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Introduction  

We have known that management accounting helps the managers to make a good business 

decision. They can know the actual point and so they understand the organization with a good 

view. In this report, we will show the different management accounting tools and techniques. In 

here we also show the advantages and disadvantages of these tools in details. Here we can know 

the different benefits of using management accounting in the organization. In the financial critical 

moment of the organization, this report helps the managers so that they make a reliable and stable 

decision. They also can understand the complex situation of the business so easily.    

 



4 

www.infoharvardresearchuk.com 

 
 

 

LO1 Demonstrate an understanding of management accounting systems  

P1 the explanation of the management accounting and give the essential 

requirements of different types of management accounting systems  

 

Management accounting:   
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By the help of management accounting, the managers of the business organization make different 

important business decision. They managers can take the best decision form the help of 

management accounting systems. They prepare this report with the help of both internal and 

external sources of information (Ricks, 2016). They also take the data from the annual financial 

report of the organization. They have to collect the data and basically have to connect the data with 

the taken decision and modify the decision. The authority has to be critical when they make the 

managerial decision. They know well that the success of the business organization largely depends 

on the information of management accounting systems. 

 

 

 

 

There are so many tools and techniques for management accounting and that are here in details.  

 

The product costing: 
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The authority of the organization wants to know the actual production cost per product. So they 

do this calculation. The mangers of the organization do this calculation for taking the actual 

decision about the production process and when they do this, they take the consideration of both 

the fixed and variable cost (Cowell, 2010). They have to find out the actual point of problem and 

also take the right decision at this point.  

They have to find out the cost of the pricing purpose of the products of the organization. They also 

have to take the decision for the market competition and if there is any mismatch, they take the 

immediate decision for the welfare of the organization.  

The job costing: 

In these systems, the authority of the business organization gather the relevant information and 

help to make the appropriate decision. This system helps to know the information about direct 

material, direct labour and manufacturing overhead of the products. This costing helps us to know 

the actual cost the products in real time.  

 

 

Inventory management systems:  

The main point of the inventory management systems is to minimize the cost that is associated 

with the inventory cost. The managers want to keep update about the actual raw materials, finished 

goods and work in process in the organization. They also calculate this figure with due care so that 

there is stock out situation in the organization. If there is great amount of inventory, the 

management of the company thinks that the inventory management sector is weak and they take 

the necessary steps.  

The price optimization systems: 

All of the organization want to earn the maximum profit for the welfare of the organization and so 

they want to charge a higher price but they also know that the customer retention rate is so much 

crucial thing for the actual development of the organization (Cowell, 2010). So they collect the 
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valuable data form different sources and they also can understand the actual behavior of the 

customers. The management of the organization can understand the price sensitivity of customers 

so easily.  

The cost accounting systems:  

The managers of the organization can take the help of running any particular project by the cost 

accounting systems. Cost accounting helps the mangers by giving actual cost data of the projects. 

The managers can take the necessary steps if the projects take much expense and there is relatively 

less profit. This data helps to know the efficiency of the projects that is really helpful information 

for the decision making process of the managers.  

 

 

 

 

 

 

 

P2 the explanation of different methods used for management reporting  

The managers take various help for the financial statements for making the management report. 

The term management report actually helps the managers to make an effective business decision. 

The authority of the organization helps to make viable business decisions from those reports and 

the various reports that are generally used are here in details.   
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Budget report: 

The budget report is used for knowing the reasons for not achieving the assumption figure. The 

managers of the organization in generally make this report to assume the figure of cost, revenue 

and capital structure cost for the organization. They in generally assume the figure based on the 

different experience (Catlere, 2009). They know well that they have to be crucial for making a 

good business decision and for that reason they give their best effort for the welfare of the 

organization and evaluate the result of the budget report. They easily can know the reason behind 

the problems for not achieving the actual goal of the organization.  

The cost report: 

This report helps to know the actual cost of the particular projects. The managers can identify the 

most profitable business projects so easily and also they can identify the criteria for the major cost 

of a particular project (Cardwell, 2010). For that reason the management body of the organization 

can easily understand cost structure of the projects and in that way they can make the best 

profitable business decision for the welfare of the projects as well as the whole organization.   

The inventory and manufacturing report: 
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For making good inventory systems and minimizing the waste of the inventory of the organization, 

the managers have to make the inventory and manufacturing report for the overall welfare of the 

organization (Glantz, and Doorley, 2006). The management body of the organization can 

understand the actual cost regarding the direct material, direct labour and manufacturing overhead 

of the products so easily. The managers of the organization can ensure a great efficiency by making 

this report.  

The accounts receivable aging report: 

 The management body of the organization makes the receivable aging report so that they can 

understand the actual time period of the accounts receivables and make the appropriate decisions 

for credit sale. They have to make the logical business credit selling decision for the welfare of the 

organization.  

The performance report: 

The management body of the organization can understand the actual performance of the 

organization and so they prepare this report. The managers of the organization can understand the 

performance of the budgeted report and so they can see the actual amount of variation and the 

reason behind that variation of the organization.  

 

 

 

 

 

LO2 apply a range of management accounting techniques  

P3 the calculation of cost using appropriate techniques of cost analysis to 

prepare an income statement using marginal and absorption costs.  
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  For making the income statement, the authority of the organization can follow the two methods 

and that are marginal costing method and absorption costing method (Seal, & Rohde, & Garrison, 

and Noreen, 2015). In here there is so many difference between this two method and that is as 

follows. Now I will discuss in here in details about these methods with calculation.  

 

Marginal costing method: 

In the marginal costing income calculation, we have to think about the amount of contribution. In 

here the fixed cost amount is largely considered beyond the production cost and lastly all fixed 

cost like production and manufacturing cost are shown in the later part of the income statement 

and also that is after the contribution amount.  

In this method, all the variable cost is considered as the product cost. They also count all the fixed 

cost amount in the period cost whatever the figure is. Here is the calculation of the income 

statement of the organization and the figure is based on my assumption.  
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Absorption costing method: 
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 In the absorption costing income statement, the authority of the organization can understand the 

amount of cost that is directly related to the production of the company. The managers of the 

organization can take the necessary data from here and make a valuable business decision (Olive, 

2012). The employees of the organization also understand the importance of the various cost 

gigure.t the managers of the business organization have to show how much amount of money has 

to spend on production. They make a viable decision for the welfare of the organization.  

Here is the calculation of the income statement under the absorption costing. All of the figures are 

included here by the assumption.  
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LO3 the explanation of the use of planning tools in management 

accounting  

P4 the explanation of the advantages and disadvantages of different types of 

planning tools used for budgetary control.  

The management body of the organization uses the different types of techniques and tools for 

controlling the organization and knowing the appropriate amount and reason behind any variation 

from the budget of the organization (Mowen, and Hansen, 2007). The authority of the organization 

can understand easily. The authority of the organization knows the appropriate point of the 

decision making as they can understand the reason behind the variation of the report. The authority 

of the organization can make an efficient and good business decision based on the tools of 

budgetary control.  

 

Here are the different planning tools and used that are used by the budgetary control.    
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Marginal costing:  

In the marginal costing system, we can know the effect of the production of an additional unit of 

production using the currently available resources. The authority can know the impacts of variable 

and fixed cost that may help to make the appropriate business decision. Here the managers can 

know the total impacts of variable and fixed cost.  

 

The various advantages: 

o The authority of the organization can create a viable business decision. They know well 

that what should do at that point as they have all the necessary information. They can either 

continue the production process or cancel the whole process (Kaplan, and Atkinson, 2014).  

o The managers can control the whole production process as easily as they have clear data 

about both the variable and fixed cost.  

o The managers can identify the appropriate prices for the products and services of the 

organization and for that reason they can easily make a good amount of profit.  

 

The various disadvantages: 

o In this system, the managers cannot give decision about the control of fixed cost. \ 

o This system takes the various data from the annual report and management meeting but 

that cannot be more crucial than the future data.  

o The managers can see the problem when they face those types of data which is non-

financial but important to consider.  
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Standard costing: 

 

In the standard cost the managers identify the cost related with the different projects and finally 

compare the figures with the previously standard cost so that they can make a good business 

decision (Kimmel, & Weygandt, & Kieso, & Trenholm, & Irvine, and Burnley, 2017). The 

authority of the organization can make a good image of the organization in this way as they can 

inform the actual point where they see the difference.  

There so many advantages and disadvantages of the standard methods and that are as follows.  

 

The various advantages:  
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❖ The managers of the business organization can make a strong control of the cost figure of 

the organization as they can know the point of order and also the reason behind the story.  

❖ For making a great efficient in the organization, they use this method as they can make 

sure that there is a good controlling system.  

❖ The managers of the organization know well the cost figure and so they can take the 

necessary steps so that there are no wastages of available resources in the organization 

❖ The managers of the organization can make a good and strong future production plan that 

may be very effective. 

The various disadvantages  

o The mangers can take a long time and cost for making the standard costing systems for the 

organization. They can wait a long time period that is not good for the welfare of the 

organization.  

o The managers have no extra time for doing this calculation as that may consume a long 

period of time. The authority of the organization sometimes have to take a quick decision 

but that cannot possible.  

o The authority also remains in fair that if they set the point of standard cost in mistake, that 

can be so much harmful for the organization.  

o The organization also cannot make any decision when they face the non-financial data in 

the decision making steps. 

 

Activity costing: 
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In this accounting method the authority of the organization can distribute all of the overhead cost 

to the overall production process of the business (Galitz, 2015). They do not maintain any line of 

production rather they have to say that the overhead cost is for all the production process without 

considering the volume of production.  

In this method, there are lots of advantages and disadvantages and that is as follows.  

The various advantages  

❖ The managers of the organization can easily identify the profitable products line in the 

organization so easily and they can be so much efficient in this area so quickly.  

❖ The authority of the organization can take the decision quickly and accurately as they get 

the appropriate information from this method.  

❖ The authority also can cut the excessive cost as they can know the actual point of cost and 

so the effectiveness of the organization can be increased so easily.  

❖ The authority also can know the different factors that drive the cost figure of the 

organization. So they can make good decision so easily.  

The various disadvantages: 
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❖ This method takes a long time which can hamper all the effectiveness of the 

organization.  

❖ All of the organization has to make the financial statement based on the standard 

accounting method that can be accepted with the accounting body of the country and 

world but in this method they cannot follow the GAAP.  

❖ The authority of the organization sometimes feels so much hesitate to identifying the 

cost drivers of the organization.  

❖ The managers and related employees have to be so much serious when they collect and 

modify the necessary data and if they can take the false data all result may be wrong.    

 

 

 

 

 

 

LO4 compare ways in which organizations could use management 

accounting to respond to financial problems.  

P5 the evaluation of how organizations are adopting management accounting 

systems to respond to financial problems.  
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The managers of the business organization always want to respond positively with the different 

financial problems. They know well that if they fail to respond as soon as possible, the organization 

will face a great loss. There are so many techniques and by using that technique the managers 

make the valuable decision (Kaplan, and Atkinson, 2014). The top level authority of the 

organization is so much skilled and talented people and so they can make a valuable business 

decision. They face so much dynamic situation in the current time and have to take the rapid 

business decision. For that reason, they can control any situation so easily by using the techniques 

that are described here.  

 

The benchmarking: 

The managers of the business organization use the benchmarking so that they can control the whole 

system. The authority of the organization compare the business performance with the industry 

leader and see the actual result (Hopper, & Scapens, and Northcott, 2007). They make different 

business decision based on the benchmarking. It helps to make a better control over the company 

and the authority can ensure the better performance of the organization so easily.  These strategic 

tools help the organization very much and they can improve the present business condition so 

easily.  
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The key preference indicator: 

The performance of the organization can be measured by the help of key performance indicators. 

The management body of the organization largely depends on the indicators for the welfare of the 

organization. They can create a valuable decision that how they can make a viable business 

decision so quickly.  There are two types of key indicators that are used in the organization and 

that are as follows.  

Financial indicators: 

The authority of the organization use the financial indicators so that they can understand the actual 

financial position and make any viable decision based on this (Drury, 2011). The ratio analysis is 

the main part of the financial indicators. In the organization, the mangers use the ratio analysis for 

the various purpose and that is as follows.  

❖ The managers can use the liquidity ratio to know the actual cash and near cash amount 

against current liabilities of the organization. They sue the acid test ratio, cash ratio and 

so on for knowing the actual point of the organization.  

❖ They also use the profitability ratio to know the actual profit condition with a quick 

view. The investors of the organization use this ratio and make their investment 

decision very speedy mood.  

❖ The authority also uses the leverage ratio and they can try to understand the ability of 

long term liability of the organization. They can know how many portions of the 

liability among the total asset of the organization.   

❖ They also use the asset management ratio to know the ability of the firm to generate 

revenue based on asserts of the organization. 

 

 

Non-financial indicators: 
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The non-financial terms use for the welfare of the organization. The managers use this for knowing 

that cannot be said by the help of financial figure. But this information helps a lot for making good 

and stable decision for the organization (Blackstone, and Christian, 2010). The authority can 

understand the retention rate, customer satisfaction rate and staff turnover rate that is so much 

important things for the organization. The authority can understand the strong point and weak point 

and so they make the appropriate decision for the organization.  

 

The budgetary targets: 

In this method, the authority can understand the performance of the organization and that 

comparison is done by the help of previous budget. The managers do that for knowing the capacity 

of the organization and so they can make a viable business decision. They can take important 

decision when the organization faces critical moment as they have actual knowledge.  

 

 

 

 

 

 

 

 

 

 



22 

www.infoharvardresearchuk.com 

 
 

Conclusion  

Form this report, it is very clear that the authority of organization uses the management accounting 

report for their internal decision making purpose. They can know the details position for he 

organization. For this reason they have to collect the different types of data from different 

organization. The managers of the organization run the organization and so this report makes a 

great sense to them. If they make any major mistake for the collection and analyzing the data 

process for the organization, they surely make a great mistake. The authority of the organization 

can reach the actual goal so easily by using management accounting.   
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