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Chapter preview

This chapter is a transitional one, serving as an introduction to a number of the issues 
addressed in Part 2 of the book. The second section concentrates on internal account-
ing processes – accounting for managers, usually termed management accounting.

In this chapter, we introduce a number of accounting concepts which underpin the 
basic fi nancial record-keeping systems of organisations. These underpinnings are 
essential if the basic accounting records of an organisation are to be fi t for purpose – 
whether that purpose be management accounting or fi nancial reporting.

The chapter discusses the interface between accounting and the functions of manage-
ment. It summarises the major differences between fi nancial and management account-
ing, and discusses how management accounting can meet the information needs of 
management and recognises the behavioural foundations of management accounting.

 

Financial and management accounting

Both fi nancial and management accounting deal with the reporting of economic 
events. Each requires the quantifi cation of the outcomes of economic activity, and 
each is concerned with revenues and expenses, assets, liabilities and cash fl ows. The 
major differences between these two forms of accounting stem from the fact that they 
are intended for different audiences. Financial accounting is concerned with the 
provision of information to individuals and organisations external to the enterprise. 
Its reports deal, in summary form, with the organisation as a whole. In fi nancial 
accounting, costs are usually classifi ed by the object or subject of the expense (sala-
ries, materials, etc.), or perhaps by the function of the expense (cost of goods sold, 
administrative expenses, etc.)
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