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Management Accounting
Separate Product Costs from Period Costs for Management Purposes
It makes sense to separate product costs from period costs for management purposes because each of this data communicates a distinct set of information. Product costs help to analyze the expected returns per product. This is important in identifying non-performing products, and taking timely corrective action, such as scaling back their production, to minimize their negative impact on the overall financial performance of the company (Warren, Reeve, & Duchac, 2016).
Period costs information is important in cashflow planning. Organizations that have cyclical production cycles also use this data to budget and forecast costs. By looking at for example, the historical monthly costs, the management can be able to plan future cash-outflow needs. This data is important because it enables an organization to plan its current and future needs (Van der Stede, 2015).
External Reporting Purposes
For external reporting purposes product costs are not necessary because external stakeholders are more concerned with the overall performance of a company and not the performance per product. Some organizations however break down sales and cost data into major business units in the notes to the financial statements meant for external stakeholders.
Period costs are also reported in the financial statements to external shareholders. They are however not broken down into monthly periods but cover longer time such as quarterly and semi-annual data. This information is important to an organization’s stakeholders because it helps them to plan their investments, and to forecast their returns. For instance, using quarterly data, financial analysts can predict annual expected returns and thus compute the expected share price movement of a stock.
Costs for Management and External Reporting Purposes
[bookmark: _GoBack]Costs should be treated differently for management and external reporting purposes. Cost reports for management reporting purposes should be more detailed to provide valuable insights for timely decision making (Chiarini & Vagnoni, 2014). External stakeholders only require major cost items such as the cost of sales, lumpsum interest payments, total salaries and so on. They do not need very detailed cost reports.
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