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Managcment Accounting ‘I‘rends
Robert Wilhams

Abstract .
This paper considers the role of management accounting in oxganisations. It goes on to
discuss some of the isues that curvently impact on management accounting in the last three
years of the twenticth century and will continue to do so into the next century.

Introduction o I Co

As an historian of management accounting it is something’ of a
new experience to-look forward rather than backward. Management
accounting has a rather long history because evidence of practices that
are similar to modern management accounting cin be traced to
periods earlier than the Industrial Revolution (Eighteenth century).
It seems that management accounting developed as a tool to. assist
managemeht when individual enterprises grew too large for
supervision by one person [see for example’ Pollard, 1965;
Fleischman dnd Parker, 1962; Williams, 1997]. Management
accounting is stll serving in that role today, and will no doubt
continue to serve management throughout the next cennuy.
However, if we are going to'consider management accounting in the'

_ future then before we begin perhaps we should considér the funcdon
of management accounting in the présent.

Definitions “

It would be useful at:this point to establish an understanding of
what is meant by the use of the term' management accounting’. A
starting point could be the definition of management accounting put
forward by Horngren, et al, a standard text on the subject, which
describes the use of management accounting in the late twentieth
century. They describe- management accounting as being focussed on

-mtemal custormers and measuring and rcpomng “ﬁnancxal and other
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information that assists managers in fulfilling goals of the

organisation” [1994, p4].

Similar definitions in other text-books [Hilton, 1994; Garrison
& Noreen, 1994; Dyckman, et al, 1994; Emmanuel, et al, 1990;
Scapens, 1991] also highlight the internalisation, as it were, of
accounting, where accounting records become used in the internal
management of a business, rather than solely as a record of external
obligations. The definitions are very general in nature, but they all
emphasise the notion of the provision of information to assist in the
management processes of planning, controlling, organising and
decision making [Garrison & Noreen, 1994]. The texts also
emphasise that management accounting includes cost accounting, as a
system of accumulating cost and other quantitative data, but is wider
in its application than the accumulation of costs inasmuch as it
provides information for the whole range of managerial activity
[Dyckman, et al, 1994]. Cost accounting, then, is encompassed by
management accounting, which goes beyond the recording and
calculation of cost to incorporate the uses to which cost and other
information is put.

Horngren, et al, suggest that management accounting is
concerned with three of the four purposes of an accounting
system.Those three purposes are:

1. Internal routine reporting to managers for (a) cost planning and
cost contro} of operations and (b) performance evaluation of
people and acrivities.

2. Internal routine reporting to managers on the profitability of
products, brand categories, customers, distribution channels and
so on. This information is used in making decisions on resource
allocation and in some cases decisions on pricing.

3. Internal nonroutine reporting to managers for strategic and
tactical decisions on matters such as formulating overall policies
and long-range plans, new product development, investing in
equipment, and special orders or special situations.

[Horngren, et al, 1994, p4]

Again, the stress is on the internal use of accounting data for
purposes.o of management, for the recording of internal transactions as
opposed ic fo transactions with external entities.

Managemcnt accounting reflects the use of techniques from .

different disciplines, for the solving of organisational problems, its
major focus being the efficient allocation of resources within an
organisation [Belkzoui, 1980]. This notion of efficency of resource
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allocation is central to the use of accounting information because it
highlights the problem of dealing with resources that are always
scarce’ and in demand for a number of alternative applications. The
wider role of accounting information has come to prominence since
World War II, prior to that the emphasis was on cost and cost
control [Scapens, 1991]." Belkaoui [1980] supported the above
definition by emphasising its decision support role as well as its use
inmotivation and the encouragement of efficiency. Belkaoui described
management accounting as being'...accounting-based, and individual-
organisation-, and decision-centred” [1980, p2].

The accounting characteristic of management accounting is
related to the accumulation, classification, analysis and adaptation of
information. Its organisational dimension is concerned with railoring
a system of internal reports to the organisational structure. The
behavioural aspect is concerned with taking into consideration the
cognitive make-up of the recipients of the information as well as
motivational factors. Finally the information provided by the system

must be relevant for decision making-purposes {Belkaoui, 1980].

Managcmcnt accounting information is produced to assist
managers in carrying out their roles of planning and controlhng the
function for which they are responsible. Of course, accounting is not
the only source of information available to managers, but it does
provide a means of quantifying, in common terms, generally money,
and overall performance. Emmanuel, et al referred to this integrative
function of management accounting, when they wrote:

-..Mmanagement accounting systems are of major importance
because they represent one of the few integrative mechanism
scapable of summarising the ffect of organisations inquantitative

terms.
[1991, p4]

The integrative function of management accounting becomes
paramount as organisations grow in size and complexity. Often
accounting is the only source of such information, the aggregation of
which makes clear the performance of the organisation as an entity:
an agpregation that is essential if the direction of the entity is to be
maintained and monitored. :

Management accounting .assists in the -planning function by
providing information relevant to product marketing. It aids short--
term planning by providing data on past performance and projected
furure performance. As well, the budgetary process is designed to
ensure that the short-term plans from the virious parts of the
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organisation are in harmony and their assemblage into the master
budget provides a financial plan for the organisation as a whole.

~ The control fpr;cuon of management is helped by the regular
production of performance reports that compare actual results with
expected results and calculates trends and other significant statistics.
Control.is assisted by measurements that identify trouble spots and
* prompt action to be taken. Performance reports are also intended to
motivate desirable performance by providing an indication of the
effectivencss -of goal achievement and a measure. of operational
cfficiency.

The convennonal view of thc role of management accounting is
that it is a provider of information to management. The implication js
that this information is objective and free from bias. There is another
view, however, that discounts this somewhat idealistic view of
management accounting, In the abstract to her paper, Loft writes that
management accounting

...is commonly understood to be a set of techniques for -
collecting and processing useful facts about organisational life.
The information obtained is viewed as an objective form of
knowledge untainted by social valies and idcology...

[1986, p137]

She then goes on, in her paper, to suggest the conventional view
mighr not be the real situation.

Management accounting can be used as a tool of control, in the
sense of domination. This view is supported by doubts about the
objectivity of information ‘based, so often, on judgements and
interpretations [Miller & O'Leary, 1987; Hopper & Macintosh,
1990; Hopwood, 1987; Neimark & Tinker, 1986; Hoskin 8 Macve,
1994]. As well, management accounting information tends to flow
up ‘the organisational hierarchy, so those occupying a higher status
have greater knowledge than those below them in the hierarchy.

. Standards and budgets provide prescriptions for behaviour with
the system providing information to evaluate and discipline those not
complying: with the prescription. It is this dual role of management
accountmg that must be borne in mind when considering the
operation-of accounting techmqus with in the context and culture of
a particular organisation.

Roberts-and Scapens, as a result of their resarch reported that
management accounting did fulfil its waditional role of providing
information to help manage but that it also exhibited this dual role of
domination. They stated that accounting information.
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..appeared to be used both as a means of integration and
m-ordmanon and also as an instrument of domination.
: 1990, p107]

This other side of accounting must be considered when looking
at current and future uses of accounting where its technology can be:
msngated as a disciplinary procedure. [Walsh & Stewart, 1992] and
has been highlighted in studies by Hopper‘and Armstrong [1991],
Millerand O'Leary [1987}, Hoskin and Macve [1986, 19923, 1992b,
1994], and Walsh and Stewart [1992] among others.

What of the Future?

- ‘The conditions under which business, and indeed government
operates, are in acontinual state of change. The world seems to be
shrinking and organisations must now consider international
conditions when. making their plans. Multinational corporations
operate across mary countries and apply their particular accounting
techniques -with little apparent regard for the accounting practices of
the countries in which they operate. Managements are themselves
under going change with more emphasis than hitherto being put on
the effects of an organisation's activities on the environment. Quality,
and its cost, is also a major factor in-corporate thinking.

In its discussions of 2 new report in one of its news items
Management Accounting (Vol 75 No 6, June 1997), the journal of
the Chartered Institute of Management Acoountans (UK) said (p 11y
the report indicated that:

(5) ome common themes about the future emerged )

. knowledgc will be ab organisation’s primary resource;

e  an organisational design that stimulates entrepreneurial behaviour is vital
for an orgamsauon 'S SUCCESS; -

e ‘mamaging technology - effectively, cspecially with rcgard to data
management, access and use, will significantly effect a company’s future,
and

s ncw types of lcam.mg by m"nployem need to be explored and amphasised.

These predictions suggest that information .and knowledge
gencration will be the key to the. future of management accounting,
‘This could ‘result in conflict with the IT role, which after all is to
manage information flows within an organisation, and indicates neéd
for a more proactive position for management accountants. Rtscarch
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in the UK. suggests that the traditional role of management
accountants of being scorecard keepers is chang in gand they are
becoming more innovative as they seck to find solutions to problems.

One problem in discussing the future of management
accounting revolves around the fact that each organisation uses the
managément accounting system that serves its needs. This being so
the following discussion is concerned with general issues that may or
may riot involve a specific organisation,

ISSN : 1410 - 2420

‘Current and Future Issues

In the closing stages of the twentieth century, as it has done for
at least two hundred years, management accounting is called upon to
assist management in its functdon of managing an organisation to
achieve " its goals, Management accounting assists by providing
information and opinion in the formation of both strateglc and
operational plans and by providing information to assist in the
control of the performance needed to achieve those goals, The role of
management accountants was discussed by the ASCPAs' Management
Accounting Centré of Excellence, which decided that they were to be
séen as informed analysts who participated in and contributed to:

*  strategy formation to ensure sustained competitive advantage, achieved
by prov:dmg customer and shareholder value
* resourcing decisions to ensurc the availability of cnvxromncntal
resources, finance, technology, people, knowledge, processes and
products to achicve the-determined strategies
. the management of change in a world of uncertinty, complexity and
speed.
[1994, p-23)

To reinforce this view, the Chartered Institute of Management
Accountants in the UK. survcyed is members and idendfied
“changing patterns of demand; increases in customer bargaining
power; pressures on costs "[May, 1997, p28], as being the major
drivers of significant organisational change. May’s article refers to
organisations becoming flatter in their hierarchy with the cmployees
becoming more empowered. May suggeits that organisations are
tending 16 be more customer-focussed and ﬂcx:ble in their approach
to an ever changmg cnvxronment '

R

possibly shape and determine management accounting into thc next
century.
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Management accounting used to be confined to internal matters.’

'only but it is now becoming more proactive. It is looking both to the

future and outside the organisation. A good example of this is the
increasing attention being paid to value chain analysis as a means of
assessing competitive advantage. Management accounting has
developed a number of procedures and techniques to enable the

. assessment of an organisation's. value chain and its comparison to the

value chains of its competitors, Management Accountants have also
become proficient in the devclopment of ﬁnanaal models to test
proposed actions. L :

Strategy and: the Environment

In order to survive in the long term organmanons must look
ahead and try to anticipate the future. Not an easy thmg to do but '
one that can be assisted by information produced by management,
accountants, Management accounnng can help by monitoring the
market in which the organisation operates, by analysing the
competitors and by monitoring the organisation's progress in
achieving the goals set by the strategic plan. Increasing pressure is
being applied to organisations- to expand their narrow view of the
world to include the monitoring of their impact on the natural and.
social world dround them. -

For many years business organisations have assumned that the
social and natural infrastriicture that they used came without cost, an
attitude that still holds in many countries, An example of this is the
Australian company BHP's behaviour in Papua New Guinea, when it
allowed waste product from a mine at Ok Tedi to flow into a river
and destroy the livelihood of those living downstream of the mine.
Legal action redressed the damage but at a huge cost, a cost-that
could have been avoided.

An article by Smith and Lambell [1997] argues that strate'gic
management accounting should encompass cnvironmental issues,
they go on to say that" (s)trategic management accountmg in
corporating -‘environmental management accounting is clearly
concerned with long—term sustainability” [p34]. In other words, for
an organisation to survive in the long term it-must be able to monitor
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This is a clear ethical responsibility placed on management

everywhere.
[1997,p35)

Benchmarking

The cost of poor quality is lost sales and rework, and hence lost
profits. If a firm wants to maintain acompetitive edge then it must
pay strict attention to the quality of its product or service. Consumers
are becoming increasingly intolerant of poor quality products. Total
Quality Management or TQM along with continuous improvement
are vital issues in both the private and public sectors. The institution
of a programme of TQM within an organisation requires the
continuous measurement of every organisational process. Failure to
determine and measure key variables will mean that the quality
improvement programme will fail because measurement is one of the
cornerstones of TQM. Without measurement it is impossible to
know whether problems have been solved. Management accounting
needs to develop reporting and measurement practices to ensure that
TQM is a success and contributes to the competitive advantage of the
organisation

TQM is different to traditional quality controls because they
focus on the end product and require remedial action to be taken to
ensure a good product leaves the organisation. On the other hand,
TQM tries to ensure that no defective products (orservices) are
produced in the first place and reworking costs are avoided.
Accounting can develop mieasures that will indicate to management
the progress of quality management as well as the cost of failure to
improve the product. Management should at all cost avoid minimalist
attitudes; a bad product no matter how well made is still a bad
product.

As part of the process of continually improving an organisation's
systems the practice of the leaders in a particular field can be used as a
benchmark or a point of reference when setting organisational
targets. As mentioned above this process demands measurement and
monitoring. These are two functions that are well suited to the
management accountant.
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Costs

One of the major constituents of management accounting is the
calculation of the cost of the product or service being offered to
consumers.

e Costing will still be an important part of the management
accountant’s role because costs are still needed for pricing and
control purposes. Cost collection is assisted greatly by the
introduction of new technology. The calculation of costs in real
time is becoming a reality through the use of sophisticated
computer systems.

» Costing systems that mirror actual produstion process will
become more common. The introduction of Fust-in-Time means
that the old system of process costing has lost relevance because
there is no need to measure inventories. This being the case then
backflush costing_can be used simplify the accounting process.

o Activity based costing (ABC) will probably become’ more
popular as organisations realise the benefits that can accrue from
the in-depth examination of their organisation that is required to
install an ABC system. ABC has application to both the
producers of goods and the producers of services.

o .Standard costing has been criticised on the basis that it is
prescriptive and can stifle innovation and initiative as well as
leading to dysfunctional behaviour as manager's seek to
circumvent the standard. However, this does not have to be so.
Standard costs can be used to provide control even though it may
be necessary to change the attitudes of those who use them as
well as re-examine the criteria on which they are based
[Lucas,1997]. '

¢ Life-cycle costing is becoming increasingly important, as the
market demands more frequent produtc change given the
magnitude of upstream and downstream costs. The precursor to
this, Life-cycle budgeting, is of great importance in developing
produtc and their prices given the sensitivity of the market to
prices.

o Target costing involves the management accountant in the
products are developed to meet a desired price and return.
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Conclusion

One of the major functions of management is that of control.
Accounting assists and will continue to assist in the process of
control. It may well be that some of the tools used to measure goal
achievement will change bur there will still be a need to compare
actual performance to desired performance. This control process has
already been alluded to; the future will see it being broadened in
application as more non-financial performance measures are included
in management reports. The public sector seems to be setting the
pace in the development of performance measures for the many
diverse activities performed by this sector. The key to the success to
any organisation is the monitoring of what it sees as its critical
performance indicators and the taking of corrective actions when
necessary.

New technology means that control can be exércised in real
tme. Variance analysis can at last provide a useful measure by
signalling unexpected occurrences when they happen rather than
some weeks after. '

In a survey by the Canadian Institute of Management
Accountants [Hrisak, 1996] members “rated budget Vs actual net-
income as the most effective [financial performance measure],
followed second by return on investments, third by productivity, and
fourth by budget versus actual sales™ [p 48]. The survey then went on
to point out that some of the most popular nonfinancial
measures..include cycle time, on-time delivery, customer satisfaction
and retention, defect analysis, yields, throughput (sales minus
matarial costs), and safety” [p 49).

Accounting information has always been an important aid to
management control. This assistance will become more important as
management accountants use technology to provide more tmely
informatjon in many diverse forms.

The foregoing is not an exhaustive assessment of the direction
that management accounting will take the next century. However,
present indications are that management accounting will continue to
develop in its role of assisting management in its function of
planning, organising and controlling. Management accounting will
also change as manufacturing technologies change and it will
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continue to measure cost, Management accountants will become
more proactive as they look outside the organisation and assist in
strategy development and the maintenance of a competitive edge.
management accounting will become more customer oriented by
developing a flexibility in its ability to provide timely and relevant
information to assist managerial decision making. Management
accounting will also return to its roots, in a sense, as it becomes more
involved product design.

While it is impossible to predict the future with 100% accuracy
it is possible to make reasonably accurate predictionis. management
accountants are involved in predictions and provided they continue to
look ahead to determine and define opportunities and threats to
organisational sustainability then there is no reason to doubt a future
for this important aid to good management.
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