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1.1. Management Accounting as a source of information 
for internal parties within the organization.

1.2. Nature of Management Accounting.



Ana Mª Arias Alvarez (University of Oviedo)  Management  Accounting fundamentals OpenCourseWare

1.1: MANAGEMENT ACCOUNTING AS A SOURCE OF INFORMATION FOR INTERNAL
PARTIES WITHIN THE ORGANIZATION.

Accounting is a language that communicates economic information to
people who have an interest in an organization. Its aim is to provide useful
information to meet the needs of the various users that will assist them in
their decision‐making and control activities.

External users, who 
do not manage

Internal users, 
who manage

Financial Accounting
(Balance Sheet and Income Statement)

Management Accounting
(Costs and margins of products)
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EXTERNAL INCOME STATEMENT

Revenue 4,000
– Raw materials used – 1,400
– Personnel expenses – 500
– Other operating expenses – 1,700
RESULTS FROM OPERATING ACTIVITIES 400
– Finance expenses – 200
PROFIT BEFORE  INCOME TAX 200 > 0
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INTERNAL INCOME STATEMENT

CONCEPT TOTAL PRODUCT A  PRODUCT B

Revenue 4,000 2,400 1,600

– Cost of goods sold        – 3,400 – 2,500     – 900

Gross profit 600 ‐ 100 < 0 700 > 0

– Administration costs – 200

– Financial costs – 200

Net profit                         200 > 0
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MANAGEMENT ACCOUNTING

The branch of Accounting concerned with providing information to people
within the organization to help them make better decisions and improve
the efficiency and effectiveness of existing operations:

• Measures and analyses those costs associated with manufacturing goods
and providing services. It also measures performance and productivity.

•Measures and analyses those costs associated with the company’s
centres in order to evaluate their performance.

1.2: NATURE OF MANAGEMENT ACCOUNTING.
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COST MEASURES THE ECONOMIC SACRIFICE MADE 

TO ACHIEVE AN ORGANIZATION’S GOAL.

COST
QUANTITY

PRICE

x
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DIRECT COSTS

INDIRECT COSTS

They can be specifically and exclusively identified 
with a particular cost object.

They cannot be identified specifically and exclusively 
with a given cost object.

COST OBJECT: Any activity for which a separate measurement of costs is necessary.

CLASSIFICATIONS OF COSTS.

DIRECT COSTS  AND INDIRECT COSTS.
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PRODUCT COSTS  AND PERIOD COSTS.

PRODUCT COSTS

PERIOD COSTS

They are included in the inventory valuation for 
both finished goods and work in progress:

They are not included in the inventory valuation 
for both finished goods and work in progress:

‐ Financial costs.
‐ Selling and distribution costs.
‐ Administration costs.

Manufacturing costs

Non‐manufacturing costs

‐ Direct materials.

‐ Direct labour.

‐ Indirect  manufacturing costs.
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Direct
Direct 

materials

Direct 
labour

TOTAL 
MANUFAC‐
TURING 
COSTS

+/‐ BEGINNING/ 
ENDING 

INVENTORIES 
WORK IN 
PROGRESS

COST OF
GOODS

MANUFAC‐
TURED

+/‐ BEGINNING/ 
ENDING 

INVENTORIES 
FINISHED GOODS

COST OF 
GOODS
SOLD

Financial

costs

Selling and 
distribution 

costs

DIRECT
OR 

PRIMARY 
COST

Administration 
costs

Indirect
costs

COSTS

COST STRUCTURE:
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Task: try to solve problem 1.1.
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