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1 Purpose & Role of Management Accounting

1.1 Purpose of Management Accounting

Cost and management accounting is about providing necessary
financial and non-financial information to management and
employees at all levels inside the organization for decisjon making
purpose, so that they can better be able to make ratiog gcisions in
timely manner.

Example:

Reporting information on a cost of produc
the selling price of the product can be dej€r

For this purpose, cost and managerg gccounti
information gathering from insidg outside

Example:

made R produ

of ur

Inside information can bg
department each mon

xnd of the p

Outside information can be md Mct offered by

the organizatiogg

— _

Diagra

Strategic ]

e
accasuppony
Mo

Macro envile

Tactical Management ]

Operational
Management

of Management Accounting
\ anagement accounting can have different types of roles in
diffe Izations.

Followil® are the roles, which are commonly performed by the cost and
manag€ment accounting function or management accountant.

Roles | Details |
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Setting product
costs & selling
price

Management accountant works out the product cost
using suitable costing techniques such as absorption
and marginal costing methods (see later). They
calculate selling prices based on mark-up (Profit % on
cost) set by the senior management.

Budgeting and
forecasting

Management accountant prepares
present and future objectives an
organization. For this purpose

Communicating
& Reporting

from internal and exte
information in an a

manner.

Assisting in
decision
making

Manage
financi

manageme
control

ganization as a whole
ers information and

anagement Accounting

Management Accounting

Management accounting is not
required by law.

Management accounting is for
providing information to internal
parties such as Board of directors,
managers and employees.

internag®nal and local
frameworks and accounting
standards to prepare standardized
financial statements.

Management accounting adopts
flexible approach to internal
reporting. Format, structure, level
of details and channel of
communication depend on situation
to situation.
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Financial accounting mostly
provides financial information
along with minimum non-
financial disclosure required by
accounting standards in notes to
the financial statements.

Management accounting provides
both financial and non-financial
information. Usually explanation
and interpretation of technical
financial figures.

Financial accounting information
Is historical and do not provides
information on future prospects of
an organization.

Financial accounting provides

information on performance and
position of an organization at
regular intervals usually 12
months.

3 Planning, Decisiog# V¥

Diagram:

[ Planning

- What skills and resources will be needed? (SWOT analysis)
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After considering all above questions at minimum, Organizational
Objectives are set and strategies are decided to achieve those objectives
as part of planning process.

Everything considered during the planning process should be recorded
and updated each time plan is revised.

3.1.1 Objectives
Objectives are long term SMART (specific, me
relevant and time bounded) targets set by thg

attainable,

Examples:

Increase Profitability (specific) of t
(measureable, attainable) in two

s made to achieve organizational

g new products and selling them into existing market.

y proglucts into new market.

rious environment to golf club members.

Stratedfes made by the organization should be consistent with mission,
objectives.
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Example:

If organization set the objective implies very fast growth then use of
internal savings (retained earnings) will not lead to fulfilment of
objective. Rather organization should raise finance (shares or loan) to
support the objective of very fast growth.

3.2 Decision Making
Management at all levels needs to take decisions

3.3 Control
Control is exercised to eval
Whether the decisions m
should be taken.

anning Operational Planning
Short term planning.

Detailed planning.
Planning based on
plans into plans internal historical data

capable of (past experiences).
implementation.

Deciding, how much Issued covered by
units would be operational planning

manufactured for each | would be, how
product? What kind of | frequent machine
marketing strategy. pricing technique to maintenance should
adopt? be carried out?
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5 Difference between Data & Information

Data Information
Data is the collection of raw facts Information is the meaningful
and figures compilation of data.
Data do not support decision- Information suppqgts decision-
making. making.
Statement of comprehensive Reports to thg aent on
income and statement of financial | organizatiggfal performal®e are an
position are examples of data. example gformagjon.

6 Attributes of Good Information

) |
W

Attributes Details
Accurate Information shoufQ be om any ¢
grammatical glistakes,
Complete Informatiq d not\ge less than 100%.
Cost- Benefi#o iNnfamation
beneficial

User-targeted | Information shot

e the abili

excegd its costs.

geted to ap@l@priate person i.e.
decisiog¥ based on such

B the matter under
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7.2 Lack of time

Managers may not have enough time to read every report thoroughly
present to them or management accountant may not able to supply
information within time.

7.3 Lack of understanding
Managers may not understand the importance and
accounting information for decision-making pur
provision of such information useless or reducjd
making decisions.

available to management accoun
based on them.

8 Practice Questions
8.1 Question
The following assertions rel
accounting:

i) The main I Wn are external to an
(i)
organisatig

counting, which records
organisation.

The mdin objective of financial accounting information (financial
statements) is to provide information to shareholders on the
performance of the company those are external to the organization.
However, it is also useful for other stakeholders (interested parties) such
as bankers, suppliers, tax authorities, customers etc. Management and
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other employees of the company needs detailed information those are
internal to the company. Detailed information can be on elements of
product cost such as material, labour and production overheads.

(i)
Management accounting is separate function from fin
They are both sub departments of accounting depar,
accounting department is not responsible for rec
payments it is the responsibility of financial ac
Management accounting only make use of fj
information for providing feedback to m
performance.

hal accounting.

8.2 Question
Which of the following stateme
are true?

1. It is produced for pary

2. There is usually a legal req
produced

3. No stricty# ~ i ation is presented

accounting information is produced for internal
t and other employees to the organization.

2)

Management accounting information is not required by law.
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3)

Management accounting information is presented flexibility depending
on urgency, relevance to the user and reliability (estimated or actual) of
information required.

4)
Management accounting information can be prese

terms such as variable cost and non-monetary te

be alphabetic as well as numerical.

8.3 Question
Management accounting informatio
financial. Management accountin
of fact and figures and recomm
by the management.

on-
retation

Data is information tha

ks separately b
meaningful.

ation. Data has to be processed in some

not mMformatio
information.

In itself; it is merely raw facts and figure used to

ement does not provide information for investment
vestor has to perform ratio analysis to obtain information
tment decisions.

Return on investment (ROI) of 14% calculated based on data given in
financial statement to obtain information on profit generated on
investment in the company.
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8.4 Question
The following statement refers to a quality of good information:

The cost of producing information should be greater than the value of
the benefits of that information to management.

Is this statement true or false? (1 mark)

A. True
B. False

Solution:
Correct answer is A.

Explanation:

W,
In general sense, you migh thougit B. Howegyer, in B ense,
guality of information is ost. Bsiness aQ@lvities aR@Pursued

to increase economic wealt L oJFIRLNg inTEatiogfdoes not
exceed benefits then it will lea® ion irmMwealt
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Chapter 2:

SOURCES OF DATA

Sub Headings
S.no| Headings (click the cross-ref below for easy
Sources of Data & Information

Uses & Limitations of published Informatj
Impact of Economic Environment on C
Sampling Methods or Techniques
Choosing Sampling Methods
Practice Questions & Solutions

Pg.no

OO~ WNF
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1 Sources of Data & Information
1.1 Sources outside the organization
- Newspaper, magazines and published books.

- Work done by government departments such as monetary policy and

fiscal policy.
- References from other organizations. These ca
suppliers and customers.
- Tele communication media such as tel
- Labour unions, trade associations
meetings.

- Academic and professional

1.2 Sources inside the organt
- Invoice, GRN, Vouchers an

cost associated with obtaining information.

- Itis used where information is immediately needed.
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2.2 Limitations of Published Information
- Published information may not be available in a format and

medium organization wants.
- Published information can be too general and not precisely

applicable to the type of organization in questio

- Published information can create informati
lengthy books.

- Information from media such as inter
we have the information on kno
publisher.

- They take no responsibild

in-house employees w

3 Impact of Economic En
- Economic envig@ament deci or services.

Business g

mic environment affects source and duration of finance to be
epating organization and growth. If interest rate is

rise then, organization will prefer issuing shares to avoid
interBt expense.

- Rise in foreign exchange rate of home currency will make exports

expensive for buying organization in other country. So reduced sales.
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4 Sampling Methods or Techniques
4.1 Statistical Terms

4.1.1 Population

Population is the whole set of items subject to statistical matter under
consideration.

Example:

Population can be whole workforce within an opflanization [Mthe
purpose surveying labour attitude towards %

4.1.2 Sample

Sample denotes individual items selecgted from'®

Example:

Selection of 10% of workforcegpresents sdwple for to

population.

and cogl associated
samples are

Samples are used to regfiC8 t gIIork, ti
with research work. Conclusi® PN exemginat
assumed as conclusion for whol® oN.

Example: %
'tudes of wo

Conclusiog 2

on sa % Lititude owhol8
,

Sa '

e size

Moer good or bad based
kforce in a population.

4,
’cted as sample from a population.

Examptt

10 ON of 100 workeé ¥ficd from total workers. It represents

ampisize of 10.

Ale sizeMepends off judgement of researcher, which in turn is
@hiscd by time available, and cost required and need for accuracy of

O

4.1.4
Freque

cy
¥is the average distance among samples in a population.

Lower distance leads to higher frequency and higher distance leads to
lower frequency.
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Example:

If we take number of years of experience at one axis and number of
workers in workforce at other axis then frequency depends on different
between numbers of year experience among workforce. If difference
between highly experienced and least experienced worker is of 30 years
then it is said to have lower frequency than differenc een highly
experienced and least experienced worker would b,

Diagram

Low Frequency High Frequency

Normal Distribution

Mean - Distribution
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4.1.6 Standard Error
Standard error is difference in conclusion reached or decision taken
because of using sample rather than whole population is used.

In case of low frequency, risk of standard error increase as there can be
situation sufficiently different, which is not covered b
Therefore, sample size has to be increased to cover
situation.

ble

4.1.7 Standard Deviation
Standard deviation is the probability that
different from actual results.

4.1.8 Probability
Probability is the likelihood of
particular outcome.

4.2 Random Sampling

Researther may choose workers, which he/she considers cooperative.

Samples selected based random sampling may not be representative of
whole population even if samples are fairly selected by researcher. This
will expose the sample selected to standard error.
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Example:

Random selection of may lead to selection of most experienced workers
those are likely to good attitudes towards. This will lead to wrong
conclusion of research work because inexperienced workers are not
interviewed in the research.

4.3 Systematic Sampling
Systematic sampling makes use of statistical tec

Systematically sampling is used to reduce t
It involves usage of unbiased (fair) form
samples can be selected, which is more likely
whole population.

However, systematic sampling j
randomly. It forms the inpu
variable. Randomly selectg

olving tion of
the forgnula for selection
ale is Mgo countel as the

Example:

Selection of 5t worker in a pa® ker rantdom ’n each
subsequent samnygg clected aft8 er of woilers from recent
worker (14" 4 until req® ple gffe is achieved.

v

4.3.1 Bg

i olve\risk g@bias by the researcher.

rror.

atic sampling depends on statistical
from the population.

Range in $ | Average sales revenue
50 - 150 50,000

151 -500 | 97,650

501 - 1000 | 112,575

Stratified sampling makes use of stratums (layers).

Samples in a population having identical characteristics are combined
into layers. Range is established for each layer so that characteristics of
each sample can be determined.
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Example:

Number of customers who brought goods or services of value from $50
to $150 are grouped into one layer. Similarly, number of customers

who brought goods or services of value from $151 to $500 are grouped
second layer, which is placed below first layer.

This process continues until all the samples in a pog
to each layer.

are allocated

From each layer certain percentages of samg hoseRfor

examination.
.

N d

Example:
10% samples from top layer, 20%
percent samples from third la

4.4.1 Benefits
It provides the basis fo
undesired outcome.

N Cq ored regits in

gata gl

It allows sample ih importa identific@@ind makes certain

portance IS Bl

all numbers of customers.
tefviews of small number of

Stratified sampling requires data to be available in electronic format in
order to use spreadsheet software. If data is not available in electronic
format then additional cost will be incurred to convert data into
electronic format.
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Stratified sampling involves selection of samples from each layer
randomly.

4.5 Clustered Sampling
Clustered sampling makes use of groups.

Clustered sampling involves grouping of samples in
physically identifiable blocks.

Example:

Grouping of customers with respect to lo
South).

Samples inside each group must
other.

Example:

At the East (cluster) of
different economic status s
interviewed.

If the F ast location is interviewed, then interviews of customers in the
East location are considered as viewpoints of customers in other
locations (West, North and South).
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4.5.1 Multistage Sampling
Multistage sampling is advanced form of clustered sampling.

It also makes use of groups. It sub divided each groups into sub groups.

Example:

Locations inside the country, can be sub dividend i towns can

be sub dividend into blocks and soon.

These sub groups are also known as second

It is useful where primary group is too lafge t

research.
It allows the selection secondary@ToUupSSu@ich provi
least cost.
Example: g
Selection of particularftow PrRCsea pay ¥e it is easily
to approach customers in tha tome™ds ma nearer (high
frequency) to eagkagdber. It will elling co@ind increase
speed of reseg
V,

4.6 Quoj

Belgation ofdefin umber of samples from

aouilatign can be categorized with
tural background, language etc.

pruiewing persons from age 25 to 40
viewing persons from .

SuppoSe demographic balance of two females for each male in a
country. Based on that researcher can select samples from a particular
category in the ratio of (female to male) 2:1.
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5 Choosing Sampling Methods
Choosing an appropriate sampling method is a skill, it is not knowledge
that you can learn. Therefore, you need to know following factors to

choose between various sampling techniques. Effectiveness of choice of

sampling method depends on skills of researcher.

Factors Details -
Cost Cost of sampling must exceed benefS. Cost of O&gining
information must not exceed beng
Efficiency | Sampling method should enah her t@conclud&its
researcher within available T8
Risk Sampling method should,be able 1% 'W
risk of standard error.
Resources | Sampling method i Sing the T W
material and mog€y available T®&he orga
Relevance | Sampling metj ouldWQe helpful yn targe fed
samples dep ) rese@kch works
Factors Random | Systematic Clusteredi@ultistage | Quota
Cost Low, ‘ ligh High Low
Efficiency ' Low High
Risk Low High
Resourgg More Less
High Low

N\

odoes every member of the target
ce of being in the sample?
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Explanation:

A
Stratified sampling involves categorizing samples into layers. Samples
are categorized based on some established criteria. Therefore, each

member of population does not have equal chance of
sample.

B
Random sampling is the selection of sampl
means it does not involve any bias and e

¥ Therefore, each
eing in the

member of p
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Chapter 3:

COST CLASSIFICATION & BEHAVIOUR

Sub Headings

S.no| Headings (click the cross-ref below for easy Ation) | Pg.no
1 Production & Non Production Costs 38
2 Elements of Non Production Costs 39
3 Elements of Production Cost 40
4 Reason for Distinction b/w Productig i %
Costs .

5 Costs Behaviour M T\ 44
6 High Low Method 50
7 Structure of Linear FunctigftS aes ions 5
8 Cost Units, Unit Costs, g0Ost Objects & Cost Centr8 3
9 Responsibility Centrg 55
10 Information Needg sibile Centres 58
11 Practice Questiofis & 58
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1 Production & Non Production Costs
1.1 Production costs

Production costs are the costs incurred in manufacturing products
(goods or services). It includes all the cost relating to activities
performed inside the production department.

Example:

In chair manufacturing company, costs incurre,
chair can be following:

—> Cutting cost is incurred to cut wood i

of the customer.
- Packaging cost is inCurre

condition.

selling

For management accounting purpose, it depends upon organization
policy whether to include non-production overheads into product cost or
not. Organization may want to include non-production overheads for
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pricing products to ensure full recovery of all the cost incurred by the
organization from customers.

For financial accounting purpose, these costs are treated as period cost
(Period cost is the cost incurred during an accounting period. It is stated
below the gross profit as operating cost).

2 Elements of Non Production Costs
2.1.1 Selling & Distribution Overheads

It includes every costs incurred after the mag
delivery to the end costumer (user of the 8

ing oRRroduct Qgtil

Examples:

Storage cost incurred to be able tg shed goos

the customer.

Freight cost incurred whig des wW¥ges paid R the dri¥

Insurance cost to cover the PUONS 11 t.

Qverheads
include a iLirregffn planning,
g the activiy agources of the

2.1.2 Administrag
Administratig
coordinatigé

heleffiglent and effective operation
the organization.

agprovide place for contact to customers

ipments used to record of transactions made

gintenance of workplace to provide better working
ployee so that they can work efficiently.

€ overheads are costs incurred on capital (money) rose for
investment in resources, which are needed for administration of
organization and manufacturing of products.
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Examples:
Interest paid on bank loans, debentures, overdrafts etc.

Dividend paid to preference (redeemable) shareholders.

Dividend paid to equity (ordinary) shareholders agaiyg
invested is not considered as finance overheads as
(owners) of the organization.

3 Elements of Production Cost
3.1 Types of Production Costs
Direct Cost
Identifiable to individual units of
product or type of product or cos
centre.

ary value cannot be
ptermined reasonably.

Example:

Polished used in finishing of each
chair cannot determined
reasonably.

Indirect cost lacks one or more of
the conditions required to be
classified as direct cost.

3.2 Difect Materials (direct costs)

Material used in the manufacturing of products having properties of
direct costs.
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Example:

In Car manufacturing, Quantity of iron used is direct material.

3.3 Direct Labour (direct costs)

Labour used in the manufacturing of products having properties of direct
costs.

Skilled labour used in manufacturing of product
direct Labour

Reasons:

product separately.
They are paid higher wages a

Their cost is determined r

3.4 Direct Expense
Direct expenses incurred in th
a cost centre haasmekoperties o

3.5 ction N
Thege are Costs ha¥

Example:

Amount of adhesive material used to join pieces wood in making chair.
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3.5.2 Indirect Labour
Labour costs having properties of indirect costs.

Semi-skilled & unskilled Labours are considered indirect costs.

Reasons:
They do multiple jobs of general nature.

Example:
Handling material and providing tools to s

y expenses. Therefore, value of each individual
¥i be determined.
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‘[ Full Cost ]‘

4 )

Product Cost

[
Production Cost

Diagram:

Period Cost }

Non Production Cost }

~ g [ W
[ —— ndirect Cost Indirect Cost
) |
[ Direct Materlals } Production Dissilrliltr:l?tign
Overhead Cost Overhead Cost
J
[ Direct Labour W] N
Administration
[ Direct Expense Overhead Cost
| N
Finance Overhead
Cost
J

ion & Non Production

Details

Disginction b/w production and non-
0duction costs allow allocation of
esources between resources needed for
production and resources needed for
undertaking operating (administration,
selling & distribution) activities.

It allows estimating production and non-
production cost separately. Production cost
usually changes with production and sales
volume. Non-production cost such as
administration cost usually changes with
operating philosophy of the organization
than production and sales volume.

Forecasting
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Decision Pricing It enables management to set product-
making selling price more rationally. Production
costs which are directly identifiable to the
products can be justified to customer where
as non production costs are treated as

charge customers for tion and
selling cost. They ar

Product mix

Control

under financial reporting
nt.

above can have one or more of the

riab[® Costs (Mafginal Costs)
costs change in proportion with change in the activity level

produafion then there will be no material cost.

In theory it results in diagonal straight line when plotted on graph, but in
practice this may not be the case because of economies of scale (bulk
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purchase discounts) or diseconomies of scale (penalties for additional
usage).

Example:
Supplier may offer 10% discount for each additional unit purchased
after first 10,000 units.

Taxable income above certain level is subject to ert

Diagram:

Materfal cost per unit for 101th unit would be lower if supplier offers
discount on each extra unit purchased after 100 units.
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Diagram:

5.3 Fixed Costs
Fixed costs are costs,
activity level.

However, fixeg

. In the longer-term
resulting in different fixed
s have tendency to be variable.
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Diagram:

5.4 Fixed Costs per Uni
Fixed costs per unit deCreas

Reason is that, tg its of product

nit fall.

if budgeted fixed cost of same
n fixed cost per unit will be equal
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Diagram:

5.5 Step-Fixed Costs
Step-fixed costs guaaeeasts, which
constant withjuicibessdiliue of activi
the next rag@e C pvel.

In long C g tend to bé

ple a

' . .
hasiry brodW nection, base package can be of

510 TO@AGB b eed tnSumit, additional S12 can be charged
oxa 2 GBYo 5 GP
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Diagram:

5.6 Semi-Variable Costs
Semi-variable costs are costs,
elements.

fixed

ed cost, and then
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Diagram

5.7 Total Cost
Total cost is the sum of all &
will be greater than zero at ze

jxed’cost then it

Diagram:

ow Method
It is us€d to split total cost and semi variable cost into its fixed and

variable components.

To forecast total cost at given activity level.
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Formula:

Highest total cost — Lowest total cost

Variable cost per unit =
P Highest activity level — Lowest activity level

Fixed cost = Total cost at highest A.L — (Highest A.L X Varigble cost per unit)

Total cost = Fixed cost + (Forecast activity level X Vay per unit)

6.1 Applying High Low Method

Illustration

Following data relates to ABC plc.

Productiog#

iable component®®of the total cost.

level as in this case is production

est producti@ = 13,000 units.

roduction vaime = 9,000 units.

vagjable cost per units using highest and lowest production
esponding costs.

_ Highest total cost — Lowest total cost
cost per unit =

Highest activity level — Lowest activity level

$13,200 — $12,000 _ $1,200
13,000 — 9,000 4,000

Variable cost per unis = = $0.3
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Step3:
Determining fixed cost.

Fixed cost = Total cost at highest A.L. — (Highest A. L
X Variable cost per unit)

Fixed cost = $13,200 — (13,000 x $0.3

7 Structure of Linear Functions & Equatj

7.1 Linear Relationship
Linear means straight. Linear line mean

increases

Similarly, linear relationship is the
decreases resulting in the straigh

Example:

Sales volume 2,000, 4,0
if plotted on graph pa
linear.

Similarly, corrgg ) 000 and $6,000
units if dividg [ ice per unit of $1,

haveg@ny meaning).
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7.2.1 Direct Relationship

Diagram:

other respectively.

7.2.2 Indirect Relationship
Increase or decrease i
other variable respectivtly.

Diagram:

accasupport.cg

Linear Relatid
of variablg

Ip
if plotted on graph paper do not result in
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Diagram:

7.2.4 Spurious Relationship
Increase or decrease in one variablg
decrease/decrease or increase ingtre
variables are not responsible f#f the change |

other.

Example:
Increase in birth rate €na ng ql inco bothfan increase
and decrease at the same tims 20t mem thd jonal income 1s

responsible incregged birth rate

Similarly, iplre ket deman®
cost can D e time. It do8
markej d is re ible for dgcrea

and decrease in total
Pan that increase in
total cost.

»”

o
P, e
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8 Cost Units, Unit Costs, Cost Objects & Cost Centres

9 Responsibg

Responsibilj

Cost Units Unit Costs Cost Objects Cost Centres
Cost unit is Unit cost is Cost objects are | Cost centre is
individual measurement inputs used to department or
product for basis for make products. | agea of the
which cost is product. anization
calculated. Example: asible for

Example: Material cost inC™red.
Example: Unit cost for Oil ||(wood),
Cost units for ||can be per Labo ExNanple:
automobile litres oveypMen 04 rchasyil
company can (efectricity aking of
be Car-. Unit cost for n maki are cost td
metals can be ion
per kg or N 0 A
md
arrarXg@@the
ransgition or
s the bills.

4,

centres in an

Cost ghitre
(ProdUction)

Profit centre 2
(East branch)

Revenue centre
(Sales)

Cost centre
(Purchase)

|

A

Revenue centre
(Sales)

|
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9.1 Cost Centres

Cost centres are those functions or departments of the organization
having an authority to incur costs within the limits of their authority
and assume equal responsibility to account for those costs.

Example:

Production department having authority to incur
products and having equally responsible to acc

Similarly, marketing and research & develo
authority to incur costs for product pro
respectively and having equally responsible fo
limits of their authority.

9.2 Revenue Centres
Revenue centres are those f ions ok departments of a
having an authority to geg everiges probakly by s
and are equally respong# t folose re

the organization.

Example:
Sales departy authority 2sts {fr selling products
and having psible to accs Pse sales made.

@ rieS, divisions and branches of an
ate profits and are equally

Bed in branches such as east and west
branch has complete authority to set
and incurdcost for goods or services according to local
conditions.

include several cost and revenue centres.

Profit s are higher in organizational hierarchy at tactical level,
rather gfan cost and revenue centres which are at operational level in an
organization.

All cost and revenue centres report to/from their respective profit
centres.
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Example (continued):

Each of the branch (profit centre) has their own sales (revenue centre)
and production & marketing (cost centre) departments. These cost and

revenue centres report on their performance to their respective
branches.

9.4 Investment Centre
Investment centre are autonomous entity havin
investments and responsibility to account t

investment.

Example:
Purchase of new printer by g

Investment centre are yé
major investment decisions &

Example:

untry. These subsidiaries report on their performance to head
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10 Information Needs of Responsibility Centres

need detailed
information
for day-to-day
decision-making
purpose.

need detailed
information
for day-to-day
decision-making
purpose.

Cost centre Revenue centre Profit centre Investment
centre
Cost centres Revenue centres | Profit centres Investment

need moderate
information t
be able to
control
perfor
their

Cost centres
need frequent
information on
timely basis,
such as on
weakly, daily Q
unplanned

leag¥frequent
formation,
uch as on
yearly basis.

Ariance reports,
chason
material wastage
and machine
break down.

Information
would be
financial and
non-financial,
such as on cash
flow position
and government
policy on
taxation.

Is this statement true or false? (1 mark)

A. True
B. False
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Solution:
Correct answer is B.

Explanation:

In this case, cost object is a product rather than a fact
relates to factory and factory is used to make more
Therefore, amount of rent is not directly identifi
Therefore, it is not a direct cost for the produc

ent expense

However, if factory is only used to make sj
identify rent expense as cost related to that ty
expense will be still unidentifiable t ber of

11.2 Question
A manufacturing organisatioglincurs ¢osts relating to th

(1) Commission payable

(2) Inspecting all products.

ayable to sales person is obviously classified as selling

(2)

Inspection of products is done in production department. It is because
inspection is part of production process. Inspection is made to check the
quality of earlier production processes.
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(3)
Packing products is part of the product. Packaging adds value to the

product just as main product itself. Therefore, it is considered as
production cost.

11.3 Question (12/06, Q12):
Which one of the following should be classified as i

A. Assembly workers on a car production li
B. Bricklayers in a house building comp
C. Machinists in a factory producing c
D. Forklift truck drivers in the stores Of an

Solution:
Correct answer is D.

Explanation:

A
Assembly is core activity in th
work can be dire

ers and machinists.

pres department outside the

ent is established to facilitate
production and finished goods for
lift drivers cannot be directly identified
. Hence, it is classified as indirect labour

A. True
B. False
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Solution:
Correct answer is B.

Explanation:

Semi variable cost has an element of both fixed and v
variable cost remains constant until it starts to cha
change, it changes in proportion (straight line) wj
Increase in activity level.

e cost. Semi

The above statement represents the definj
than semi variable cost.

11.5 Question
Up to a given level of activity in
of a raw material is constant
applies both to further uni
already purchased.

Which of the following graphs raw materials

for a period? ‘

£ A
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Solution:
Correct answer is D.

Explanation:

Broken line suggest subsequent fall in raw material cogl#@ince zero
activity level after availing bulk purchase discount.

A
Cost of raw material is usually variable unle
supply particular quantity raw materials
we will assume raw material cost as total'vari
additional information.

B

zero at

Explanation:

Profit centre must be responsible for cost as well as revenues so that it
can be held responsible for profits of the organization.
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11.7 Question
The following statements relate to responsibility centres:

(1) Return on capital employed is a suitable measure of performance in
both profit and investment centres.

(2) Cost centres are found in manufacturing organi tnotin
service organisations.

(3) The manager of a revenue centre is respg
costs in a part of an organisation.

Which of the statements, if any, is tryg

A. lonly
B. 2 only
C. 3only
D. None of them

Solution:
Correct answer is D

Explanatj#

ere mechanic repairs vehicles.

in the school where professor delivers lectures.

(3)

Manager of revenue centre is only responsible for sales. Revenue centre
Is different from profit centre. Later is responsible for revenues as well as
costs.
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N
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Chapter 4:
PRESENTING INFORMATION
Sub Headings
S.no| Headings (click the cross-ref below for easy Pg.no
1 Preparing & Representing Reports 66

2 Presenting Information Using Tables, Gr
3 Interpreting Tables, Charts and Graph
4 Practice Questions & Solutions
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1 Preparing & Representing Reports

1.1 Users of Reports
Management information reports are different from reports such as
annual report, which are required for external reporting purpose.

Users of management information reports are interng

control purpose.

1.2 Purpose of Reports
Purpose
Planning Planning requires bot

management
for effectiveg4

Control

I management
able to exercise

| as reports on ad hoc
ng to opportunity or threat faced

ents the time at which report is written. However, date of
n be different from date it was written depending on the
channel of communication (electronic, post etc) selected to send report.

Buy Full Management Accounting Book (480+) at ACCASUPPORT.COM | SHARE | COMMENT | FORUMS | JOBS

Financial Management, Performance Management Business Analysis, Ebusiness / Ecommerce Guide Free Download

i} ]t ]1)


http://accasupport.com/
http://accasupport.com/sitemap.htm
http://accasupport.com/make-comments/
http://accasupport.com/discuss/
http://accasupport.com/job-seekers/
https://facebook.com/accasupportdotcom
http://twitter.com/accasupportocom
http://linkedin.com/in/accasupportdotcom
https://plus.google.com/117285148872713835232/about
http://accasupport.com/

Management Accounting | Page 67 of 126
Chapter 4: PRESENTING INFORMATION

1.3.4 Subject

Purpose of report is mentioned. It should be brief no more than one line
so that reported person can quickly get an idea about the subject matter
(topic) and urgency of action needed.

1.3.5 Introduction
Scope of report is mentioned. Introduction give bri
information contain in the following report. Intr
manager concerned to quickly get an overview,
no more than three to four lines.

1.3.6 Body Text
Body text contains the detailed infor,
several headings and sub headin

Headings should be descriptj
idea about the underlying 4
navigate to relevant inf

Order of writing should be log
necessary informaddag at single iri anager to move
back and fortj again. Ho i

ated information in the body
5-referenced so that reader can

nting Information Using Tables, Graphs & Charts

st effective and easy to present.
Tables‘are used to compare data and information.
Tables are used to analyse trend.

Tables are used to summaries information.
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Tables save time as it avoids relabeling data and information each time
they are presented.

2.1.2 Limitations

Tables have only two dimensions. Therefore, it can only accommodate
only two variables.

Tables are not useful for explaining and discussi
financial issues.

Tables require the understanding of lang

2.2 Line Graphs
Diagram:

Selling price

Currency unit

Cost per unit

v

Sales volume X

s are also difficult to present manually. It requires artistic skill
ang clean graph. However, spreadsheet programs such as

Line graphs are used to present data visually.
Line graphs can be used to graphically present the pattern of one
variable due to increase or decrease in other variable.
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Line graphs have three dimensions such as X, Y & Z axis. It can be used
to present relationship up to three variables.

Line graphs can be used to show trends.

Line graphs also show extreme increase or decrease in

Line graphs can accommodate more than one lin
different entities (organizations or individuals) g8garding same Variable
(for example, sales) could be compared.

2.2.2 Limitations
Line graphs cannot accommodate al
used to present non-financial info

Graphs require statistical knoyfledge to be re

2.3 Scatter Graph
2.3.1 Benefits
Scatter graphs can be quickly

Scatter graphs g ed to find (diregor indirect)

between twos

Scatter ; to find trend ( sing or decreasing).

ere accuracy is not necessary.

ide 100% accurate results. Line of best is
ere majority of the coordinates can be

knowledge to be read.
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2.4 Bar Charts
Diagram:

Y
i Conl s
6 Scale = $(000)

A

2.4.1 Benefits
Bar charts can

Wriable. Bar charts can be used to present
quarter during the year on X axis and
Y-axis.

Sales revenue generated by each product at each quarter during the
year.

Similarly, bar charts can use more than one variable.
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Example:

Bar charts can accommodate bars for sales revenue and cost of sales at
each quarter during the year.

2.4.2 Limitations
Bar charts are not suitable for presenting trends.

Bar charts only show position of variable (sales)
such as Quarters. Bar charts do present move
two intervals.

Bar charts are time consuming to draw manu
software can quickly do it.

Bar charts cannot be used for f
Graphs require statistical

2.5 Pie Charts

Diagram:

P N

Sales Volume

Product A= Green
Froduct B =Yellow
Product C = Green

Pie charts are used to present data and information visually.

Pie charts gives information in fraction. Fractions are understandable by
non-financial managers easily.
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Example:

Let sales volume be the variable. Pie chart can be used to present sales
volume generated by each product.

2.5.2 Limitations
Pie charts have only one dimension. Therefore, it can
more than one variable.

Pie charts do not provide 100% accurate infor
provides visuals rather than numbers.

4 Practice Questions &
4.1 Question
A company’s sales in t i i arkglS were as
follows

Market 1

ion of sales made by each region

Is round in shape therefore it represent 360° degrees angle for
total sales or 100% sales.

)

0
X 100 = 60% or degrees

Y —m — 40
Sales % = 350500
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N
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Chapter 5:

ACCOUNTING FOR MATERIALS

Sub Headings
S.no| Headings (click the cross-ref below for easy
1 Types of Inventory

2 Inventory Cost Composition.
3 Ordering, Receiving & Issuing Materialg

4 Inventory Control
5 Accounting for Material Inventory4AcCt

6 Ordering & Holding Inventory

7 Optimal or Economic Order 4 ity (EOQ
8 Optimal Re-Order QuantigfBe hase D
9

10

11

12

ption) | Pg.no
75

Optimal or Economic Bgch Quantity (EBQ)
Inventory Level Ma ent

Inventory Valuatigs
Practice Questiofis &

77
77

Buy Full Management Accounting Book (480+) at ACCASUPPORT.COM | SHARE | COMMENT | FORUMS | JOBS

Financial Management, Performance Management Business Analysis, Ebusiness / Ecommerce Guide Free Download

i} ]t ]1)



http://accasupport.com/
http://accasupport.com/sitemap.htm
http://accasupport.com/make-comments/
http://accasupport.com/discuss/
http://accasupport.com/job-seekers/
https://facebook.com/accasupportdotcom
http://twitter.com/accasupportocom
http://linkedin.com/in/accasupportdotcom
https://plus.google.com/117285148872713835232/about

Management Accounting | Page 75 of 126
Chapter 5; ACCOUNTING FOR MATERIALS

1 Types of Inventory

1.1 Raw Materials

1.2 Work in Progress (WIP)

1.3 Finished Goods

1.4 Administration Related Inventory

2 Inventory Cost Composition.

2.1 Direct Raw Material

2.2 Direct Labour

2.3 Direct Expenses

2.4 Production Overheads (indirect materj
expenses)

3 Ordering, Receiving & Issuin

3.1 Documents & Procedure for Q

3.1.1.1 Contents of Material
3.1.2 Purchase Requisitio

3.3.4.1 Contents of Sales Return Note

4 Inventory Control
4.1 Store Ledger Card
4.2 Free Inventory
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4.3 Physical Stock Taking
4.3.1 Continuous & Periodic Stock Taking

5 Accounting for Material Inventory Account
5.1 Journal Entries

N
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5.2 Ledger Entries

6 Ordering & Holding Inventory

6.1 Ordering Cost

6.1.1 Calculating Inventory Ordering Cost

6.2 Holding Cost

6.2.1 Calculating Inventory Holding Cost

6.3 Stock Out Costs

6.4 Buffer Stock

6.4.1 Calculating Holding Cost Including Buffe
7 Optimal or Economic Order Quanti
7.1 Calculating Economic Order Quantit
7.2 Limitations of EOQ

8 Optimal Re-Order Quantity
8.1 Calculate Re-Order Quantit
9 Optimal or Economic
9.1 Calculating Economi
10 Inventory Level
10.1 Reorder Level
10.1.1 '

ichted Average Method
Inventory Valuation Using Weighted Average

Vs Weighted average

g Cost of Sales, Purchase, Opening &Closing Inventory
11.6 Pe 1c Inventory System

11.6.1 Margin

11.6.2 Mark up

12 Practice Questions & Solutions
12.1 Question (12/06, Q4: P/P, Q43):
12.2 Question (12/06, Q23: P/P, Q20):
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12.3 Question
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Chapter 6:

ACCOUNTING FOR LABOUR

Sub Headings
S.no| Headings (click the cross-ref below for easy
Direct & Indirect Labour Costs
Methods for Relating Labour Cost to WorlgDone
Accounting for Labour
Remuneration Schemes

Labour Turnover

Efficiency, Capacity & Productig
Practice Questions & Solutiog

ption) | Pg.no
80

Volum®

~N o oA~ WNE

Buy Full Management Accounting Book (480+) at ACCASUPPORT.COM | SHARE | COMMENT | FORUMS | JOBS

Financial Management, Performance Management Business Analysis, Ebusiness / Ecommerce Guide Free Download

i} ]t ]1)


http://accasupport.com/
http://accasupport.com/sitemap.htm
http://accasupport.com/make-comments/
http://accasupport.com/discuss/
http://accasupport.com/job-seekers/
https://facebook.com/accasupportdotcom
http://twitter.com/accasupportocom
http://linkedin.com/in/accasupportdotcom
https://plus.google.com/117285148872713835232/about

Management Accounting | Page 80 of 126
Chapter 5: ACCOUNTING FOR LABOUR

1 Direct & Indirect Labour Costs

1.1 Direct Labour Costs

1.2 See calculations later.

2 Methods for Relating Labour Cost to Work Done
2.1 Documents Used to Record Labour Costs
2.1.1 Attendance Sheet

2.1.2 Time Sheet

2.1.3 Job Sheet

2.2 Steps involved in Relating Labour Cost to
3 Accounting for Labour

3.1 Journal Entries for Labours
3.2 Ledger Entries

4 Remuneration Schemes
4.1 Time Based Schemes
4.1.1 Characteristics of Tim
4.1.2 Hourly Rate Basis
4.1.2.1 Calculating Dire

5 Labour Turnover

5.1 Labour Turnover Causes

5.2 Labour Turnover Costs

5.3 Calculation of Labour Turnover Rate
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6 Efficiency, Capacity & Production Volume Ratios
6.1 Efficiency Ratio

6.1.1 Limitation of Efficiency Ratio

6.2 Capacity Ratio

6.3 Production Volume Ratio

6.4 Calculate Efficiency, Capacity & Production Volu
7 Practice Questions & Solutions
7.1 Question

7.2 Question

7.3 Question
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