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Some Preliminary Questions
Why do restaurants fail?

How can a retail business justify staying open 24 hours, when there are few customers during some of the late evening/early morning hours? 

How can a manufacturing business justify staying in production for a full 24 hour day, consistently? 

What does the federal budget have to do with managerial accounting?

How does the current “Senate scandal” relate to managerial accounting?
General Role of Managerial Accounting in Relation to Management Roles
· What is managerial accounting?  Accounting information that is of importance to management.  Broadly:  whatever management wants, in terms of fulfilling its roles and responsibilities.
· General roles of management, according to text:  planning, directing and motivating, controlling and decision-making.  Planning exemplified by the budgeting process.  What is a budget?  Personal, government, business?
· Business budget can relate to sales, costs and profit.  Consider restaurant example—budgeting sales and profit per table.  Budgeted mix of sales of food and alcohol.  
· Directing and motivating:  After establishing a budget, instructing employees as to budget expectations and motivating employees to satisfy budget expectations.  Example: having employees motivated to sell alcohol with food, or to direct customers to higher-profit menu items.   Direction includes making employees aware of profit margins on various menu items and alcohol, plus importance of “turnover” at a table.
· Controlling relates to comparing actual results to budgeted results, with resulting performance evaluations.  To the extent that an employee may be considered responsible for a shortfall in actual results compared to budgeted results, issue of further consequences or motivation.
· Managers must have long-term and short-term visions; management accounting assists with both.
· Budget can be incorporated into a larger business plan, involving short and long-term perspectives.
· Decision-making:  what dishes to emphasize, what dishes to consider discontinuing.
Managerial and Financial Accounting

· See Exhibit 1-3, text, p. 8.  Basic theme:  the general flexibility of managerial accounting, compared to managerial accounting.
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· Financial accounting has to follow GAAP, which is at least partially codified in standards.  Managerial accounting has no set standards—conventions only, relating to practices that have developed over time and may be adapted by management to suit particular circumstances.

· Two principal distinguishing dimensions of managerial accounting:  timeliness and relevance.  Managerial accounting information is frequently provided daily—daily sales, daily sales by product, daily cost of sales.  Financial accounting usually follows a period concept—annual reports, semi-annual reports.   Relevance of managerial accounting relates to such information as current cost.  Financial accounting generally follows the historic cost principle.

· Another distinguishing feature—the users of financial accounting information, compared to the users of managerial accounting information.  The recognized users of financial information are generally a limited group of external users—investors and creditors.  Management is not recognized as an intended user of financial information, since management is viewed as preparing such information for external users.

· Consider also level of detail.  Financial accounting is often summary information.  Managerial accounting can be as detailed as management wants.  
General Role of Management Accountants in an Organization

· See Exhibit 1-4, text, p. 10.   Management accountant typically has the role of controller—overseeing day to day financial functions of the organization, reporting to the Chief Financial Officer.  Considered to be a supportive/staff role.  Often is promoted to Chief Financial Officer.
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Importance of Management Accountant being a Professional Accountant

· General assurance of integrity provided through need of professional accountant to adhere to a code of professional ethics.  

· Professional ethics become particularly important, given the rise in the concept of the stakeholder, plus general public concerns with respect to corporate social responsibility.  Stakeholder representing larger public interests.  Ethics therefore have to address larger public interests.  Example:  refusing to get involved in a transaction on behalf of a purchaser that involves tax evasion (allocation of proceeds in relation to the purchase of a business), even though the party benefiting from the evasion is the vendor, not the purchaser.

Business Process Management

· Consider production as a business process.  Enhanced need to management business processes due to increased business uncertainty and increased competition.

· Value chain:  how the various functional departments within an organization interact with one another in a particular business process, which could be the overall business cycle.  Example in Exhibit 1-5, p.11 – Going from research and development, through production to distribution and customer service.
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· Lean production models—based on view that having large amounts of inventory on hand is generally undesirable.   Inventory buildup is a “push” process, where raw materials end up “pushing” a buildup of work in process, which in turn “pushes” a buildup of finished goods.  “Just in time” production.
· Lean Thinking Model:  A “pull” process—orders “pull” production.   Principal example:  “just in time” production.  

· Component quality—in lean –thinking model, becomes the responsibility of suppliers (e.g. Magna International, as a parts manufacturer).

· All workers on the production line become product inspectors, with authority to shut down the line if defects discovered.

· Enterprise systems:  data integration.
· Risk Management:  Identifying and controlling business risks (Exhibit 1-6, p. 13).  Example:  reducing risk by eliminating reliance on one supplier.  Creates different risk:  risk of variation in input quality.
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Corporate Governance, Stakeholders and Professional Accounting Ethics

· Professional codes of conduct, corporate codes of conduct.  
· Corporate governance:  how a company is directed and controlled—as much to ensure that it is mindful of its social responsibilities and does not turn to an unethical path.  No longer solely shareholder interests, but also stakeholder interests.
· The ethical obligations of a professionally-qualified accountant, as particularly found in rules of professional conduct, are very much an aid in effective corporate governance.
· Corporate social responsibility:  responsibility of corporation to shareholders and to stakeholders.  Inherent conflict? Theory that a company’s social performance can affect its financial performance.  Evidence?
