
 

   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 INTRODUCTION 

In the decision-making process of a business, the accounting information of the 
business is important to the party making the decision. This information, which 
comprises management, financial and cost accounting, is required by different 
users. This topic will explain the concept of management accounting and how it 
is different from financial accounting and cost accounting. The role of the 
management accountant and how the management accountant is able to help in 
the management process are explained. 
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LEARNING OUTCOMES 
By the end of this topic, you should be able to:

1. Explain the definition of management accounting, financial 
accounting and cost accounting; 

2. Compare between management accounting and financial 
accounting; 

3. Analyse the role of the management accountant; and 

4. Assess the needs of management accounting information in 
planning, coordination and motivation as well as controlling. 
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WHAT IS MANAGEMENT ACCOUNTING? 

 

In the field of business and management, the term „accounting‰ is always used. 
What do you understand about accounting and its importance to management? 
 
Accounting plays an important role in the preparation of information to help 
external and internal information users in decision making. 
 
The accounting field that is related to the preparation of information for external 
users is known as financial accounting. 
 
The accounting field that is related to the preparation of information for internal 
users is known as management accounting. 
 

 
 

 

  
COMPARISON BETWEEN FINANCIAL 

 ACCOUNTING, COST ACCOUNTING AND 
 MANAGEMENT ACCOUNTING 

We must explain all the three concepts of financial accounting, cost accounting 
and management accounting before discussing their roles in detail. 
 
The next section will discuss the comparison between: 

 Management accounting and financial accounting; and 

 Management accounting and cost accounting. 
 
(a) Comparison between Management Accounting and Financial Accounting 

As explained earlier, the focus of management accounting is to prepare 
information for internal parties (management) while financial accounting 
concentrates on providing information to external parties. There is no 

1.2 

Cost accounting provides information for both financial and management 
accounting. It reports financial and non-financial information related to the 
cost of using resources by an organisation. 

Management accounting reports accounting and non-accounting information 
to help management make decisions in achieving organisation's objectives. 

1.1 
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specific rule to comply with when preparing the management accounting 
report for internal parties. However, the report must contain relevant and 
timely information that is understandable by its users. For financial 
accounting, there are generally accepted accounting principles and 
stipulated regulations that must be adhered to in preparing the report, such 
as those found in the accounting standards and Companies Act. 
 
Data contained in the report for internal parties are future oriented and 
involve financial and non-financial information. The financial statements 
contain historical data which only involve objective financial information. 
 
The reports for the internal parties usually concentrate on specific segments 
or sections of the business. However, financial accounting reports cover the 
whole organisation. 
 
The summary of differences between management accounting and financial 
accounting is shown in Table 1.1. 

 
Table 1.1: Differences between Management Accounting and Financial Accounting 

 

Management Accounting Financial Accounting 

Focuses on internal users. Focuses on external users. 

Does not need to follow any specific 
regulations. 

Needs to follow stipulated regulations 
and accounting standards. 

Involves subjective financial and non-
financial information. 

Involves objective financial information. 

Future oriented. History oriented. 

Evaluations and decisions are made 
based on comprehensive information 
from the departments involved. 

Information provided as one major unit. 

 
(b) Comparison between Management Accounting and Cost Accounting 

Management accounting involves the collecting, analysing and 
communicating of information to assist an organisation's internal parties in 
making better decisions. Usually, cost accounting is related to the pooling 
of costs for the purpose of decision making of both the internal and external 
users. For example, cost accounting is used to price a product, measure 
income and value inventory.   
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Therefore, cost accounting is partly management accounting, and partly 
financial accounting. However, sometimes authors refer to management 
accounting and cost accounting as synonymous with each other. 

 

 
 
Before we proceed with the discussion on management accounting, test your 
understanding on management accounting, financial accounting and cost 
accounting. 
 

 
 
 

  THE ROLE OF A MANAGEMENT 
 ACCOUNTANT 

In an organisation, management accounting is performed by a management 
accountant. As management accounting involves the preparation of internal 
information, a management accountant must comply with professional work 
ethics. For example, complying with the organisation's responsibility of keeping 
information confidential, have a high degree of integrity and be able to work 
objectively. 
 
Generally, organisations require a management accountant to: 

(a) Resolve Problems 
(i) A management accountant is involved in analysing information for 

the purpose of decision making. 

(ii) This role requires questions like "Which alternative is the best?" 
 
(b) Collect Information 

(i) A management accountant collects data and reports reliable 
information to the management for the purpose of decision making. 

1.3 

Draft a mind map on the concepts, relationships and differences 
between management accounting, financial accounting and cost 
accounting. 
 

SELF-CHECK 1.1 

1. What do you understand by management accounting? 

2. Compare management accounting and financial accounting. 

EXERCISE 1.1 
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(ii) This role requires questions like "What is the condition of the 
business?" 
  

(c) Assist in Concentrating Attention 
(i) A management accountant assists management in concentrating on 

important matters in the business. The management accountant 
concentrates on all opportunities that provide incremental value and 
cost reduction to the organisation. 

(ii) This role requires questions like "Which opportunity is better?" or 
"Which problem must be emphasised first?" 

 
Usually, the management accountant will implement all the three roles either 
simultaneously or separately during decision making on planning and control. 
 

 
 
 

  MANAGEMENT FUNCTIONS AND THE 
 NEED FOR MANAGEMENT ACCOUNTING 
 INFORMATION 

Management accounting information assists managers in performing their duties 
by providing: 

 Costs of products or services or other materials which are important to 
management. 

 Information for planning, controlling, evaluating and continuous 
improvement. 

 Information for decision making. 
 
 
 

1.4 

Visit the websites of accounting firms such as „Ernst & Young‰ and 
„Price Waterhouse Coopers‰ and accounting bodies such as the 
„Chartered Institute of Management Accountants‰ (CIMA) and 
obtain information on the role of management accountants. Compare 
that information with the information discussed in this topic. 
 

ACTIVITY 1.1 
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1.4.1 The Need for Management Accounting 
 Information, the Role of Management 
 Accountants and the Functions of Management 

The following are several management functions that must be complemented by 
a management accountant:  
 
(a) Planning 
 In the planning process, a management accountant assists in drafting future 

plans by providing information for decision making on the products to be 
sold, market value and pricing including evaluating proposals on capital 
expenditure. In the process of budgeting, a management accountant assists 
in short-term planning by providing historical information as a guide for 
budget drafting. 

  
(b) Coordinating and Motivating 
 The budget and performance report released by the management 

accountant has a motivational effect on the organisation's staff. The budget 
determines the objectives that must be achieved by each department and 
this will therefore motivate the staff to work harder to achieve the said 
objectives.  

 
(c) Controlling 
 Management accounting assists in the process of controlling via the 

performance report and by comparing the actual performance with the 
planned performance of each department. The management accountant can 
assist management in identifying and concentrating on specific activities 
that do not achieve the budget as planned. 

 
Test your understanding with the following exercise. 
 

 
 
 
 
 

How does a management accountant assist the management in 
making decisions?   
 

EXERCISE 1.2 
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 Financial accounting records business transactions and prepares the financial 
statements based on generally accepted accounting principles.  

 These statements are prepared for the use of external parties.  

 Management accounting reports accounting and non-accounting information 
to assist management (internal party) in decision making to achieve an 
organisation's objectives.  

 Cost accounting provides information for both financial and management 
accounting.  

 Management requires accounting information to perform its function and to 
achieve the organisation's objectives.  

 The important functions of management are planning, coordinating, 
motivating and controlling.  

 A management accountant plays an important role in assisting management 
to implement these functions by acting as the problem solver, information 
collector and help in concentrating attention. 

 

 

Controlling 

Cost accounting 

Financial accounting  

Management accounting 

Planning 

 

 


