
Introduction to Management Accounting

(A concise, easy?to?read guide for students and professionals)

1. What Is Management Accounting?

Aspect Description

Definition

The process of preparing, analyzing, and communicating financial and non

?financial information to help managers make informed decisions, plan

operations, and control performance.

Primary Users
Internal stakeholders: CEOs, department heads, project managers,

product managers, and operational staff.

Contrast with

Financial

Accounting

• Audience – internal vs. external

• Regulation – no GAAP/IFRS requirement

• Frequency – real?time or periodic (daily, weekly) vs. periodic (quarterly,

annually)

• Focus – forward?looking decisions vs. historical reporting

Core Objective
Enable better planning, decision?making, performance evaluation, and

cost control.

2. Key Functions of Management Accounting

Function Typical Activities Tools & Techniques

Planning &

Budgeting

• Prepare operating, cash?flow, and

capital budgets

• Forecast sales, production, and

resource needs

• Master budgets, flexible budgets,

rolling forecasts

Cost

Management

• Identify, measure, and allocate

costs

• Analyze cost behavior (fixed vs.

variable)

• Cost?volume?profit (CVP) analysis,

activity?based costing (ABC), standard

costing
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Function Typical Activities Tools & Techniques

Performance

Measurement

• Compare actual results with

budgets/standards

• Evaluate efficiency and

effectiveness of processes

• Variance analysis, balanced

scorecard, key performance indicators

(KPIs)

Decision Support

• Evaluate alternatives (make?or?

buy, pricing, product mix)

• Conduct profitability analysis

• Relevant cost analysis, contribution

margin, incremental analysis, break?

even analysis

Strategic

Management

• Link financial data to strategic goals

• Conduct risk assessment and

scenario planning

• Strategic cost management, value

chain analysis, SWOT/TOWS

integration

Reporting

• Produce internal reports (daily

dashboards, monthly management

reports)

• Management reporting systems,

ERP modules, BI dashboards

3. Fundamental Concepts & Terminology

Concept Meaning Typical Use

Cost Object
Anything for which a cost is measured (product,

service, customer, project).

Product costing, project

budgeting

Cost Driver
Factor that causes a cost to be incurred (machine

hours, labor hours, number of setups).
Activity?based costing

Fixed Cost
Cost that does not change with activity level within a

relevant range.
Rent, salaried staff

Variable Cost Cost that varies directly with activity level.
Direct materials, piece?

rate labor

Mixed Cost Contains both fixed and variable components.
Utilities, telephone

expense

Contribution

Margin

Sales price minus variable cost per unit; measures how

much a product contributes to covering fixed costs and

profit.

Break?even analysis,

product mix decisions

Relevant Cost
Cost that will be affected by a specific decision and

should be considered in the analysis.

Make?or?buy, special

order decisions
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Concept Meaning Typical Use

Opportunity

Cost

Benefit foregone by choosing one alternative over

another.

Capacity allocation,

investment decisions

Standard Cost
Predetermined cost for materials, labor, and overhead

based on expected conditions.

Variance analysis, cost

control

4. Costing Methods

| Method | When It’s Used | Key
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