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Abstract 

 

Since ancient times, management control has been one of the most discussed topics. Its forms varied from one 

period to another. Currently, a great number of researchers confuse management control with cost control, while 

others give it the same value as of internal control. There are also a large number of researchers who claim that 

control is an element of management. We have examined the evolution and distinctive features of the standard-cost 

method, which is considered the main tool for transforming plans into actions. In order to investigate the situation of 

management control in the entities listed in the main segment of Bucharest Stock Exchange, we examined the 

theoretical and pragmatic approaches regarding the relationship between management control and accounting. 

 

Keywords: standard cost method, target cost , descriptive accounting, prescriptive accounting 

 

Classification JEL: M41, M48 

 
 
1. Introduction and context of the study 
 

Management control has been one of the most discussed topics. In ancient times it was 

known for its role in verifying the revenue in the state budget, afterwards there appeared the need to 

control the activity of large enterprises or colonies. The end of the 19th century – beginning of the 

20th century marked new changes in its evolution through the research belonging to F. Taylor and 

H. Fayol and control models used by Ford, General Motors, Du Pont Company, and later by 

General Electric. 

Taylor became famous thanks to his accounting approach of management control, while H. 

Fayol, considered the father of modern management, developed the universal management theory. 

The latter was the first researcher who warned that the management function is an executive one 

and is part of the six functions of the enterprise government, but it should not be confused with the 

government (Dunlevy, 1965). At the same time, he considered planning as an important tool in 

control and laid the foundation for the idea of performance measurement. 

Currently, a large number of researchers confuse management control with cost control, 

while others equate it with internal control. There is also a large number of researchers who claim 

that control is an element of management. Under these circumstances, the main research question is 

as follows: What is the real situation of management control within entities in Romania? 

In order to answer this question, we examined the evolution and distinctive features of the 

standard-cost method. Considered as the main tool for transforming plans into concrete actions, the 

standard-cost method is one of the most criticised methods, which has led to the examination of 

modernization tools of the standard-cost method. Subsequently, we have examined the theoretical 

and pragmatic approaches on the relations between management control and accounting to find out 

the situation of entities in Romania. 
 
2. Evolution and distinctive features of the standard cost method 

The concept of “standard” was introduced in accounting management by F.W. Taylor, who 

is considered the founder of planned costs. According to specialized western sources, the 

calculation of planned costs has known two phases of development. Originally, the complete 

standard cost system was developed by G. Charter Harrison (1911, Solomons, 1968, Tabara and 

Briciu, 2012), and subsequently improved through flexible calculation of standard costs. 
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The essence of the standard cost method lies in the use of different sets of rules developed 

based on data from previous periods, the trends at sectorial level, as well as taking into account the 

long and short -term strategies of the entity. Cost accounting considers these costing rules as 

standards, according to the standard cost method. This method operates with four kinds of 

standards: basic standards, ideal standards, attainable standards and current standards. Basic 

standards refer to long periods and remain unchanged, providing a permanent basis for long-term 

comparisons. They are designed to show trends over time in the prices of materials, labour rates 

and labour efficiency and their impact on economic activity. Ideal standards are based on the idea 

of perfect functioning. Perfect operating conditions include the following expressions: no waste, no 

scrap, no damage and uninterrupted. Japanese entities use standards to identify areas that can 

generate large cost savings in the result of careful examination. At the same time, ideal standards 

have a negative motivational impact because they are less likely to be achieved. P. Weetman (2010) 

supports the idea that the ideal standards apply only where “nothing goes wrong”. Attainable 

standards are the most frequently used and are based on the efficiency of the processes, but not 

their idealization. These standards include allowances for material losses caused by fatigue or 

equipment damages. Standards should be based on high performance at an attainable level. Current 

standards are based on current levels of efficiency in terms of allocations for accidents, waste, loss, 

etc. The main disadvantage of using current standards is the fact that it provides no incentives for 

improving current levels of performance (F2, ACCA 2008, p. 278). Currently attainable standards 

are the most frequently used because they give a fair base for comparisons, they set a standard 

which ought to be achieved and they give staff a sense of achievement when the attainable target is 

reached (Weetman, 2010). Attainable standards can generate the highest levels of performance if 

the persons, subject to standard, participated in their creation. 

 

3. Standard cost method and entity’s performance 
 

Cost analysis without rationalizing is not sufficient in making decisions. Streamlining 

relates to systematic organization based on rational rules and methods. Standard cost method 

operates based on projected costs, determined by standards (rules) that help to evaluate the entity's 

performance in a given period. Performance assessment review in terms of their nature provides 

two concepts (Gervais, 2005, p. 124): 

1. Assessment of reasonable skills of those responsible for achieving the objectives (standards) 

set by them or by senior managers. The benchmark in measuring the performance of this kind 

relates to evaluating the differences between the actual cost and standard cost; 

2. Appreciating the effort that has to be achieved: 

- by reference to an objective (standard) with an ideal vision about the processes of 

continuous improvement. The performance evaluation has as a starting point the calculation 

formula: (actual cost at the beginning of the period – actual cost at the end of the period) x 100 / 

standard cost; 

- by controlling the actions, taking into account the real situation (favourable or 

unfavourable). The performance evaluation is performed by comparing the percentage differences 

in cost (actual cost – standard cost x 100 / standard cost) and the resulting differences from activity 

in the percentage (actual activity – standard activity x 100 / standard activity). 
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Performance evaluation is made by comparing differences in cost in per cent (actual cost – 

standard cost x 100 / standard cost) and the differences resulting from activity in per cent (actual 

activity – standard activity x 100 / standard activity). 

Budgeting is managers’ support in planning and, during certain periods, standards are used 

for controlling and evaluation of management performance. Static budgets (general) are not 

advisable in the efficiency assessment, as the basis for evaluation is known and can be anytime 

compared with the target values, which can be modelled according to the managers’ expectations. 

At the same time, flexible budgets assess efficiency by comparing actual costs and actual revenue 

of the budget with the corresponding amounts for the same level of activity. Significant variations 

of flexible budget generate important feedback for managers, representing a basic forecast of 

possible failures and also supply the causes of variations (Hansen and others, 2009). Therefore, the 

standard cost facilitates flexible budgeting having the role to conduct a more detailed analysis of 

variations. 

 

4. Modernization instruments of standard cost method 
The new market conditions cause a number of changes in the cost calculation. The price set 

at the design stage of certain types of new products is not based on the cost but represents the 

maximum limit that the market is able to pay. As a result, the core of the method is transferring the 

cost centre to the external market that dictates the price. Costs must be adjusted for price and 

provide a profit margin. The difference between the selling price and profit margin is the target 

costing and managers follow the actual cost, avoiding exceeding the target cost. During the 

production process phases, staff activities and efforts should contribute to on-going cost reduction 

called Kaizen costing. Typically, during the first year of production, standard cost is the target cost, 

and the target is focused on permanent reduction thereof. During the second year, the actual cost of 

the first year is the starting point in the permanent cost reduction (Gervais, 2005, p. 135). The 

Kaizen term resulted from two Japanese words "kai" – change and "zen" – good. Kaizen standards 

are improving continuously, representing a form of actual attainable standards that focus on 

reducing costs (Hansen and others, 2009). 

Target cost was used in 1965 by Toyota in Japan, but since the 1990s, it became known 

worldwide. The main idea is focused around the stock price that is required by the market, by the 

competitive situation and the cost must adapt to meet market demands. Kato Yakata has shown that 

setting the target cost is examining all ideas of cost reduction when planning, developing and 

designing the product model. Researchers have shown that 80% of the cost is determined in the 

design phase (Baratay and Monaco, 2015, p. 249). Target cost should not be interpreted as a 

technique used in the calculation of cost of production, but as a management practice oriented 

towards competitive environment (examination of customer preferences), the future (anticipates the 

gains based on savings and experience), involves internal transversality (involving different 

departments in various stages of marketing research, production methods, management control, 

supply) factors supporting the supervisory and non-financial performance. The calculation formula 

is reduced to the calculation relationship:  

 

 

 

Standards have an important role in activities based costing system (ABC). The cost of 

activity is calculated based on the amount of resources consumed by each activity. To avoid 

calculating the resource consumption for hundreds of activities there have been developed standard 

patterns of resources consumption based on historical experience. The ABC system uses standard 

cost in control processes, as a means to reduce costs. Activities are divided into those that bring 

added value and those that do not. For each activity is approved the production ideal, then, are 

made efforts to reduce costs in order to achieve the ideal level (Hansen and others, 2009). 

 

Target cost = Market price – Expected profit 
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5. The theoretical approach regarding the relationship between management control and 
accounting 

Considering the relationship between accounting and management control, Otley et al. (1995, 

S33, Demartini, 2014, p. 31) focused on financial control and management control. According to 

them, financial control concerns management with financial functions, while management control 

focuses on the management function in general with reference to the entity’s overall purpose and 

objectives. Otley’s considerations of control are real but not sufficient for a detailed analysis of the 

relationship between management control and accounting. Cokins (2014) conducted a study that 

illustrates the relationship between accounting, management control and entity performance. 

 

 

 

 

 

 

                                          History                                                                                         Future 
                        Descriptive accounting ……………………………….       Prescriptive accounting  
                                                        Figure No. 1. Taxonomy of Accounting 
Source: elaborated by author based on Cokins, G., Top 7 Trends in Management Accounting, Part 2, Management 

Accounting, January, 2014, Strategic finance, pp. 27-28. 

 

Figure 1 illustrates the main areas of accounting (financial accounting and management 

accounting) and emphasises the role of management accounting under current conditions. 

Management control extends its functions by including the performance measurement system, both 

prospectively and descriptively through data provided by financial accounting. Strategic map, 

prospective dashboard, performance measures, budgeting, customer relationship management 

support are part of the new managerial accounting approaches. The role of cost accounting is to 

provide the cost of goods sold through various computational and reprocessing methods performed 

on the basis of the Accounting Standards as well as other regulations. The Cost reporting and 

analysis provides the examination of budget differences, the determination of profitability, as well 

as a series of other performance indicators established on the basis of financial statements and 

descriptive budgets. Decision support with cost planning refers to prescriptive accounting and 

refers to the entity’s future activities through various financial plans and elaborated budgets. 

Obviously, they are based on the descriptive accounting data as well as the results obtained from 

the assessment of financial and non-financial performance. The study presented by Cokins (2014) 

is quite representative, but in order to ensure its completeness, the position of the official 

institutions in the field, as well as the situation of the entities in Romania should be taken into 

consideration. 

 

6. Pragmatic approaches to the relationship between management control and accounting 
The above mentioned study addresses the management control tasks from the perspective of 

general accounting, but, in order to see the position of the official institutions in the field, we used 

the information presented by the Chartered Institute of Management Accountants (CIMA). In order 
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to clarify how to report the entity’s financial position and performance, CIMA has developed the 

Global Management Accounting Principles (2015) based on generally accepted accounting 

principles, such as Global Accounting Principles, as well as International Financial Reporting 

Standards. So far, there has not been another equivalent conceptual framework to support 

accounting managers in decision-making, performance improvement and sustainable success. 

According to the guide, the functions of the Chief Financial Officer have been broadened. In 

addition to being accountable for management accounting, they have also extended to human 

resources, information technologies and other departments operations that can be subordinated to 

the CFO. Along with financial directors, management accounting also extends its functions to 

include very diverse areas such as taxes and fees, cash, mergers, acquisitions, financial reporting 

and statutory accounts, information technology and performance management (Global 

Management Accounting Principles, 2015). 

Thus, in order to ensure success over the years, management accounting should consider the 

skills of accountants, management accounting principles, the performance measurement 

management system, and the practice areas of management accounting. 

Various pragmatic directions of management accounting have been examined according to 

the guide, on the basis of the annual reports of administrators for the year 2015, taken from the 

Bucharest Stock Exchange (BVB) web site. Out of the 50 entities with available information, the 

main segment of the regulated market excluded the financial sector, so, 39 entities remained. 

Content analysis served as a method for collecting information on the specific categories of 

accounting management (Figure 2). 

                    

 

Figure No. 2. Share of pragmatic categories of accounting management 

Source: analysis based on annul reporting data for 2015and income and expenditure budgets for 2016, regulated 

market, Bucharest Stock Exchange 

 

The categories resulting from Figure 2 are based on the final category of practice areas taken 

from the Global Management Accounting Principles (2015) aiming to check the compliance of the 

international legal framework with the situation of the entities listed in the main segment of the 

Romanian BSE. Thus, all entities present the entity’s financial statement (100%) and the income 

and expenditure budget (72%). Although internal control is only 36%, the analysis of its 

components, with reference to risk management and corporate governance, accounting for about 

90%, justifies that internal control as a process is functional within entities. Management control 

has a share of less than 33%, but it should be noted that some of the entities equated internal control 

with the management control. While its components have a considerable share: financial strategy 

63%, performance system 54%, income and expenditure budget (72%), stewardship (39%). 

 

55



Annals of the „Constantin Brâncuşi” University of Târgu Jiu, Economy Series, Issue 3/2017 

 
„ACADEMICA BRÂNCUŞI” PUBLISHER, ISSN 2344  – 3685/ISSN-L 1844 - 7007 

 

7. Conclusions 
Examining the theoretical approaches to the relationship between management control and 

accounting determines us to affirm that accounting has broadened its area of research, while 

management control cannot be confused with cost accounting any more. Accounting information 

does not include only past data, but also includes prescriptive accounting that aims to use 

descriptive accounting data to accomplish the entity’s strategic future. 

Reporting of Romanian entities has shown that the income and expenditure budget has 

become a form external reporting, frequently, alongside the financial situation of the entity and the 

most practiced element of management control. The annual reports do not contain only accounting 

reports and financial analysis, but also information on strategies, corporate governance, 

performance measurement system, sustainability, internal control, management control, internal 

audit. This justifies the expansion of accounting functions and marks the beginning of new 

structure of annual reports. 
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