician and Franciscan friar Luca Pacioli. Today, accounting is facilitated by organizations such as standard-setters, accounting firms and professional bodies. Financial statements are usually audited by accounting firms and are prepared following generally accepted accounting principles (GAAP). GAAP is set by various standard-setting organizations such as the Financial Accounting Standards Board (FASB) in the United States and the Financial Reporting Council in the United Kingdom. As of 2012, “all major economies” have plans to converge towards or adopt the International Financial Reporting Standards (IFRS). 

History

Accounting is thousands of years old and can be traced to ancient civilizations. The early development of accounting dates back to ancient Mesopotamia, and is closely related to developments in writing, counting and money; there is also evidence of early forms of bookkeeping in ancient Iran and early auditing systems by the ancient Egyptians and Babylonians. By the time of Emperor Augustus, the Roman government had access to detailed financial information. 

Double-entry bookkeeping was pioneered in the Jewish community of the early-medieval Middle East and was further refined in medieval Europe. With the development of joint-stock companies, accounting is split into financial accounting and management accounting.

The first published work on a double-entry bookkeeping system was the Summa de arithmetica, published in Italy in 1494 by Luca Pacioli (the “Father of Accounting”). Accounting began to transition into an organized profession in the nineteenth century, with local professional bodies in England merging to form the Institute of Chartered Accountants in England and Wales in 1880. 

Etymology

Both the words accounting and accountancy were in use in Great Britain by the mid-1800s, and are derived from the words accompting and accountantship used in the 18th century. In Middle English (used roughly between the 12th and the late 15th century) the verb “to account” had the form accounten, which was derived from the Old French word aconter, which is in turn related to the Vulgar Latin word computare, meaning “to reckon”. The base of computare is putare, which “variously meant to prune, to purify, to correct an account, hence, to count or calculate, as well as to think”.

The word “accountant” is derived from the French word compter, which is also derived from the Italian and Latin word computare. The term was formerly written in English as “accomptant”, but in the process of time the word, which was always pronounced by dropping the “p”, became gradually changed both in pronunciation and in orthography to its present form. 

Terminology

Accounting has variously been defined as the keeping or preparation of the financial records of transactions of the firm, the analysis, verification and reporting of such records and “the principles and procedures of accounting”; it also refers to the job of being an accountant. 

Accountancy refers to the occupation or profession of an accountant, particularly in British English. 

Topics

Accounting has several sub-fields or subject areas, including financial accounting, management accounting, auditing, and taxation and accounting information systems. 
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Financial accounting focuses on the reporting of an organisation’s financial information to external users of the information, such as investors, potential investors and creditors. It calculates and records business transactions and prepares financial statements for external users following generally accepted accounting principles (GAAP). GAAP, in turn, arises from the wide agreement between accounting theory and practice and changes over time to meet the needs of decision-makers. 

Financial accounting produces past-oriented reports—for example, financial statements are often published six to ten months after the end of the accounting period—on an annual or quarterly basis, generally about the organization as a whole. 

Objectives

Financial accounting and financial reporting are often used as synonyms.

1. According to International Financial Reporting Standards: the objective of financial reporting is:

To provide financial information that is useful to existing and potential investors, lenders and other creditors in making decisions about providing resources to the reporting entity. 

2. According to the European Accounting Association:

Capital maintenance is a competing objective of financial reporting. 

Financial accounting is the preparation of financial statements that the public and the relevant stakeholders can consume. Financial information would be useful to users if such qualitative characteristics are present. When producing financial statements, the following must comply; 

Fundamental Qualitative Characteristics:

Relevance: Relevance is the capacity of financial information to influence the decision of its users. The ingredients of relevance are the predictive value and confirmatory value. Materiality is a sub-quality of relevance. Information is considered material if its omission or misstatement could influence the economic decisions of users taken based on the financial statements.

Faithful Representation: Faithful representation means that the actual effects of the transactions shall be properly accounted for and reported in the financial statements. The words and numbers must match what happened in the transaction. The ingredients of faithful representation are completeness, neutrality and free from error.

Enhancing Qualitative Characteristics:

Verifiability: Verifiability implies consensus between the different knowledgeable and independent users of financial information. Such information must be supported by sufficient evidence to follow the principle of objectivity.

Comparability: Comparability is the uniform application of accounting methods across entities in the same industry. The principle of consistency is under comparability. Consistency is the uniform application of accounting across points in time within an entity.

Understandability: Understandability means that accounting reports should be expressed as clearly as possible and should be understood by those to whom the information is relevant.

Timeliness: Timeliness implies that financial information must be presented to the users before a decision is to be made.

Three components of financial statements

Statement of cash flows (cash flow statement)

The statement of cash flows considers the inputs and outputs in concrete cash within a stated period. The general template of a cash flow statement is as follows: Cash Inflow - Cash Outflow + Opening Balance = Closing Balance

Example 1: at the beginning of September, Ellen started with $5 in her bank account. During that same month, Ellen borrowed $20 from Tom. At the end of the month, Ellen bought a pair of shoes for $7. Ellen’s cash flow statement for September looks like this:

Cash inflow: $20

Cash outflow: $7

Opening balance: $5

Closing balance: $20 – $7 + $5 = $18

Example 2: at the beginning of June, WikiTables, a company that buys and resells tables, sold 2 tables. They’d originally bought the tables for $25 each and sold them for $50 per table. The first table was paid out in cash however the second one was bought in credit terms. WikiTables’ cash flow statement for June looks like this:

Cash inflow: $50 - How much WikiTables received in cash for the first table? They didn’t receive cash for the second table (sold in credit terms).

Cash outflow: $50 - How much they’d originally bought the 2 tables for.

Opening balance: $0

Closing balance: $50 – 2*$25 + $0 = $50–50=$0 - Indeed, the cash flow for June for WikiTables amounts to $0 and not $50.

Important: the cash flow statement only considers the exchange of actual cash and ignores what the person in question owes or is owed.

Statement of financial performance (income statement, profit & loss (p&l) statement, or statement of operations)

The statement of profit or income statement represents the changes in the value of a company’s accounts over a set period (most commonly one fiscal year) and may compare the changes to changes in the same accounts over the previous period. All changes are summarized on the “bottom line” as net income, often reported as “net loss” when income is less than zero.

The net profit or loss is determined by:

Sales (revenue)

– Cost of goods sold

– Selling, general, and administrative expenses (SGA)

– Depreciation/ amortization

= Earnings before interest and taxes (EBIT)

– Interest and tax expenses

= Profit/loss

Statement of financial position (balance sheet)

The balance sheet is the financial statement showing a firm’s assets, liabilities and equity (capital) at a set point in time, usually, the end of the fiscal year reported on the accompanying income statement. The total assets always equal the total combined liabilities and equity. This statement best demonstrates the basic accounting equation:

Assets = Liabilities + Equity

The statement can be used to help show the financial position of a company because liability accounts are external claims on the firm’s assets while equity accounts are internal claims on the firm’s assets.

Accounting standards often set out a general format that companies are expected to follow when presenting their balance sheets. International Financial Reporting Standards (IFRS) normally require that companies report current assets and liabilities separately from non-current amounts. A GAAP-compliant balance sheet must list assets and liabilities based on decreasing liquidity, from most liquid to least liquid. As a result, current assets/liabilities are listed first followed by non-current assets/liabilities. However, an IFRS-compliant balance sheet must list assets/liabilities based on increasing liquidity, from least liquid to most liquid. As a result, non-current assets/liabilities are listed first followed by current assets/liabilities. 

Current assets are the most liquid assets of a firm, which are expected to be realized within 12 months. Current assets include:

● cash - physical money

● accounts receivable - revenues earned but not yet collected

● Merchandise inventory - consists of goods and services a firm currently owns until it ends up getting sold

● Investee companies - expected to be held less than one financial period

● prepaid expenses - expenses paid for in advance for use during that year

Non-current assets include fixed or long-term assets and intangible assets:

Fixed (long-term) assets

● property

● building

● equipment (such as factory machinery)

Intangible assets

● copyrights

● trademarks

● patents

● goodwill

Liabilities include:

Current liabilities

● trade accounts payable

● dividends payable

● employee salaries payable

● interest (e.g. on debt) payable

Long term liabilities

● mortgage notes payable

● bonds payable

Owner’s equity, sometimes referred to as net assets, is represented differently depending on the type of business ownership. Business ownership can be in the form of a sole proprietorship, partnership, or corporation. For a corporation, the owner’s equity portion usually shows common stock and retained earnings (earnings kept in the company). Retained earnings come from the retained earnings statement, prepared before the balance sheet. 

Statement of retained earnings (statement of changes in equity)

This statement is added to the three main statements described above. It shows how the distribution of income and transfer of dividends affects the wealth of shareholders in the company. The concept of retained earnings means profits from previous years that are accumulated till the current period. The basic proforma for this statement is as follows:

Retained earnings at the beginning of the period

+ Net Income for the period

- Dividends

= Retained earnings at the end of the period. 

Basic concepts

The stable measuring assumption

One of the basic principles in accounting is “The Measuring Unit principle”:

The unit of measure in accounting shall be the base money unit of the most relevant currency. This principle also assumes the unit of measure is stable; that is, changes in its general purchasing power are not considered sufficiently important to require adjustments to the basic financial statements.” 

Historical Cost Accounting, i.e., financial capital maintenance in nominal monetary units, is based on the stable measuring unit assumption under which accountants simply assume that money, the monetary unit of measure, is perfectly stable in real value to measure (1) monetary items not inflation-indexed daily in terms of the Daily CPI and (2) constant real value non-monetary items not updated daily in terms of the Daily CPI during low and high inflation and deflation.

Units of constant purchasing power

The stable monetary unit assumption is not applied during hyperinflation. IFRS requires entities to implement capital maintenance in units of constant purchasing power in terms of IAS 29 Financial Reporting in Hyper-inflationary Economies.

Financial accountants produce financial statements based on the accounting standards in a given jurisdiction. These standards may be the Generally Accepted Accounting Principles of a respective country, which are typically issued by a national standard setter, or International Financial Reporting Standards (IFRS), which are issued by the International Accounting Standards Board (IASB).

Financial accounting serves the following purposes:

● producing general-purpose financial statements

● producing information used by the management of a business entity for decision-making, planning and performance evaluation

● Producing financial statements for meeting regulatory requirements.

Objectives of financial accounting

Systematic recording of transactions: the basic objective of accounting is to systematically record the financial aspects of business transactions (i.e. book-keeping). These recorded transactions are later classified and summarized logically for the preparation of financial statements and their analysis and interpretation.

Ascertainment of the result of the above-recorded transactions: accountant prepares a profit and loss account to know the result of business operations for a particular time. If expenses exceed revenue then it is said that the business is running at a loss. The profit and loss account helps the management and different stakeholders in taking rational decisions. For example, if the business is not proven to be remunerative or profitable, the cause of such a state of affairs can be investigated by the management for taking remedial steps.

Ascertainment of the financial position of the business: businessman is not only interested in knowing the result of the business in terms of profits or loss for a particular period but is also anxious to know what he owes (liability) to the outsiders and what he owns (assets) on a certain date. To know this, an accountant prepares a financial position statement of assets and liabilities of the business at a particular point in time and helps in ascertaining the financial health of the business.

Providing information to the users for rational decision-making: accounting as a ‘language of business’ communicates the financial result of an enterprise to various stakeholders through financial statements. Accounting aims to meet the financial information needs of the decision-makers and helps them in rational decision-making.

To know the solvency position: by preparing the balance sheet, management not only reveals what is owned and owed by the enterprise but also gives the information regarding concern’s ability to meet its liabilities in the short run (liquidity position) and also in the long-run (solvency position) as and when they fall due.

Graphic definition

The accounting equation (Assets = Liabilities + Owners’ Equity) and financial statements are the main topics of financial accounting.

The trial balance, which is usually prepared using the double-entry accounting system, forms the basis for preparing the financial statements. All the figures in the trial balance are rearranged to prepare a profit & loss statement and balance sheet. Accounting standards determine the format for these accounts (SSAP, FRS, and IFRS). Financial statements display the income and expenditure of the company and a summary of the assets, liabilities, and shareholders’ or owners’ equity of the company on the date on which the accounts were prepared.

Asset, expense, and dividend accounts have normal debit balances (i.e., debiting these types of accounts increases them).

Liability, revenue, and equity accounts have normal credit balances (i.e., crediting these types of accounts increases them).

0 = Dr Assets                           Cr Owners’ Equity               Cr Liabilities 

.      _____________________________/\____________________      .

.     /   Cr Retained Earnings (profit)        Cr Common Stock \.

.   _________________/\_______________________________     .           .

.  / Dr Expenses      Cr Beginning Retained Earnings \    .           .

.    Dr Dividends     Cr Revenue                          .           .

\________________________/ \__________________________________________________/

increased by debits          increased by credits







Crediting a credit                        

Thus ————————————-> account increases its absolute value (balance)

Debiting a debit                            







Debiting a credit                        

Thus ————————————-> account decreases its absolute value (balance)

Crediting a debit

When the same thing is done to an account as its normal balance it increases; when the opposite is done, it will decrease. Much like signs in math: two positive numbers are added and two negative numbers are also added. It is only when there is one positive and one negative (opposites) that you will subtract.

However, it is important to note that there are instances of accounts, known as contra-accounts, which have a normal balance opposite that listed above. Examples include:

● Contra-asset accounts (such as accumulated depreciation and allowances for bad debt or obsolete inventory)

● Contra-revenue accounts (such as sales allowances)

● Contra-equity accounts (such as treasury stock)

Financial accounting versus cost accounting

Financial accounting aims at finding out the results of an accounting year in the form of a Profit and Loss Account and Balance Sheet. Cost Accounting aims at computing the cost of production/service scientifically and facilitating cost control and cost reduction.

Financial accounting reports the results and position of businesses to the government, creditors, investors, and external parties.

Cost Accounting is an internal reporting system for an organisation’s management for decision-making.

In financial accounting, cost classification is based on the type of transactions, e.g. salaries, repairs, insurance, stores etc. In cost accounting, classification is based on functions, activities, products, and processes and internal planning and control and information needs of the organization.

Financial accounting aims at presenting a ‘true and fair’ view of transactions, profit and loss for a period and a Statement of financial position (Balance Sheet) on a given date. It aims at computing a ‘true and fair’ view of the cost of production/services offered by the firm. 

Related qualification

Many professional accountancy qualifications cover the field of financial accountancy, including Certified Public Accountant CPA, Chartered Accountant (CA or other national designations, American Institute of Certified Public Accountants AICPA and Chartered Certified Accountant (ACCA).
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Management accounting focuses on the measurement, analysis and reporting of information that can help managers in making decisions to fulfil the goals of an organization. In management accounting, internal measures and reports are based on cost-benefit analysis and are not required to follow the generally accepted accounting principle (GAAP). In 2014 CIMA created the Global Management Accounting Principles (GMAPs). The result of research from across 20 countries on five continents, the principles aim to guide best practices in the discipline. 

Management accounting produces past-oriented reports with time spans that vary widely, but it also encompasses future-oriented reports such as budgets. Management accounting reports often include financial and non-financial information, and may, for example, focus on specific products and departments.

In management accounting or managerial accounting, managers use accounting information in decision-making and to assist in the management and performance of their control functions.

Definition

IFAC’s Definition of enterprise financial management concerns three broad areas: cost accounting; performance evaluation and analysis; planning and decision support. Managerial accounting is associated with higher value and more predictive information. Copyright July 2009, International Federation of Accountants

One simple definition of management accounting is the provision of financial and non-financial decision-making information to managers. In other words, management accounting helps the directors inside an organization to make decisions. This can also be known as Cost Accounting. This is the way toward distinguishing, examining, deciphering and imparting data to supervisors to help accomplish business goals. The information gathered includes all fields of accounting that educate the administration regarding business tasks identifying with the financial expenses and decisions made by the organization. Accountants use plans to measure the overall strategy of operations within the organization.

According to the Institute of Management Accountants (IMA), “Management accounting is a profession that involves partnering in management decision making, devising planning and performance management systems, and providing expertise in financial reporting and control to assist management in the formulation and implementation of an organization’s strategy”.

Management accountants (also called managerial accountants) look at the events that happen in and around a business while considering the needs of the business. From this, data and estimates emerge. Cost accounting is the process of translating these estimates and data into knowledge that will ultimately be used to guide decision-making. 

The Chartered Institute of Management Accountants (CIMA) being the largest management accounting institute with over 100,000 members describes Management accounting as analysing information to advise business strategy and drive sustainable business success. 

Scope, practice, and application

The Association of International Certified Professional Accountants (AICPA) states management accounting is a practice that extends to the following three areas:

● Strategic management — advancing the role of the management accountant as a strategic partner in the organization

● Performance management — developing the practice of business decision-making and managing the performance of the organization

● Risk management — contributing to frameworks and practices for identifying, measuring, managing and reporting risks to the achievement of the objectives of the organization

The Institute of Certified Management Accountants (CMA) states, “A management accountant applies his or her professional knowledge and skill in the preparation and presentation of financial and other decision-oriented information in such a way as to assist management in the formulation of policies and the planning and control of the operation undertaking”.

Management accountants are seen as the “value-creators” among the accountants. They are more concerned with forward-looking and taking decisions that will affect the future of the organization; than with the historical recording and compliance (scorekeeping) aspects of the profession. Management accounting knowledge and experience can be obtained from varied fields and functions within an organization, such as information management, treasury, efficiency auditing, marketing, valuation, pricing, and logistics. In 2014 CIMA created the Global Management Accounting Principles (GMAPs). The result of research from across 20 countries on five continents, the principles aim to guide best practices in the discipline.

Management Accounting and Decision-Making

Management accounting writers tend to present management accounting as a loosely connected set of decision‑making tools. Although the various textbooks on management accounting make no attempt to develop an integrated theory, there is a high degree of consistency and standardization in the methodology of presentation. In this chapter, the concepts and assumptions which form the basis of management accounting will be formulated in a comprehensive management accounting decision model.

The formulation of theory in terms of conceptual models is a common practice. Virtually all textbooks in business administration use some type of conceptual framework or model to integrate the fundamentals being presented. In economic theory, there are conceptual models of the firm, markets, and the economy. In management courses, there are models of organizational structure and managerial functions. In marketing, there are models of marketing decision‑making and channels of distribution. Even in financial accounting, models of financial statements are used as a framework for teaching the fundamentals of basic financial accounting. The model, A = L + C, is very effective in conveying an understanding of accounting.

Management accounting texts are based on a very specific model of the business enterprise. For example, all texts assume that the business which is likely to use management accounting is a manufacturing business. Also, there is unanimity in assuming that the behaviour of variable costs within a relevant range tends to be linear. The consequence of assuming that variable costs vary directly with volume is a classification of cost into fixed and variable. A description of the managerial accounting perspective of management and the business enterprise will help put in focus the subject matter to be presented in a later chapter

The Management Accounting Perspective of the Business Enterprise

The management accounting view of business may be divided into two broad categories: (1) basic features and (2) basic assumptions.

Basic Features

The business firm or enterprise is an organizational structure in which the basic activities are departmentalized as line and staff. There are three primary line functions: marketing, production, and finance. The organization is run or controlled by individuals collectively called management. The staff or advisory functions include accounting, personnel, and purchasing and receiving. The organization has a communication or reporting system (e.g. budgeting) to coordinate the interaction of the various staff and line departmental functions. The environment in which the organization operates includes investors, suppliers, governments (state and federal), bankers, accountants, lawyers, competitors, etc.)

The organizational aspect of the business firm is illustrated in Figure 2.1. This descriptive model shows that there are different levels of management. A commonly used approach is to classify management into three levels: Top management, middle management, and lower-level management. The significance of a hierarchy of management is that decision‑making occurs at three levels.

Basic Assumptions in Management Accounting

The framework of management accounting is based on a number of implied assumptions. Although no single work has attempted to identify all of the assumptions,

Figure 2.1 • Conventional Organizational Chart
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the major assumptions will be detailed below. Five categories of assumptions will be presented:

● Basic goals

● Role of management

● Nature of Decision‑making

● Role of the accounting department

● Nature of accounting information

Basic Goal Assumptions - The basic goals or objectives of the business enterprise may be multiple. For example, the goal may be to maximize net income. Other goals could be to maximize sales, ROI, or earnings per share. Management accounting does not require a specific type of goal. However, whatever form the goal takes, management will at all times try to achieve a satisfactory level of profit. A less-than-satisfactory level of profit may portend a change in management.

Role of Management Assumptions - The success of the business depends primarily upon the skill and abilities of management–which skills can vary widely among different managers. The business is not completely at the mercy of market forces. Management can through its actions (decisions) influence and control events within limits. In order to achieve desired results, management makes use of specific planning and control concepts and techniques. Planning and control techniques which management may use include business budgeting, cost‑volume‑profit analysis, incremental analysis, flexible budgeting, segmental contribution reporting, inventory models, and capital budgeting models. Management, in order to improve decision‑making and operating results, will evaluate performance through the use of flexible budgets and variance analysis.

Decision-making Assumptions - A critical managerial function is decision-making. Decisions which management must make may be classified as marketing, production, and financial. Decisions may also be classified as strategic and tactical and long‑run and short‑run. A primary objective of decision‑making is to achieve optimum utilization of the business’s capital or resources. Effective decision‑making requires relevant information and special analysis of data.

Accounting Department Assumptions - The accounting department is a primary source of information necessary for making decisions. The accounting department is expected to provide information to all levels of management. Management will consider the accounting department capable of providing data useful in making marketing, production, and financial decisions.

Nature of Accounting Information - In order for the accounting department to make a meaningful analysis of data, it is necessary to distinguish between fixed and variable costs and other types of costs that are not important in the recording of business transactions. Some but not all of the information needed by management can be provided from financial statements and historical accounting records. In addition to historical data, management will expect the management accountant to provide other types of data, such as estimates, forecasts, future data, and standards. 

Each specific managerial technique requires an identifiable type of information. The accounting department will be expected to provide the information required by a specific tool. In order for the accounting department to make many types of analysis, a separation of costs into fixed and variable will be required. The management accountant need not provide information beyond the relevant range of activity.

Implications of the Basic Assumptions

The assumption that there are three types of decisions,( marketing, production, and financial) requires that management identify the specific decisions under each category. The identification of specific decisions is critical because only then can the appropriate managerial accounting technique be properly used.

Some typical management decisions of a manufacturing business include:
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An understanding of financial statements is critical to the ability of management to make good decisions. Financial statements, although prepared by accountants, are actually created by management through the implementation of decisions. The historical data from which accountants prepare financial statements result from actual management decisions. The reader and user of financial statements is not primarily the accountant but management. From a management accounting point of view, it is management rather than accountants that need to have a greater understanding of financial statements.

The income statement and the balance sheet can be viewed as a descriptive model for decision‑making. Financial statements reflect success or lack of success in making decisions. Management can be deemed successful when the desired income has been attained and the financial position is considered sound. To achieve managerial success management must manage successfully the assets, liabilities, capital, revenue and expenses. Financial statements, then, serve as a ready and convenient checklist of decision‑making areas.

The basic balance sheet equation, of course, is A = L + C. A management accounting interpretation is that the assets or resources come from the creditors (liabilities) and the owners (capital). It is the management’s responsibility to manage both sides of the equation. That is, management must make decisions about both the resources (assets) and the sources of the assets (liabilities and capital).

Each item on the balance sheet is an area of management. Stated differently each

the item on financial statements represents a critical area sensitive to mismanagement. Cash, accounts receivable, inventory, fixed assets, accounts payable, etc. can be too large or too small. Given this fact, then, for each item, there must be the right amount or optimum. It is the management’s responsibility to make the best decision possible regarding each item on the financial statements. Gross mismanagement of any single item could either result in the failure of the business or the downfall of management.

Following are some examples of decisions associated with specific financial statement items:
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The statement that the management accountant will be required to furnish information not of a historical nature means that the accountant will have to deal with planned and estimated or future data. Furthermore, much of this data will not be found in the historical data bank from which the accountant prepares financial statements. The management accountant may be required to do an analysis requiring data of an economic nature. For example, analysis of pricing may require data about the company’s demand curve. Labour cost analysis may require estimating the productivity of labour relative to various wage rates.

Decision-making in Management Accounting

In management accounting, decision‑making may be simply defined as choosing a course of action from among alternatives. If there are no alternatives, then no decision is required. A basic assumption is that the best decision is the one that involves the most revenue or the least amount of cost. The task of management with the help of the management accountant is to find the best alternative.

The process of making decisions is generally considered to involve the following steps:

● Identify the various alternatives for a given type of decision.

● Obtain the necessary data necessary to evaluate the various alternatives.

● Analyze and determine the consequences of each alternative.

● Select the alternative that appears to best achieve the desired goals or objectives.

● Implement the chosen alternative.

● At an appropriate time, evaluate the results of the decisions against standards or other desired results.

From the descriptive model of the basic features and assumptions of the management accounting perspective of business, it is easy to recognize that decision‑making is the focal point of management accounting. The concept of decision‑making is a complex subject with a vast amount of management literature behind it. How businessmen make decisions has been intensively studied. In management accounting, it is useful to classify decisions as:

● Strategic and tactical

● Short‑run and long‑run

Strategic and Tactical Decisions

In management accounting, the objective is not necessarily to make the best decision but to make a good decision. Because of complex interacting relationships, it is very difficult, even if possible, to determine the best decision. Management decision‑making is highly subjective.

Whether a decision is good or acceptable depends on the goals and objectives of management. Consequently, a prerequisite to decision‑making is that management has set the organization’s goals and objectives. For example, management must decide on strategic objectives such as the company’s product line, pricing strategy, quality of product, willingness to assume risk, and profit objective.

In setting goals and objectives, it is useful to distinguish between strategic and tactical decisions. Strategic decisions are broad‑based, qualitative types of decisions which include or reflect goals and objectives. Strategic decisions are non-quantitative in nature. Strategic decisions are based on the subjective thinking of management concerning goals and objectives.

Tactical decisions are quantitative executable decisions which result directly from strategic decisions. The distinction between strategic and tactical is important in management accounting because the techniques of management accounting pertain primarily to tactical decisions. Management accounting does not typically provide techniques for assisting in making strategic decisions.

Examples of strategic decisions and tactical decisions from a management accounting point of view include:

[image: Image]

Once a strategic decision has been made, then a specific management tool can be used to aid in making the tactical decision. For example, if the strategic decision has been made to avoid stock-outs, then a safety stock model may be used to determine the desired level of inventory.

The classification of decisions as strategic and tactical logically results in thinking about decisions as qualitative and quantitative. In management accounting, the approach to decision‑making is basically quantitative. Management accounting deals with those decisions that require quantitative data. In a technical sense, management accounting consists of mathematical techniques or decision models that assist management in making quantitative type decisions.

[image: Image]

Examples of quantitative decisions include:

Short‑run Versus Long-run Decision-making

The decision‑making process is complicated somewhat by the fact that the horizon for making decisions may be for the short run or long run. The choice between the short‑run or the long run is particularly critical concerning the setting of profitability objectives. A fact of the real business world is that not all companies pursue the same measures of success. Profitability objectives which management might choose to maximize include:

● Net income

● Sales

● Return on total assets

● Return on total equity

● Earnings per share

The decision‑making process is, consequently, affected by the profitability objective and the choice of the long run versus the short run. If the objective is to maximize sales, then the method of financing a new plant is not immediately important. However, if the objective is to maximize short‑run net income, then management might decide to issue stock rather than bonds to avoid interest expense. In the short run, profits might suffer from expenditures for preventive maintenance or research and development. In the long run, the company’s profit might be greater because of preventive maintenance or research and development.

Although the interests of management and the organization may be presumed to coincide, the possibility of making decisions in the short run may cause a conflict of interest. An individual manager planning to make a career or job change might have a tendency to make decisions that maximize profitability in the short run. The motivation for pursuing short‑run profits may be to create a favourable resume.

The tools in management accounting such as C‑V‑P analysis, variance analysis, budgeting, and incremental analysis are not designed to deal with long-range objectives and decisions. Consequently, the results obtained from using management accounting tools should be interpreted as benefits for the short run, and not necessarily the long‑run. Hopefully, decisions which clearly benefit the short‑run will also benefit the long‑run. Nevertheless, it is important for the management accountant, as well as management, to beware of possible conflicts between short‑run and long‑run planning and decision‑making.

Management Accounting Decision Models

Management accounting consists of a set of tools that have been proven to be useful in making decisions involving revenue and cost data. Even though many of the techniques appear to be simplistic in nature, they have proven to be of consider‑ able value. A comprehensive list of the tools and their mathematical nature which constitute management accounting appears in Appendix C of this book.

The techniques which are also listed in Figure 2.2 are all based on mathematical equations or mathematical relationships. All of the techniques may be regarded as mathematical decision‑making models. For example, the foundation of C‑V‑P analysis is the equation: I = P(Q) - V(Q) - F. The mathematical models which form the foundation of every tool are summarized in Appendix C to this book.

The approach described above concerning the use of financial statements as a check list to identify decision‑making areas may also be used to identify the appropriate management accounting technique. For every item on financial statements, there is one or more appropriate management accounting technique.

The following illustrates the association of management accounting tools with specific financial statement items.

[image: Image]

Figure 2.2 • Management Accounting Tools
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Decision-making and Required Information

The assumption that management will use management accounting tools in making decisions places a burden on the management accountant. Each tool requires special information. The management accountant will be asked to provide the specialized information needed. Management accounting texts have traditionally emphasized the mechanics of techniques with little emphasis on how to obtain the necessary data. In many cases, the inability to obtain the required information has rendered a particular technique useless.

The following illustrates the kind of information required for certain selected tools:

[image: Image]

Comprehensive Management Accounting Decision Model

As the above discussion should make clear, decision‑making is a complex network of interrelated decision variables. Management can face an overwhelming task if it tries to identify every variable and minute decision relationship. One approach to dealing with complexity is the development of models, both mathematical and descriptive for the purpose of simulating only the relevant or more important variables. Management accounting is, therefore, one approach to simplifying complex relationships by dealing with key variables and models based on restricting assumptions.

The decision‑making process discussed in this chapter leads to the conclusion from a management accounting perspective that there is a connecting link between the following:


	Financial statement items

	Strategic and tactical decisions

	Management accounting techniques

	Decision‑making information




The relationships among these elements may be summarized by the following diagram:

[image: Image]

This relationship as discussed may be used to develop a comprehensive management accounting decision model for a manufacturing business. The complete version of this model as it applies to a manufacturing firm from a management accounting viewpoint is illustrated in the appendix to this chapter as Exhibits I, II, and III.

Summary

From a management accounting point of view, the primary purpose of management is to make decisions that may be classified as marketing, production, and financial. The tactical decisions which must be preceded by strategic decisions provide the historical data from which the accountant prepares financial statements. In addition to statements summarizing historical transactions, financial statements may be regarded as a descriptive model for decision‑making. Every item or element on the financial statements is the result of a decision or decisions. For each decision, there exists a management accounting tool that may be used to make a good decision. However, management accounting tools can be used only if the management accountant is successful in providing the information demanded by the particular tool.

Appendix: Management Accounting Decision‑Making Model

Exhibit 1 Balance Sheet Model
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Exhibit 2 • Income Statement Model
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Exhibit 3 • Cost of Goods Manufactured Model
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Management accounting information differs from financial accountancy information in several ways:

● while shareholders, creditors, and public regulators use publicly reported financial accountancy, information, only managers within the organization use the normally confidential management accounting information

● while financial accountancy information is historical, management accounting information is primarily forward-looking;

● while financial accountancy information is case-based, management accounting information is model-based with a degree of abstraction to support generic decision-making;

● While financial accountancy information is computed by reference to general financial accounting standards, management accounting information is computed by reference to the needs of managers, often using management information systems.

Focus:

Financial accounting focuses on the company as a whole.

Management accounting provides detailed and disaggregated information about products, individual activities, divisions, plants, operations and tasks.

Traditional versus innovative practices

[image: Image]

Managerial costing timeline Used with permission by the author A. van der Merwe. Copyright 2011. All Rights Reserved.

The distinction between traditional and innovative accounting practices is illustrated with the visual timeline of managerial costing approaches presented at the Institute of Management Accountants 2011 Annual Conference.

Traditional standard costing (TSC), used in cost accounting, dates back to the 1920s and is a central method in management accounting practised today because it is used for financial statement reporting for the valuation of income statement and balance sheet line items such as cost of goods sold (COGS) and inventory valuation. Traditional standard costing must comply with generally accepted accounting principles (GAAP US) and aligns itself more with answering financial accounting requirements rather than providing solutions for management accountants. Traditional approaches limit themselves by defining cost behaviour only in terms of production or sales volume.

In the late 1980s, accounting practitioners and educators were heavily criticized because management accounting practices (and, even more so, the curriculum taught to accounting students) had changed little over the preceding 60 years, despite radical changes in the business environment. In 1993, the Accounting Education Change Commission Statement Number 4 called for faculty members to expand their knowledge about the actual practice of accounting in the workplace. Professional accounting institutes, perhaps fearing that management accountants would increasingly be seen as superfluous in business organizations, subsequently devoted considerable resources to the development of more innovative skill sets for management accountants.

Variance analysis is a systematic approach to the comparison of the actual and budgeted costs of the raw materials and labour used during a production period. While some form of variance analysis is still used by most manufacturing firms, it nowadays tends to be used in conjunction with innovative techniques such as life cycle cost analysis and activity-based costing, which are designed with specific aspects of the modern business environment in mind. Life-cycle costing recognizes that managers’ ability to influence the cost of manufacturing a product is at its greatest when the product is still at the design stage of its product life-cycle (i.e., before the design has been finalized and production commenced), since small changes to the product design may lead to significant savings in the cost of manufacturing the products.

Activity-based costing (ABC) recognizes that, in modern factories, most manufacturing costs are determined by the amount of ‘activities’ (e.g., the number of production runs per month, and the amount of production equipment idle time) and that the key to effective cost control is therefore optimizing the efficiency of these activities. Both lifecycle costing and activity-based costing recognize that, in the typical modern factory, the avoidance of disruptive events (such as machine breakdowns and quality control failures) is of far greater importance than (for example) reducing the costs of raw materials. Activity-based costing also de-emphasizes direct labour as a cost driver and concentrates instead on activities that drive costs, such as the provision of a service or the production of a product component.

Another approach is the German Grenzplankostenrechnung (GPK) costing methodology. Although it has been practised in Europe for more than 50 years, neither GPK nor the proper treatment of ‘unused capacity’ is widely practised in the U.S. 

Another accounting practice available today is resource consumption accounting (RCA). RCA has been recognized by the International Federation of Accountants (IFAC) as a “sophisticated approach at the upper levels of the continuum of costing techniques” The approach provides the ability to derive costs directly from operational resource data or to isolate and measure unused capacity costs. RCA was derived by taking the costing characteristics of GPK, and combining the use of activity-based drivers when needed, such as those used in activity-based costing. 

A modern approach to close accounting is continuous accounting, which focuses on achieving a point-in-time close, where accounting processes typically performed at period-end are distributed evenly throughout the period.

Role within a corporation

Consistent with other roles in modern corporations, management accountants have a dual reporting relationship. As strategic partners and providers of decision-based financial and operational information, management accountants are responsible for managing the business team and at the same time having to report relationships and responsibilities to the corporation’s finance organization and finance organization.

The activities management accountants provide inclusive of forecasting and planning, performing variance analysis, reviewing and monitoring costs inherent in the business are ones that have dual accountability to both finance and the business team. Examples of tasks where accountability may be more meaningful to the business management team vs. the corporate finance department are the development of new product costing, operations research, business driver metrics, sales management score-carding, and client profitability analysis. (See financial planning.) Conversely, the preparation of certain financial reports, reconciliations of the financial data to source systems, and risk and regulatory reporting will be more useful to the corporate finance team as they are charged with aggregating certain financial information from all segments of the corporation.

In corporations that derive much of their profits from the information economy, such as banks, publishing houses, telecommunications companies and defence contractors, IT costs are a significant source of uncontrollable spending, which in size is often the greatest corporate cost after total compensation costs and property-related costs. A function of management accounting in such organizations is to work closely with the IT department to provide IT cost transparency. 

Given the above, one view of the progression of the accounting and finance career path is that financial accounting is a stepping stone to management accounting. Consistent with the notion of value creation, management accountants help drive the success of the business while strict financial accounting is more of a compliance and historical endeavour.

Specific methodologies

Activity-based costing (ABC)

Activity-based costing was first clearly defined in 1987 by Robert S. Kaplan and W. Bruns as a chapter in their book Accounting and Management: A Field Study Perspective. They initially focused on the manufacturing industry, where increasing technology and productivity improvements have reduced the relative proportion of the direct costs of labour and materials, but have increased the relative proportion of indirect costs. For example, increased automation has reduced labour, which is a direct cost, but has increased depreciation, which is an indirect cost.

Grenzplankostenrechnung

Grenzplankostenrechnung (GPK) is a German costing methodology, developed in the late 1940s and 1960s, designed to provide a consistent and accurate application of how managerial costs are calculated and assigned to a product or service. The term Grenzplankostenrechnung, often referred to as GPK has best been translated as either marginal planned cost accounting or flexible analytic cost planning and accounting. 

The origins of GPK are credited to Hans Georg Plaut, an automotive engineer, and Wolfgang Kilger, an academic, working towards the mutual goal of identifying and delivering a sustained methodology designed to correct and enhance cost accounting information. GPK is published in cost accounting textbooks, notably Flexible Plankostenrechnung und Deckungsbeitragsrechnung and taught at German-speaking universities.

Lean accounting (accounting for lean enterprise)

In the mid-to late-1990s, several books were written about accounting in the lean enterprise (companies implementing elements of the Toyota Production System). The term lean accounting was coined during that period. These books contest those traditional accounting methods that are better suited for mass production and do not support or measure good business practices in just-in-time manufacturing and services. The movement reached a tipping point during the 2005 Lean Accounting Summit in Dearborn, Michigan, United States. 320 individuals attended and discussed the advantages of a new approach to accounting in the lean enterprise. 520 individuals attended the 2nd annual conference in 2006 and it has varied between 250 and 600 attendees since that time.

Resource consumption accounting (RCA)

Resource consumption accounting (RCA) is formally defined as a dynamic, fully integrated, principle-based, and comprehensive management accounting approach that provides managers with decision-support information for enterprise optimization. RCA emerged as a management accounting approach around 2000 and was subsequently developed at CAM-I, the Consortium for Advanced Manufacturing–International, in a Cost Management Section RCA interest group in December 2001.

Throughput accounting

The most significant recent direction in managerial accounting is throughput accounting; which recognizes the interdependencies of modern production processes. For any given product, customer or supplier, it is a tool to measure the contribution per unit of constrained resource.

Transfer pricing

Management accounting is an applied discipline used in various industries. The specific functions and principles followed can vary based on the industry. Management accounting principles in banking are specialized but do have some common fundamental concepts used whether the industry is manufacturing-based or service-oriented. For example, transfer pricing is a concept used in manufacturing but is also applied in banking. It is a fundamental principle used in assigning value and revenue attribution to the various business units. Essentially, transfer pricing in banking is the method of assigning the interest rate risk of the bank to the various funding sources and uses of the enterprise. Thus, the bank’s corporate treasury department will assign funding charges to the business units for their use of the bank’s resources when they make loans to clients. The treasury department will also assign funding credit to business units that bring in deposits (resources) to the bank. Although the funds’ transfer pricing process is primarily applicable to the loans and deposits of the various banking units, this proactive is applied to all assets and liabilities of the business segment. Once transfer pricing is applied and any other management accounting entries or adjustments are posted to the ledger (which are usually memo accounts and are not included in the legal entity results), the business units can produce segment financial results which are used by both internal and external users to evaluate performance.

Resources and continuous learning

There are a variety of ways to keep current and continue to build one’s knowledge base in the field of management accounting. Certified Management Accountants (CMAs) are required to achieve continuing education hours every year, similar to a Certified Public Accountant. A company may also have research and training materials available for use in a corporate-owned library. This is more common in Fortune 500 companies that have the resources to fund this type of training medium.

There are also journals, online articles and blogs available. The journal Cost Management (ISSN 1092-8057) and the Institute of Management Accounting (IMA) site are sources which include Management Accounting Quarterly and Strategic Finance publications.

Tasks and services provided

Listed below are the primary tasks/services performed by management accountants. The degree of complexity relative to these activities are dependent on the experience level and abilities of any one individual.

● Rate and volume analysis: In variance analysis, rate and volume are two ways of measuring performance. Rate is the ratio between two data points—for example, sales divided by customers or expenses divided by revenue. Volume refers to the number of times something occurs—like customer purchases or shipping costs.

● Business metrics development: Business metrics, also called KPIs (key performance indicators) display a measurable value that shows the progress of a company’s business goals. They’re usually tracked on a KPI dashboard. Business metrics indicate whether a company has achieved its goals in a planned time frame.

● Price modelling: Pricing modeling refers to the methods you can use to determine the right price for your products. Price models take into consideration factors such as cost of producing an item, the customer’s perception of its value and type of product—for example, retail goods compared to services.

● Product profitability: Profit is the amount of revenue that remains after accounting for all expenses, debts, and other costs. So product profitability, then, refers to how much money a product makes minus what it costs to build, sell, and support it. Businesses also refer to profit as the bottom line.

● Geographic vs. industry or client segment reporting (Demographic): Demographic segmentation refers to the grouping of customers based on characteristics like age, sex, gender, race, or income level. Geographic segmentation divides customers into groups based on location like country, state, town, or climate.

● Sales management scorecards: A sales scorecard is different than a sales dashboard. A scorecard is more personalized to specific reps and their development/goals. Scorecards get more granular by tracking rep activities, the results of those activities, and opportunities for improvement. A dashboard look at specific KPIs like quota attainment, revenue, and pipeline leakage.

● Cost analysis: Cost analysis, is the process of calculating the potential earnings from a situation or project and subtracting the total cost associated with completing it. It predicts the profit gained from a project and compares the project’s cost to its estimated financial benefits.

● Cost-benefit analysis: Cost–benefit analysis (CBA), sometimes also called benefit–cost analysis, is a systematic approach to estimating the strengths and weaknesses of alternatives. It is used to determine options which provide the best approach to achieving benefits while preserving savings in, for example, transactions, activities, and functional business requirements.

● Cost-volume-profit analysis: Cost-volume-profit (CVP) analysis is a way to find out how changes in variable and fixed costs affect a firm’s profit. Companies can use CVP to see how many units they need to sell to break even (cover all costs) or reach a certain minimum profit margin.

● Life cycle cost analysis: Life Cycle Cost Analysis (LCCA) is an economic evaluation technique that determines the total cost of owning and operating a facility over a period of time. Life Cycle Cost Analysis can be performed on large and small buildings or on isolated building systems.

● Client profitability analysis: A customer profitability analysis (CPA) looks at the revenue (or profit) that each individual customer generates. While activity-based costing examines individual cost drivers to determine the profitability of a product, a customer profitability analysis applies this same approach to customers.

● IT cost transparency: In short, IT cost transparency is tracking the total cost it requires to deliver and maintain the IT services that are provided to the business.

● Capital budgeting: Capital budgeting is a method of estimating the ﬁnancial viability of capital investment over the life of the investment. Unlike some other types of investment analysis, capital budgeting focuses on cash ﬂows rather than proﬁts.

● Buy vs. lease analysis: Buying results in higher upfront costs, and the asset appears as an asset on the balance sheet while leasing results in lower upfront costs. However, lease payments appear as an expense on the income statement, not as an asset on the balance sheet.

● Strategic planning: Strategic planning is a process in which an organization’s leaders define their vision for the future and identify their organization’s goals and objectives. The process includes establishing the sequence in which those goals should be realized so that the organization can reach its stated vision.

● Strategic management advice: Strategic management is the ongoing planning, monitoring, analysis and assessment of all necessities an organization needs to meet its goals and objectives. Changes in business environments will require organizations to constantly assess their strategies for success.

● Internal financial presentation and communication: Internal financial reporting is a business practice that involves compiling financial information on a frequent basis for use within the organization. The documents may contain confidential information, such as business indicators, financial performance, performance indicators, etc.

● Sales Forecasting: Sales forecasting is the process of estimating future revenue by predicting the amount of product or services a sales unit (which can be an individual salesperson, a sales team, or a company) will sell in the next week, month, quarter, or year.

● Financial forecasting: Financial forecasting is predicting a company’s financial future by examining historical performance data, such as revenue, cash flow, expenses, or sales. This involves guesswork and assumptions, as many unforeseen factors can influence business performance.

● Annual budgeting: An annual budget projects income and expenses, assets and liabilities, and cash position for an organization, generally for a 12-month period. Annual budgets are also known as operating plans, annual operating plans or financial operating plans.

● Cost allocation: Cost allocation is the process of identifying and assigning costs to activities, people, projects or any other cost objects. Its goal is to spread costs fairly across departments, calculate profitability and derive transfer prices. Essentially, it works to measure financial performance and improve decision-making.

Related qualifications

There are several related professional qualifications and certifications in the field of accountancy including:

Management Accountancy Qualifications

● CIMA: The Chartered Institute of Management Accountants is the global professional management accounting body based out of the UK. CIMA offers training and qualification in management accountancy and related subjects. It is focused on accountants working in the industry and provides ongoing support and training for members.

● ICMA: The Institute of Certified Management Accountants (ICMA) is an Australian organisation operating globally, focused on management accounting. It differs from other Australian Accounting societies: CPA Australia, Institute of Chartered Accountants of Australia, and Institute of Public Accountants due to this focus.

● ICAI-CMA: The Institute of Cost Accountants of India (ICMAI), which was also known as The Institute of Cost & Works Accountants of India (ICWAI) is a professional accountancy body in India. It is under the ownership of the Ministry of Corporate Affairs of the Government of India. It has as its prime responsibility (the Ministry of Corporate Affairs) to contribute to the cost and management accounting profession at the global level. The Institute of Chartered Accountants of India (ICAI) is India’s largest professional accounting body under the administrative control of the Ministry of Corporate Affairs, Government of India. It was established on 1 July 1949 as a statutory body under the Chartered Accountants Act, 1949 enacted by the Parliament for the promotion, development and regulation of the profession of Chartered Accountancy in India. In India, accounting standards and auditing standards are recommended by the National Financial Reporting Authority (NFRA) to the Government of India which sets the Standards on Auditing (SAs) to be followed in the audit of financial statements in India. The other reputed accounting research bodies in India are the Institute of Cost Accountants of India (ICMAI) and the University of Delhi, the University of Calicut and the University of Mumbai.

● ICMAP: The Institute of Cost and Management Accountants of Pakistan is a professional accounting body offering qualifications and training in management accountancy.

● CMA: Certified Management Accountant is a professional certification credential in the management accounting and financial management fields. The certification signifies that the person possesses knowledge in the areas of financial planning, analysis, control, decision support, and professional ethics.

Other Professional Accountancy Qualifications

● Chartered Institute of Public Finance and Accountancy, CIPFA: The Chartered Institute of Public Finance and Accountancy is a UK-based organisation for accountants who work in the public sector, accounting firms and other professional bodies where management of public funds is required. The Chartered Institute of Public Finance and Accountancy (CIPFA) is a UK-based international accountancy membership and standard-setting body.

● Chartered Certified Accountant (ACCA): Founded in 1904, the Association of Chartered Certified Accountants is the global professional accounting body offering the Chartered Certified Accountant qualification. It has 240,952 members and 541,930 future members worldwide. ACCA’s headquarters are in London with a principal administrative office in Glasgow.

● Cost & Management Accountant (CMA): Cost And Management Accountant (India) is a qualified accountant of the Institute of Cost Accountants of India.

● Chartered Accountant (CA): A chartered accountant (CA) is an international accounting designation granted to accounting professionals in many countries around the world, aside from the United States. In the United States, the equivalent to the CA designation is a certified public accountant (CPA).

● Certified Public Accountant (CPA): A CPA is a financial professional licensed by a state board to provide accounting services to the public. A CPA performs accounting duties such as tax preparation, auditing, and consulting. An accountant is an individual who professionally practices accounting.

● American Institute of Certified Public Accountants: The American Institute of Certified Public Accountants is the national professional organization of Certified Public Accountants in the United States, with more than 428,000 members in 130 countries.

● Certified Practicing Accountant (CPA Australia): CPA Australia online provides members with a range of finance, accounting and business information services and education.

● Chartered Global Management Accountant: The Chartered Global Management Accountant (CGMA) designation tells the world you’re a trusted, expert strategist connecting all aspects of the business.

Methods

● Activity-based costing: Activity-based costing is a costing method that identifies activities in an organization and assigns the cost of each activity to all products and services according to the actual consumption by each. Therefore, this model assigns more indirect costs into direct costs compared to conventional costing.

● Grenzplankostenrechnung (GPK): Grenzplankostenrechnung is a German costing methodology, developed in the late 1940s and 1950s, designed to provide a consistent and accurate application of how managerial costs are calculated and assigned to a product or service.

● Lean accounting: The term Lean accounting describes the financial reporting practices used by a company that embraces Lean thinking: focusing on the value delivered to the client and on waste elimination through better workflow and material management.

● Resource consumption accounting: Resource Consumption Accounting is a management theory describing a dynamic, integrated, and comprehensive management accounting approach that provides managers with decision support information for enterprise optimization.

● Standard cost accounting: Standard costing is an accounting method used by manufacturers to estimate the expected costs of a production process for the coming year. Standard cost accounting is a traditional cost accounting method introduced in the 1920s, as an alternative for the traditional cost accounting method based on historical costs.

● Throughput accounting: Throughput accounting is a principle-based and simplified management accounting approach that provides managers with decision-support information for enterprise profitability improvement. TA is relatively new in management accounting. 

● Transfer pricing: Transfer pricing is a technique used by multinational corporations to shift profits out of the countries where they operate and into tax havens. The technique involves a multinational selling itself goods and services at an artificially high price.
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