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Failure to comply with the qualities of useful
information

Accuracy — overestimating costs may result in a decision not to produce a product which
in fact is profitable; on the other hand, overestimating the price at which the output can
be sold (and in general, estimating revenues accurately is more difficult than estimating
costs accurately) may result in the organisation — producing output which cannot be sold
profitably.

Timeliness — in connection with a decision to close a division or department if the
information is presented to management after a decision had been made to lay off staff
that could have been profitably employed in other divisions or activities, the company has
incurred unnecessary redundancy costs, lost possible future revenues and demotivated
the remaining employees when they learn of the redundancies.

Under dable — ive focus by ace on more complex
techniques of which general management have little or no knowledge or understanding
may mean that the accountant’s advice will be ignored. There is currently significant
attention being given to the role of the management accountant as an educator within the
organisation — explaining the information and training general management to help them
to understand the information better.
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‘ What is on the agenda for today?

MIN Start  End

Principles of management accounting and

financial accounting (IFRS) in practice 30 10:00 10:30
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Example — financial statements
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Principles of management accounting and Example — management report?
Jfinancial accounting (IFRS) in practice
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Financial accounting considerations
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Disclosures for critical judgements
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‘ Problems with comparability in FSs

e Line items

» Format (P&L by function vs. Nature)
 Classification (especially in P&L)

e Industry specific topics

Solution! (?): DISCLOSURES!
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Principles in management and financial accounting

« Materiality (group vs. individual + IC transactions)
* Matching principle (and budgeting...)

< Prudence vs. Fair value (+ expected values)

< Timeliness (cost of perfect information)

* Relevance (past performance vs. future estimations)
« Consolidated vs. aggregated information
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Effect of accounting policies

* Accounting policy vs. Accounting estimate
* Accounting policy:

* Fair values

* Revenue recognition

e Judgement!
« Changes in accounting policies?

« BUT Disclosures!
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' Taxation? — Below the line, but significant
impact..
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Management accounting in the
Jinancial statements?

‘ Segment reporting

Tha Group's segments 27w r2p in @ mannar ool raparting prowined 10 tha chisf npaesting decisken makars,
the members ol the Managemenn Commimes (M5) of Magyar Telekam Pic. The MG is reipersible for aliecating resources 10, and
e g peincipies of the

g segments’ 2nnoal results are datarm ind
il Aty

2 kel 1o Trcom ailbess
RNt eations amed sqeatinnyinformation technalagy (51T) 10 & lesser s M lar s sippos
Senices. In rcer b concantrate on mal pertemanca achiewed on Third pany transactcrs, the number of cverhad related infer
segiment Cross-changes appid ik e Grgan2ations of Magrar |elekonm Pic. operating m diffement segrments sty linited,

Ty mer sully by the MC down to EBITDA Eam ngs belore interest. tax, depreciation ard
atworzabcn ) lrves, which i defined by the Group s Ogerating grott strout Bepeecialon and amortizlon spense.

The MG des net monils the ssests ard Rabiliies at sagm,

el

Anathar imparant KPmonioned at segmant bvel is 2 apnal expenditure (Capex], which s darerminad 23 the annual imvestments in
PPE and intangible assets.

PwC 13 PwC 16
T .
Segment reporting
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Segment reporting Non-GAAP measures in financial statements?

Mete 11 - Sagment Information and Beographic Data
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Non-GAAP measures

Example

51 March 2014
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Connection between management and financial
accounting
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Connection betwween management and financial
accounting
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‘ Future(?) trends in financial reporting?

« Business modell (e.g. SPPI in IFRS 9)

« Coherence between principles and standards

* Substance over form

« Elimination not recognized transactions (e.g lease, impairment)
¢ Integrated reporting

« Strategic reporting

* More focus on basic cocepts (e.g materiality)
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‘ Impact of future standards?
Example- leasing

Industry
b over: i

debt points)
"All companies 58% 24% 3
Retail and Trade 213% 7% 64
Professional Services 158% 52% 27
Accommodation & Food Services 101% % 8
Transport & Warchousing 95% 38% 3
Construction 68% 20% 8
Manufacturing, 50% 2% 9
Financial services 27% % 6
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' Final objective (?) - integrated reporting

« IR demonstrates the linkages between an organization’s strategy,
governance and financial performance and the social,
environmental and economic context within which it operates

« IR can help business to take more sustainable decisions and enable
investors and other stakeholders to understand how an organization is
really performing

« Integrated Report = a single report which is the organization’s
primary report — in most jurisdictions the Annual Report or equivalent
« each element of an Integrated Report should provide insights into an
organisation’s current and future performance.

« by addressing the material issues for an organisation, an Integrated
Report should demonstrate organisation’s ability to create and
sustain value in the short, medium and longer term.

PwC 26

[ . .
Financial and non-financial measures
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'New era of FS
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Pro forma financial statements
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Performance management
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" Controllability

The matenals purchasing manager is assessad on:

+  total material expenditure for the organisation

* the cost of introducing safety measures, regarding the standard and
the guzlity of materials, in accerdance with revised government
legislation

*  anotional rental cost, allocated by head office, for the material
storage area.

Required:

Discues whather thesa costs are controllable by the manager and if they
should ba used tc appraise the manager
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Purpose of performance management?

*  selting a target for performance

* motivating the managers responsible to achieve these targets

* holding these managers accountable for actual performance

* perhaps rewarding managers for good performance and criticising
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Financial measures - Ratio analysis
« Liquidity

« Profitability

them for poor performance. « Risk
Problems?
"Be S.M.A.R.T.! " Profitability ratios

S — Specific: Is the goal explained with enough detail that it can be
well understood by those involved in its completion and by any
stakeholders?

M — Measurable: How will those involved in completing the goal
know it has been accomplished and how will stakeholders determine its
success?

A — Attainable: Is the goal attainable or feasible given the resources
available?

R — Relevant: Does the goal align with, support, or advance the
organization's vision, mission, values, principles, and strategies?

T — Time bound: Does the goal have a target date for completion?
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« Gross profit margin
« Net profit margin
« ROCE (return on capital employed)

- capital employed = total assets less current liabilities or total
equity plus long term debt

- ROCE = net profit margin x asset turnover

+ Asset turnover

PuC 36




‘ Example

Companies X and ¥ are both involved in retailing,

Relavant informatian for the year ended 30 September Z0XE wac as

‘ Example

Calculate the liquidity and working capital ratios for P for the year

tellows: ended 31 December 20X9.
X Y
$000 5000 sm )
Sales revenue 50,000 200,000 Sales ravenue 1,867.5
Prafit before tex 10,000 10.000 Gross profil 489.3
Capital employed 50,000 50,000 Inventary 1479
Trade receivables 3934
Required:
Trada payables 275.1
Prepare tha following ralios for both companias and comment an the Cash 538
sests Short-term invesiments 6.2
{a) ROCE Other current liabilities 284.3
(b} profit margin
[t} asset lurnaver.
Puc a7 Pwc a0
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Solution Measuring risks
« Financial gearing
Solutian
X ¥
ROCE 10.000 10,000 + Interest cover
= 100% = 100%
50.000 50,000
= 20% = 20% « Dividend cover
Frofit margin 10.003 10,000
= 100% = 100%
50,000 . .
=200 5 « Operational gearing?
Assel turnover 10.000 200.000
50.000 50,000
=1 =4
PwC 38 PwC 41
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Liquidity ratios Issues with financial ratios

« Current ratio

« Acid ratio

« Inventory holding period

« Receivables collection period

« Payables period

PuC

« Manipulaiton of results

Short termism

« Use of only financial measures (do not see the full
picture)

« Effect of different accounting policies

PuC
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‘ Some problems with ROCE

« Managers may focus on generating shortterm profit at the expense of
longterm profit. For example, managers may reduce expenditure on
training, research and development and maintenance.

« The ROCE will improve if the capital employed figure falls. Managers may
therefore be reluctant to invest in new assets.

« Yearend results may be manipulated to improve ROCE. For example,
managers may delay payments to creditors or stock purchases.

« Managers may focus their attention on financial performance and neglect
non financial performance such as quality and customer service. This may
improve pofit in the shortterm but lead to a longterm decline in
profitability.
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Balanced scorecard — Pros and Cons

Benefits of the balanced scorecard:

« It focuses on factors, including nonfinancial ones, which will enable a company to
succeed in the longterm.

« It provides external as well as internal information.

Problems with the balanced scorecard:

« The selection of measures can be difficult. For example, how should the company
measure innovation?

« Obtaining information can be difficult. For example, obtaining feedback from
customers can prove difficult.

« Information overload due to the large number of measures that may be chosen.

« Conflict between measures. For example, profitability may increase in the shortterm
through a reduction in expenditure on staff training.
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Different aspects of performance
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Non-financial performance indicators
Balanced score card

Customer — what is it about us that new and existing customers value?

Internal — what processes must we excel at to achieve our financial and
customer objectives?

Innovation and learning — how can we continue to improve and create
future value?

Financial — how do we create value for our shareholders?

Within each of these perspectives a company should seek to identify a
series of goals and measures.
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