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Introduction

Cost accounting interact the financial information and efficiency of an organization to the interested users (Loughran, 2011). At the beginning of the report, we define about the meaning & definition of cost accounting and its nature, behavior and purpose. They also have a set of guidelines and principles of cost accounting applied in appropriate manner for the success of the firm (Loughran, 2011). At the end of the report, we define the concept of capital expenditure and revenue expenditure and their difference. 



















Concept of Cost Accounting

Cost accounting made from words cost and accounting. Cost refers to the expense that acquired by specific unit and in other words cost means what the organization sacrifices to produce one unit of commodity.  Accounting may be defined as the art and science of summarizing, recording, analyzing and classifying inputs for making the information sense that relates to management, cost and financial.  
Cost accounting is a type of management accounting. The main objective of is to secure the production cost of company by determining variable cost of every process of production and fixed costs. For making decisions cost accounting is also helpful. It is also helpful for management in budgeting process as well in setting up programs of cost control which make the improvement for company in net margins in future. 
Cost accounting includes standard costs or actual costs of functioning, appropriate recording and allocation of expense and budget establishment. According to Institute of Cost And Management Accountants (ICMA) “It is defined as the ascertainment of cost. Ascertaining costs techniques and process are included in it”. Cost accounting is also meant as technique of accounting that makes effective to the cost of business.

Nature of Cost Accounting
It’s concerned with cost control and ascertainment of cost. The information is given by cost accounting to management used for control of cost and reduction of cost by planning, controlling and decision-making functions. It also involves techniques, methods principles and system that are used in planning of business and control utilization of resources. It is the large source of information for the management in controlling and planning aspect. The nature of cost accounting is explained below:
· It is branch of knowledge as it is an organized body of knowledge that includes some conventions, concepts and principles. 
· It is also defined as science that refers to systematic body of knowledge that relates to law, process of data, production and control of material. 
· Cost accounting is an art that contains skills and knowledge on the part of cost accountant so that methods, principles and techniques can be applied in various problems of management. 
· Cost accounting also referred to as management accounting which is the large information source for mangers in controlling and planning phases.  
· Cost that are related with labor, material and other expenses are recorded in cost accounting that is helpful for managers to set prices of manufacture commodities. 

Behavior of Cost
The relationship between total costs and level of activity referred to as cost behavior accounting. It is categorized like fixed cost, variable cost or mixed cost.  It is defined as manner in which expenses are influenced by business activity changes. Cost of behavior is divided into three broad categories fixed, variable and mixed costs which are defined below:

Fixed cost: fixed cost refers to as constant that do not change with changes in level of activity. If no units are produced, then also these costs incurred. The amount of fixed cost remains same, it does not change with increment or decrement in activity level. Examples are rent. Straight line depreciation, rent etc. 

[image: Total and Per Unit Fixed Cost Behavior Graph]


 



Variable cost: This cost changes with change in output proportionately. It refers to when variable cost rise then more production is done and when it falls the less production is done.  The amount of variable cost rise in proportion to activity increase. They are defined as constant per unit. Engineered costs are not defined as variable costs. Examples are Cost of direct labor, direct material, and direct expense which varies in direct proportion with level of output.
[image: Total and Per Unit Variable Cost Behavior Graph]

Mixed cost: It refers to combination of both fixed and variable cost. For management planning and controlling it is important concept. Examples are bill of telephone, electricity, gas etc. These cost change in that direction as volume changes but not in direct proportion. Some portion of mixed cost is present in the absence of every operation by which cost increases as level of activity increases. 













Purpose of Cost Accounting
Product cost related information can be provided, price of selling considers, aid in decision related to buy or make, product variance can be control, these is the main purpose of cost accounting. At the minimum cost, management provides better quality of product using accounting data. Main purpose of the cost accounting is describing under following points:
· Control of operation of Company:
The company control the cost that can be assisted and evaluate the cost for comparison of actual cost with the standard cost. Investigate the difference among the events of planned and actual and appropriately implement the action. 
· Decision Making:
About the business future operation this accounting taking correct and appropriate decision. 
Such type of information like cost-volume profit analysis and cost techniques is very helpful taking the correct decision. 
· Performance evaluation:
The company can be used the information related to cost accounting which can be evaluate and measure the actual performance to take appropriate decision for effectively evaluate the utilization of resources. 
· For cost ascertainment:
There are two main methods for cost ascertain like a post costing and continuous costing. Define continuous costing, when activity take place collect cost details and estimate carefully prepare by involved overhead in it. 
· Control of Cost:
Without impairing the product quality for reducing cost the control cost is very necessary. Cost accounting main first function is Control of cost. It is very important to the management allocate limited resources to the specific project and process of production. 






Techniques of Cost Accounting
For the purpose of decision-making, Cost Accounting techniques is very useful. Various costing technique are defined by the cost accounting. It also makes the analysis how managers and professionals make the use of these techniques. The main techniques used for costing and ascertainments of cost are as follows:
· Uniform costing: For common cost comparison or control this costing uses same principle costing by the various undertaking. Uniform costing is the techniques which ensure that applied uniform costing in various units of same industry. 

· Marginal costing: It is one of the costing techniques in which allocate of expense to production is limits to those expenditure that can be appear as a production result example, variable overhead, expense and material and labor. It is very helpful to the industries and company take decision related to allocation of resources to process of manufacturing. 

· Standard costing: Comparison of actual cost with the prearrange cost of standard is made. By the causes analyzed any variance of cost. For this deviation, the company can be investigating the appropriate reason to take the correct and suitable decision. 

· Historical costing: Actual cost can be recorded and ascertainment when they have been acquired. In the work of cost accountant growth, it’s one of the first steps or stage. At original cost of acquisition, balance sheet shows the liability and assets that the amount spends at the time of purchasing the asses is known as historical costing. Actual cost i.e. overhead cost, labor cost and material cost. 

· Direct costing: This technique differs from the marginal costing. In appropriate circumstances, direct cost can be determined as fixed cost. When the cost directly related to the cost of product or department is called as direct cost. Direct cost like a direct labor, material and variable manufacture expense are example of charged to the product cost. 

· Absorption costing: Fixed to product, processes and operation and variable all cost charge by the absorption costing. Where exclude the fixed cost absorption costing is differ from the marginal costing. 
Methods of Cost Accounting
There are various methods which is used for ascertainment of cost of manufacture is differ from industry to industry (Loughran, 2011). Basically, it depends on the production process and the methods used for measuring the output of department and final products. The methods of cost accounting are as follows:
· Job Costing: It is best suited in those areas where the product and services are produced because of customer receipts, specification and in particular batches. The management collects and accumulates the cost of each job and work separately (Loughran, 2011). When they analyze the cost of each job separately, they easily identify the cost also. Printers, machine tool manufacturer, foundries and engineering workshop are those firms where this method is applied. 

· Contract Costing: This method is used in business where the non-repetitive contract nature is undertaken (Debelak, 2006). A job or work of large size which may extend for more than one accounting period is known as contract costing. Contactor is the person who executes the contract and the person for whom the contract is executed is called Contractee.

· Batch Costing: It is a specific order costing method same in nature to job costing. The cost object in batch costing is used for identical units in batch (Brief, 1995). Its purpose is to identify cost of specific batch. Both manufacturing and services business the batch costing method is used for production of mass products. 

· Process Costing: It is the method used for assigning the cost for production to units of output. It is not traced to single units of output. Firstly, the cost is assigned to production department (Loughran, 2011). Mostly, it is used in industries where the huge quantity of similar products is produced. Computer chip co., cola bottling plant and brick manufacturer are some example of operations used method of process costing. 

· Service Costing: This method is most suitable for those firms which provide services to other which produce goods (Debelak, 2006). This method is applied in transport, power supply, hospital, municipal services and hotels. It is sued for ascertainment of the cost of services provided to others. 
· Farm Costing: It covers the following farming activities such as agriculture, horticulture poultry farms, and animal husbandry, dairy and other (Brief, 1995). It helps to enhance the various practices of farming to reduce the cost and to ascertain the profit of various operations of farming which helps to control and management financial institutions on the basis of accurate records.

· Operation Costing: This method is used for manufacturing several different operations. It is referred to conversion cost which means the cost of converting the raw materials into final product (Innes, 1990). The several operations in machine screw are stamps, thread, knurl and trim. The reference of final output helps to determine the cost of per unit. 

· Multiple Costing: This method is applied where more than own method of costing is used for the production of same product (Dalla Via, 2014). This method is suitable for industry where numerous elements are particularly produced and then assemble into a final product (Verrecchia, 1982).  In this industry the cost of each element is different from other to price, material and process of production. The latest CIMA terminology has been dropped this method. 








Principle of Cost Accounting

Accounting provides information to the company need to run business effectively. The basic accounting principles provide proper guidance to understand the concept of the accounting principles. The main accounting principles which are highly used by the company are as follows:

· Relationship of cause and effect:
For item of cost this relationship should be established. Element of cost can be connected to its cause as specifically as possible and various department effect should be ascertained. 
· Economic entity assumption:
The accountant of the company kept transaction of the owner separate from the business transactions. The sole trader and business legal purpose treated as one entity but at the point of view of accountant both are separately treated.
· Matching principle:
For real time revenue and expense analysis is allow by the matching principle. In accrual accounting, we used the matching principle, if the entry is debited it should credited. It defined that all income recorded by the firm are matched with their related expenses.
· Going Concern principle:
 This principle is the assumption which an entity will constant in firm for the predictable future. The accountant of the company is justifying in hold off the certain expenses identification by making this principle before a later period, when entity will likely still be in firm and assets use in effective manner. 
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Task5.
Revenue Expenditure: This expenditure is not the high value items, they are considered as routine expenditure which used for daily activities in normal business (Brief, 1995). This is kinds of expenses used for maintaining the value of fixed assets. This kind of expenses is consumed under the financial year and it can’t provide any kind of future benefits to firm. The nature of revenue expenditure is recurring. 
[image: ]

Capital Expenditure: This expenditure considered high value items which is require for long duration of time. When the company funds used for acquires, maintain and upgrade assets (Innes, 1990). It is long term expenditure. The expenses are made for assets but the value cannot fully consume in one year. It increased the earning capacity and reduces the cost of assets every year. It also improves the company position and trade in market (Brief, 1995). It is also known as CAPEX, which is used for upgrading, improvement and expand the life of long term assets. 
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	Purpose
	It’s provides benefits to company more than one year.
	It is used for smooth running of day to day business activities. 

	When Paid
	One-time Purchase
	Pay as you go approach

	[image: ]
	It shown in assets side of the Balance Sheet.
	It recorded in P&L Statement.

	Need
	It increased the earning capacity.
	It helps to maintain earning capacity.

	Account
	It is a real account.
	It is a nominal account.

	Sub-Category
	It has no sub category.
	It is divided into two part i.e. direct and indirect expenses. 

	Capitalized
	It is capitalized in nature.
	It is not capitalized in nature.

	Examples
	Construction of building, equipment and machinery. 
	White wash of building, wages, rent and repairs of machine.


Conclusion

We conclude this report for identifying the various concepts of cost accounting such as nature, behavior of cost, methods, tools and techniques (Debelak, 2006). They also deal with routine and non-routine transactions for analyzing the financial statement, which provide information about the position of the company (Verrecchia, 1982). Principles of cost accounting are use for proper maintenance of transaction for monitor the previous and present year data for comparing and take financial decision. 
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