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IN MEMORIAM 

Sadly, Professor Colin Drury passed away in 2019 after a short illness. At the time of his 
passing, Colin had already made plans for the content of the 11th edition of his bestsell- 
ing textbook, Management and Cost Accounting. Therefore, in discussion with Colin's 
family, Cengage brought on board a new and highly experienced contributing author for 
the 11th edition, Professor Mike Tayles, to bring Colin’s initial plans and drafts to conclu- 
sion, and Professor Mike Tayles has continued his dedicated work by updating the eighth 
edition of Management Accounting for Business which introduces the theory and prac- 
tice of management accounting and emphasizes its role in how business decisions are 

made. The new edition of Management Accounting for Business addresses many of the 

latest key topics including digitalization and big data, environmental and sustainability 

issues, ethical considerations and the impact of the emergence of the knowledge-based 

economy. 

For several decades, Colin Drury has been known for his textbooks on management 

accounting by almost anyone who wanted a thorough understanding of the subject. Colin 

was often complimented on the comprehensive nature and clarity of his writing. This 

was probably attributable to his previous practical experience, but also to the thorough 

and uncomplicated manner in which he tackled all his work. He managed to navigate 

successfully between the academic and practitioners’ study of management accounting 

and as a result of his rigour and authority, his textbooks became recommended reading 

in management accounting by the professional accounting bodies as well as in many 

universities across the UK, Europe and beyond. From early on, his textbook Management 

and Cost Accounting was regarded as ‘Europe's Bestselling Management Accounting 

Textbook’. The ACCA Students’ Newsletter noted: ‘Drury’s book can be recommended, 

without reservation, to all accounting students.’ 

Colin also served on the Research Committee of CIMA and worked on the CIMA 

Official Management Accounting Terminology. Colin was quick to include the most up-to- 

date research findings into the latest editions of his textbooks and therefore helped turn 

research into practice. The areas of his own research interests emphasized current 

practice, hence, he helped to bring management accounting practice into research. 

Shortly after Colin’s retirement, to acknowledge his achievements, the British Accounting 

and Finance Association bestowed upon him a Lifetime Achievement Award, which he 

richly deserved. Colin’s legacy will live on through this award and through his extensive 

contributions to books and journals - Cengage thanks him for all his dedication over the 

past decades, and for his family’s support in enabling the new editions of his textbooks 

to reach fruition. 

All at Cengage 
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PREFACE 

| 

This new eighth edition of Management Accounting for Business builds upon the foundation 

of earlier editions which Colin so successfully developed.The book shows a level of 

comprehensive coverage and clarity of explanation for which Colin was justifiably renowned. 

Colin and | first started to teach together 40 years ago and commenced our collaboration in 

1990 with research into management accounting practices producing professional research 

reports, academic journal papers and business articles. Colin was a pleasure to work 

with — he had a clear passion for this work, but for someone so renowned in the academic 

accounting community he was very modest about his achievements, there was always 

a humility in the way he went about all of his academic endeavours. Although our careers 

ultimately followed different paths, we always maintained contact and | am privileged to make 

a small contribution to this highly successful textbook. 

The aim of this book is to provide an introduction to the theory and practice of management 

accounting and to emphasize its role in making business decisions. It is intended primarily 

for students who are not specializing in accounting and are pursuing a one- or two-semester 

basic management accounting course. The more advanced technical aspects that are 

required by specialist accounting students are not covered. These topics are examined in the 

author's successful book Management and Cost Accounting, the 11th edition of which is also 

published by Cengage EMEA. if 

Feedback from lecturers in a large number of universities indicated that they had found 

the content, structure and presentation of Management and Cost Accounting extremely 

satisfactory and most appropriate for accounting students pursuing a two-year 

management accounting course. They also indicated that there was a need for a book 

(based on Management and Cost Accounting) for students on shorter courses. This book 
meets that need and, while still comprehensive, is particularly suitable for students not 
specializing in accounting, studying management accounting on the following courses: 

® a first-level management accounting course for undergraduate students 

® higher national diploma in business and finance 

® postgraduate introductory management accounting courses. 

An introductory course in financial accounting is not a prerequisite, although many 
students will have undertaken such a course. | 

STRUCTURE AND PLAN OF THE BOOK 
In writing this book we have adopted the same structure and included much of the introductory 
content of Management and Cost Accounting. The major theme is that different information is 
required for different purposes. The framework is based on the principle that there are three 
purposes of constructing management accounting information. One is conventional cost 



accounting, with its emphasis on producing product costs for allocating costs between cost 
of goods sold and inventories to meet external and internal financial accounting inventory 
valuation and profit measurement requirements. The second is the notion of decision-relevant 
costs, with the emphasis on providing information to help managers make good decisions. 
The third is responsibility accounting, cost control and performance management, which 
focus on both financial and non-financial information, in particular the assignment of cost 
and revenues to responsibility centres. This book focuses mainly on the second and third 
of the above purposes. Less emphasis is given to conventional cost accounting, because 
an in-depth understanding of this topic is not essential for those students who are not 
specializing in accounting. The purposes are captured in Figure 0.1, and throughout the 
book we remind the reader of this distinction and point out where different management 
accounting information is, or is not, suited to particular circumstances. 

FIGURE 0.1 

Introduction to management 

and cost accounting - Part 1 

Cost 

assignment - 

Part 3 

yi 

Information for 7 
planning, control / 

and performance | 

measurement - | 

Part 4 

Information for 

decision-making - 

Part 2 

Strategic performance and cost management, 

value creation and challenges for the future - 

Part 5 

This book consists of 16 chapters divided into five parts. Part One contains two chapters 

and provides an introduction to management and cost accounting, the terminology and 

a framework for studying the remaining chapters. Part Two consists of four chapters 

and is entitled ‘Information for decision-making’. Here the focus is on measuring and 

identifying those costs that are relevant for different types of decisions that managers and 

businesses are faced with. These include tactical decisions, pricing, profitability analysis, 

the impact of business volume, spare capacity and long-term decisions. The title of 

Part Three is ‘Cost assignment’. It is made up of two chapters that provide an explanation 

of how costs are accumulated and assigned to cost objects, such as products or 

services. In particular, alternative approaches that can be used for measuring resources 

consumed by cost objects and the factors that should be considered in determining the 

sophistication of the cost accumulation system are described. 
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Part Four consists of five chapters and is entitled ‘Information for planning, control 

and performance measurement’. This part concentrates on the process of translating 

organizational goals and objectives into specific activities and the resources that 

are required, via the short-term (budgeting) and long-term planning processes. The 

management control systems that organizations use are described and the role that 

management accounting control systems play within the overall control process, 

including performance measurement and evaluation within different segments of the 

organization, are examined. The title of Part Five is ‘Strategic performance and cost 

management, value creation and challenges for the future’. It consists of three chapters. 

The first chapter focuses on strategic performance management, the second on 

strategic cost management and value creation. The third chapter concentrates on the 

emerging issues that are likely to have an impact on management accounting, and 

considers some potential future developments in management accounting. The five 

parts are displayed in Figure 0.1. 

CHANGES IN THE CONTENT OF THE 
EIGHTH EDITION 

The feedback relating to the structure and content of the previous editions has been 

extremely favourable and therefore no major changes have been made to the existing struc- 

ture. The objective in writing the eighth edition has been to produce more accessible text 

and to incorporate recent developments in management accounting. All of the chapters 

have been reviewed, and where appropriate new material has been added. There is greater 

discussion related to digitalization and big data, environmental and sustainability issues, 

ethical considerations and the impact of the emergence of the knowledge-based economy. 

This occurs throughout the book, culminating in the final chapter which focuses on the 

emerging issues that are likely to have an impact on management accounting and considers 

some potential future developments in management accounting. Updates have been made 

to the end-of-chapter assessment material, and solutions to these are in a separate section 

at the end of the book. Most of the Rea/ World Views that provide examples of the practical 

application of management accounting have been replaced by more recent examples or 

updated. Suggested answers to Real World Views questions are in the Instructor's Manual. 

Additionally, we have included a new and highly engaging Apply your Knowledge section at 
the end of each chapter which aims to reinforce the content and provide scope to consider 
its wider implications. This new feature is explained further in Chapter 1. 

Learning notes 

In order to meet the different requirements of readers and different course curricula, 
various topics are included as learning notes that can be accessed by students and 
lecturers on the digital support resources accompanying this book. The learning notes 
relate to either specific topics that may be only applicable to a minority of the readers or 
a discussion of topics where more complex issues are involved that not all readers may 
wish to pursue, All learning notes are appropriately cross-referenced within the text to the 
digital support resources. For example, at appropriate points within specific chapters, 
the reader's attention is drawn to the fact that, for a particular topic, more complex issues 



exist and that a discussion of these issues can be found by referring to a specific learning 
note on the digital support resources accompanying this book. 

Case studies 

Case studies are available on the dedicated digital support resources for this book. 
Both lecturers and students can download these case studies from the digital support 
resources. Teaching notes for the case studies are only available for lecturers to download. 
The cases generally cover the content of Several chapters and contain questions to which 
there is no ideal answer. They are intended to encourage independent thought and initiative 
and to relate and apply your understanding of the content of this book in more uncertain 
situations, They are also intended to develop your critical thinking and analytical skills. 

International focus 

The book has now become an established text in many different countries throughout 

the world. Because of this a more international focus has been adopted. A major 

feature is the presentation of boxed exhibits of surveys and practical applications 

of management accounting in companies in many different countries. To simplify 

the presentation, however, the UK pound monetary unit has been mostly used 

throughout the book, although examples of the euro, dollar and rand can be found 

in the assessment material at the end of each chapter. Most of the assessment 

material incorporates questions set within a UK context. These questions, however, are 

appropriate for worldwide use and contain the beneficial features described above for 

case study assignments. 

Assessment material 

Throughout this book we have kept the illustrations simple. You can check your 

understanding of each chapter by answering the review questions. Each review question 

is followed by page numbers within parentheses that indicate where in the text the 

answers to specific review questions can be found. More complex review problems are 

also set at the end of each chapter and within the digital online resources to enable 

students to pursue certain topics in more depth. Fully worked solutions to the review 

problems within the text are provided in a separate section at the end of the book. 

SUPPLEMENTARY MATERIAL 

The eighth edition of Colin Drury’s Management Accounting for Business is accompanied 

by the following dedicated digital support resources: 

@ Dedicated instructor resources only available to lecturers, who can register for 

access either at account.cengage.com or by speaking to their local Cengage 

representative. 

@ Cengage MindTap helps students embed the material. Dedicated digital content 

creates a learning path designed by the instructor to guide students through the 

course and focus on what's important. Instructors can find out more about access- 

ing MindTap by speaking to their local Cengage representative. 
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DEDICATED INSTRUCTOR RESOURCES 

This includes the following resources for lecturers: 

@ Instructor’s Manual with instructor's additional review problems 

@ Online test bank provides approximately 500 extra questions and answers 

@ PowerPoint slides to use in your teaching 

@ Case studies (internationally focused) 

®@ Teaching notes to accompany the case studies 

® Downloadable figures and tables from the book to use in your teaching. 

MINDTAP 

MindTap is an online learning solution that allows lecturers to customize and combine 

easily learning tools such as readings, interactive content and assessment activities to 

create a personalized learning path for students, including Aplia. Lecturers can add or 

remove existing content within the learning path or add their own content in order to deliver 

a seamless student experience that aligns exactly with the way they teach their course. 
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a Introduction to Management accounting 

_ 2 Anintroduction to cost terms and concepts 

he objective of this section is to provide an introduction to management and cost 

accounting. In Chapter 1 we define accounting and distinguish between financial, aes 

management and cost accounting. This is followed by an examination of the role of : 

management accounting in providing information to managers for decision-making, 

planning, control and performance measurement. We also consider the important 

changes that have taken place in the business environment. As you progress through 

the book you will learn how these changes have influenced management accounting 

systems. In Chapter 2 the basic cost terms and concepts that are used in the cost and - 

management accounting literature are described. This terminology is essential to the _ 

study of management accounting. It is used in the further chapters of this book and in 

business practice. . , 
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ACCOUNTING 

LEARNING OBJECTIVES After studying this chapter you should be able to: 

® distinguish between management accounting and financial accounting 

® identify and describe the elements involved in the decision-making, planning and control 
process 

® justify the view that a major objective of commercial organizations is to broadly seek to 

maximize future profits 

® explain the important changes in the business environment that have influenced 

management accounting practice 

® outline and describe the key success factors that directly affect customer satisfaction 

® identify and describe the functions of a cost and management accounting system. 

here are many definitions of accounting, but the one that captures the theme of 

this book is the definition formulated by the American Accounting Association. It 

describes accounting as: 

the process of identifying, measuring and communicating economic information to 

permit informed judgements and decisions by users of the information. 

In other words, accounting is concerned with providing both financial and non-financial 
information that will help decision-makers to make good decisions. In order to understand 
accounting, you need to know something about the decision-making, planning and 
control process, and also to be aware of the various users of accounting information. 

During the past two decades, many organizations in both the manufacturing and 
service sectors have faced dramatic changes in their business environment. Deregulation 
and extensive competition from international companies in domestic markets has resulted 
in a situation where most companies now operate in a highly competitive global market. 
At the same time there has been a significant reduction in product life cycles arising from 
technological innovations and the need to meet increasingly discriminatory customer 
demands. To succeed in today’s highly competitive environment, companies have made 
customer satisfaction an overriding priority. They have also adopted new management 
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approaches and manufacturing companies have changed their manufacturing systems 
and invested in new technologies. These changes have had a significant influence on 
management accounting systems. 

The aim of this first chapter is to give you the background knowledge that will enable 
you to achieve a more meaningful insight into the roles, benefits, issues and problems of 
cost and management accounting that are discussed in the book. We begin by looking at 
the users of accounting information and identifying their requirements. This is followed by 
a description of the decision-making process and the changing business environment. 
Finally, the different functions of management accounting are described. 

THE USERS OF ACCOUNTING INFORMATION 

Accounting is a language that communicates economic information to various parties 
(known as stakeholders) who have an interest in the organization. Stakeholders fall 

into several groups (e.g. managers, shareholders and potential investors, employees, 

suppliers and customers, creditors and the government) and each of these groups has 

its own requirements for information: 

® Managers require information that will assist them in their decision-making and 

control activities; for example, information is needed on the estimated selling 

prices, costs, demand, competitive position and profitability of various products/ 

services that are provided by the organization. 

® Shareholders require information on the value of their investment and the income 

that is derived from their shareholding. Likewise, potential investors are interested 

in their potential returns. 

® Employees require information on the ability of the firm to meet wage demands and 

avoid redundancies, and its potential to provide continued employment. 

® Creditors and the providers of loan capital require information on a firm's ability to 

meet its financial obligations. 

®@ Government agencies such as the Central Statistical Office collect accounting 

information and require such information as the details of sales activity, profits, 

investments, stocks (i.e. inventories), dividends paid, the proportion of profits 

absorbed by taxation and so on. In addition, government taxation authorities 

require information on the amount of profits that are subject to taxation. All this 

information is important for determining policies to manage the economy. 

The need to provide accounting information is not confined to business organizations. 

Non-profit-making organizations such as churches, charitable organizations, clubs 

and government units such as local authorities, also require accounting information for 

decision-making, and for reporting the results of their activities. For example, a tennis 

club will require information on the cost of undertaking its various activities so that a 

decision can be made as to the amount of the annual subscription that it will charge to 

its members. Similarly, municipal authorities, such as local government and public sector 

organizations, need information on the costs of undertaking specific activities so that 

decisions can be made as to which activities will be undertaken and the resources that 

must be raised to finance them. 
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As you can see, there are many different users of accounting information who require 

information for decision-making. The objective of accounting is to provide sufficient 

information to meet the needs of the various users at the lowest possible cost. Obviously, 

the benefit derived from using an information system for decision-making must be greater 

than the cost of operating the system. 

The users of accounting information can be divided into two categories; 

1 internal users within the organization, such as managers and other employees who 

need this information to operate their part of the business to best effect 

2 external users such as shareholders, creditors and regulatory agencies, outside 

the organization. 

From the above, it is possible to distinguish between two branches of accounting, which 

reflect the internal and external users of accounting information. Management accounting 

is concerned with the provision of information to people within the organization to help 

them make better decisions and improve the efficiency and effectiveness of existing 

operations, whereas financial accounting is concerned with the provision of information to 

external parties outside the organization, including the general public. Thus, management 

accounting could be called internal reporting and financial accounting could be called 

external reporting. This book concentrates on management accounting. 

DIFFERENCES BETWEEN MANAGEMENT ACCOUNTING 
AND FINANCIAL ACCOUNTING | 

The major differences between these two branches of accounting are: 

® Legal requirements. There is a statutory requirement for limited companies to 

produce annual financial accounts, regardless of whether or not management 

regards this information as useful. Management accounting, by contrast, is entirely 

optional and information should be produced only if it is considered that the benefits 

- it offers management exceed the cost of collecting it. 

® Focus on individual parts or segments of the business. Financial accounting 

reports describe the whole of the business, whereas management accounting 

focuses on parts of the organization; for example, the cost and profitability of 

products, services, departments, customers and activities. 

@ Generally accepted accounting principles. Financial accounting statements must 
be prepared to conform with the legal requirements and the generally accepted 
accounting principles established by the regulatory bodies such as the International 
Accounting Standards Board. These requirements are essential to ensure 
uniformity and consistency, which make intercompany and historical comparisons 
possible. Financial accounting data should be verifiable and objective. In contrast, 
management accountants are not required to adhere to generally accepted 
accounting principles when providing managerial information for internal purposes. 
Instead, the focus is on serving the management's needs and providing information 
that is useful to managers when they are carrying out their decision-making, planning 
and control functions. Indeed, it could be said that the best management accounting 
is that which is most useful to the manager, and this varies with the business size, 
sector, technology and the circumstances of the question or problem. 
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® Time dimension. Financial accounting reports what has happened in the past in an 
organization, it is historical; whereas management accounting is concerned with 
future information as well as past information. Decisions are concerned with future 
events and management therefore require details of expected future costs and 
revenues, which by definition are predictions and not known with certainty. 

®@ Report frequency and less emphasis on precision. A detailed set of financial 
accounts is published annually and less detailed accounts are sometimes 
published semi-annually. Management usually requires information more quickly 
than this if it is to act on it. Managers are often more concerned with timeliness than 
precision. They prefer a good estimate now rather than a precise answer much 
later. Consequently, management accounting reports on various activities may be 
ad hoc investigations or be prepared at daily, weekly or monthly intervals. 

THE DECISION-MAKING, PLANNING 
AND CONTROL PROCESS 
Information produced by management accountants must be judged in the light 

of its ultimate effect on the outcome of decisions. It is therefore important to have an 

understanding of the decision-making, planning and control process. Figure 1.1 

presents a diagram of the decision-making, planning and control process. The first 

four stages represent the decision-making and planning process. The final two stages 

represent the control process, which is the process of measuring and correcting actual 

performance to ensure the best alternatives are chosen and the plans for implementing 

them are carried out. We will now examine the stages in more detail. 

7 

4. Identify objectives ep near . 
The decision-making, planning 

Y and control process 
+2. Search for alternative courses of action 

Y 
3. Select appropriate courses of action 

Planning 

process 

Control 

process 

Y 

Identifying objectives 

Before good decisions can be made there must be some guiding aim or direction that will 

enable the decision-makers to assess the desirability of choosing one course of action 

over another. Hence, the first stage in the decision-making process should be to specity 

the company’s goals or organizational objectives, that is, what they are in business to 

achieve. 
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This is an area where there is considerable controversy. Economic theory traditionally 

assumes that firms seek to maximize profits for the owners of the firm or, more precisely, 

the maximization of shareholders’ wealth. Some writers (e.g. Simon, 1959) believe that 

many managers are content to find a plan that provides satisfactory profits rather than to 

maximize profits. Clearly it is too simplistic to say that the only objective of a business firm is 

to maximize profits. Some managers seek to establish a power base and build an empire. 

Another common goal is security, and the removal of uncertainty regarding the future may 

override the pure profit motive. Organizations may also pursue more specific objectives, 

such as producing high-quality products or being the market leader within a particular 

market segment. We are also seeing an increasing interest in the responsibility of firms to a 

wider society at the present time: in other words responsibility to a wider stakeholding, and 

hence stakeholder capitalism and not just shareholder capitalism. This is demonstrated by 

calls for firms to publish a Triple Bottom Line of performance, covering social, environmental, 

and economic performance of profitability. It is only by addressing these three requirements 

that firms could be said to be ‘sustainable’ (see Figure 1.2). We shall discuss the implications 

for management accounting of these developments in Chapter 16. Nevertheless, the view 

adopted in this book is that, broadly, firms seek to maximize future profits. There are two 

reasons for us to concentrate on this objective: 

1 Itis unlikely that any other objective is as widely applicable in measuring the ability 

of the organization to survive in the future. 

2 It is unlikely that maximizing future profits can be realized in practice, but by 

establishing the principles necessary to achieve this objective you will learn how 

accounting information can highlight how profits can be increased. 

FIGURE 1.2 > — 
The interconnection of the oe 
elements of the Triple Bottom 

Line concept 

The search for alternative courses of action 

The second stage in the decision-making model is a search for a range of possible 
courses of action (or strategies) that might enable the objectives to be achieved. If 
the management of a company concentrates entirely on its present product range 
and markets, and market shares and profits are allowed to decline, there is a danger 
that the company will be unable to survive in the future. If the business is to survive, 
management must identify potential opportunities and threats in the current environment 


