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Executive summary

This assignment presents analytical reports on accounting fundamentals. Under this assignment, we will explain the nature, behavior, purpose, behavior, tools and techniques of the cost accounting. With the help of the accounting rules and regulation they decide the cost of the goods and services. At mid of assignment, some practical questions are given with solution, these are accounts which shows the exact value of the company assets and liabilities. The company faces various issues and challenges for running the business, with the help of accounting principles they remove challenges.
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This assignment prepared for describing the basic concepts of cost accounting and accounting fundamentals like nature, cost behavior, features, purpose, methods and techniques of cost accounting. The reports provide a data and information about the proper use of accounting principles for the success of the company. The techniques and method of cost accounting are helpful for ascertainment of the cost. This assignment is based on the task and the last task defines the revenue and capital expenditures.























[bookmark: _Toc16867062]LO1 Fundamental Accounting Concept
Cost Accounting
It is business practices that can be examine, summarize, record and study the company spent the cost on any product, process, services or any other in the organization. Cost accounting helps to the organization for strategic planning, taking better decision on improving the efficiency and controlling the cost. Cost accountings help to the organization calculation the cost of the various types of goods. Ledger and financial statement provide the management visibility on their information of cost. Under cost accounting, different kinds of cost accounting like standard costing, marginal costing and activity based costing. Cost accounting feature depend on different areas like records expenditure and income related the production of services and goods, deals with control of cost, ascertainment of cost and reduction of cost, give statically data.  It is an accounting which deals with management of cost per unit, calculation of cost per unit and control of cost per unit. Cost accounting is also meant as technique of accounting that makes effective to the cost of business. The purpose of cost accounting is ascertainment of cost and it can be used in taking the right decision and evaluation of performance.
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”.

Nature of cost accounting
It involves techniques, principles and system that are employed in business plan and control utilization of resources. It is the large sources of information for the management in controlling and planning aspect. 

Behavior of Cost 
Cost behavior means to analysis the good and bad behavior of cost. Behavior of cost is nothing more than the cost sensitivity to understand the variation in production and sales volume. How the cost will change can be known by behavior which is defined as the indicator. Cost behavior is referred to as the relationship between activity level and total costs. Cost of behavior is divided into three broad categories fixed, variable and mixed costs which are defined below:
· Fixed cost: These are the costs which remains same not change with the level of activity within the relevant range. These costs will require even if no units are to be produced. For a specific period, it incurred only. It also tends to be unaffected by the fluctuations in the level of activity or output. With the increment or decrement in output these cost remains same. Examples like rent, factory building insurance etc. the cost remains same for various production levels. Inverse relationship between fixed cost per unit and its volume is there.
[image: Total and Per Unit Fixed Cost Behavior Graph]
· Variable cost: it referred to as the cost which varies with the volume of operation of business. Any increment in the activity results an increase in this cost and vice versa will be the situation. Cost of direct labor, direct material, and direct expense are some of the examples of this cost.which varies in direct proportion with level of output. Liner relationships between volume and variable costs exits. They are defined as constant per unit. Engineered costs are not defined as variable costs. Selected measure of activity has an explicit physical relationship in variable cost and also exits there an effect relationship between both input and output.
[image: Total and Per Unit Variable Cost Behavior Graph]
· Mixed costs: It referred to as the combination of both fixed and variable cost and thus it is affected by the changes in level of activity. Bill of telephone, electricity, gas etc. examples of this cost. These cost change in that direction as volume changes but not in direct proportion. The difference between fixed and variable cost give rise to the concepts of marginal cost, concept of flexible budgeting, concept of direct costing.

Purpose of cost accounting
 Production concept of cost accounting is used for profit maximization and process modifying. The main purpose of cost accounting is helps in gives timely report and area identify where company operated. To determine techniques by making the expenses on materials, wages and overhead are classified and recorded which defines the cost accounting main purpose. Purposes of cost accounting are as follows:
· Budgeting and Planning: For the future operation include quantification plan of the firm. Plans may be short term plan and long-term plan, for the individual visibility of the firm. Both planning and budgeting may also very helpful to the management for achieving the objective of the organization.

· Computation of cost: Computation of cost is the first main function of cost accounting. In the cost computation we will see how we can calculate the sales cost per unit for a specific product. It is very important to the management allocate limited resources to the specific project and process of production.
· Performance Evaluation: Information of cost  also helpful for analysis and evaluate actual performance of the company to take appropriate decision for effectively evaluate the utilization of resources.

· For cost ascertainment: There are two costing is used like Continuous costing and Post costing are two main methods by which cost is ascertained. . Post costing refers to the information that was recorded in financial books. Useful for cost plus contracts is accurate. Continuous costing refers as collecting details of cost when the activity takes place. Careful estimates which are prepared by overheads are included in it

· Determination of price for selling goods: It provides information for deciding reduction and differentiates variable cost and fixed cost. For identify selling price, it also provides whole data or information of composition of total cost.

Methods of costing
According to the need, any costing method can be used in any business. Costing method refers to the methods for ascertainment of production cost and depends on process of manufacturing. Various method of costing is described below:

· Job costing: Under job costing, collect and calculate the expense for particular work. It is involved under the specific order costing method. Job costing include such as direct material, direct labor and overhead. This type of cost is ascertaining in terms of particular order and which are not compare to each other and is not repetitive in nature. Example of job costing are painting and repair of building etc.


· Batch Costing: A batch of homogenous or identical product is considered as a job. Here, the batch is a unit of cost. It is a method of costing involve under the specific order costing. It is the expansion of job costing. We will calculate particular group of cost but we will not collect and calculate cost of production of particular unit. This type of method applies in pharmaceutical industries.

· Contract Costing: It is the costing which is done for jobs which contain heavy expenditure and each and every order of long period. It can be applying where the work is carryout under person’s particular requirement and particular order is of long duration. It can be also used for a shot time period. Some example of contract costing is house building, shipbuilding, civil engineering contracts.

· Unit Costing: It called as output and single costing. It can be producing a single product on large scale continuously. Under this method object is to cost of particular component of such cost and ascertain the output of per unit cost. Unit costing is successfully followed in the production of similar product such as pencil, computer, books, bricks, and laptop etc.

· Operating Costing: It is a method of costing under the continuous operation costing. For ascertaining the cost of particular service this method is applied by the members. This type of costing method applies those undertaking which do not manufacture goods but render services. This costing method is used, when any company gives the services rather of goods production. Some example of operating costing is: transport companies, hotel and lodging, railways, hospital etc.

· Process Costing: It is the method of costing. It can use all time where the process of production will active. We will open process account for each and every process and show all expense related to the process. This method of costing will be used in various types of industry like a paper industry, chemical industry and oil industry etc.



Techniques of Cost Accounting

The managers of business now a day’s requires various techniques for running business efficiently. For meeting out the requirements of customers management had taken various specialized techniques of accounting like financial accounting, uniform costing, marginal costing etc. which we will describe in detail below. The methods are defined as the techniques which are helpful for ascertainment of cost for controlling cost, making decisions, assessing purchasing performance, negotiation and price appraisal. (Farrington, 2006) . Following points below defined the techniques of costing:

· Uniform costing: When many firms of same goods industry follows the same costing or taking same terminologies for the production of different commodities and also using same technology for process they are referred to as uniform costing. Some of the merits of it are:
· The performance comparison can be done of each firm with the other firms.
· By this costing, the managers can easily determine the production cost of products which will be best for industry.
· When the tax relief and protection are sought by the government this technique is useful.

· Marginal costing: By making comparison between fixed costs and variable cost we can determine the marginal cost. The effect of changes for volume of output can also be determined by marginal costing. By this, managers can take decision how many units have to be produced. It makes cost information analysis for management guiding that helps in finding the impact on profit.
· Standard costing and variance analysis: Where standard cost is pre-determining this technique is useful there. It is helpful for making the comparison with the actual costs recorded. For the ascertainment of cost, it is also helpful. With any method standard costing can be used by conjunction. It is mostly used in that place where manufacturing method requires production of standardized commodities but of repetitive nature.

· Historical costing: Historical costing when incurred then the ascertainment of cost is done. Some of the utilities are having with this type of costing like-
Post costing-It refers to when the production process is completed after that ascertainment of cost is done.
Continuous costing-It refers to after the job is completed, cost is ascertained. But sometimes cost is ascertained when job is in progress.

· Absorption costing: It is defined as the process of taking both the costs like variable cost and fixed cost in the process, product and operation. Where the fixed costs are excluded it is differed there. It is known as full costing method. In production all costs are absorbed in absorption costing. 
· Direct costing: In this technique all the cost which can directly be made are incurred for a particular commodity, project and charged in it. Whereas indirect cost written off from profit or loss account. It is not allocated top several products, departments and other cost objects. Example wages, steel cost.
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For the preparation of accounting statements, the principles of cost accounting are accepted all over the world by the accountants. Principles are developed over the few periods by usage, common experiences, professional bodies, reason and by regulation of government agencies. Accounting principles cannot be tested laboratory as they are man- made derived from experience and from reason. The main principles are defined below:

· Going concern concept: By this concept it meant that the business will continue to exist in future for long period of time. In the books of business, the transactions are recorded because it is a continuous process. Fixed assets are recorded in their original cost and on these assets, depreciation is charged without taking into account the market value. By this concept, outside parties come into contracts of long term with the enterprise.

· Cause and effect relationship: For every item of cost, cause and effect relationship is made. Every cost item is also related to its cause because it is compulsory. The impact of the same is also ascertained on the various departments. Only those units can make the share of cost which passes by the departments.

· Principle of double entry: For lessen the chances of each and every mistakes or errors the cost control and ledgers should be made as early as possible on the principle of double entry. It ensures the cost sheets and cost statements which were prepared also to ascertain the cost and cost control. Two accounts are affected by every transaction.  If one account of business is debited then it is necessary to credit the other account.

· Eliminating unnecessary cost: The main aim of cost breaking down into items of individuals and making them into categories again which allows you to see which cost is not helpful and deliver the benefits. We can eliminate the fixed amounts which will not include in the effective operation of the company. For example, it is easy to cut overhead cost sometime by eliminating the unnecessary travel.


· Abnormal cost is charged in costing: The cost which is taken for meeting out loss which was made with accident, fire and riot known as the abnormal cost not included in production because it has nothing to do with the part of production. For the purpose of cost control this cost distorts cost figures and the management also mislead by it. The expenses of financial which have neither title nor any relationship with costing can also be called as abnormal cost but not changed to costing.
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Capital Expenditure
 For acquiring and increasing the value of fixed asset the expenditure that charge is called as capital expenditure. The expense required for the purchase land and building, plant and machinery, furniture etc. also called as capital expenditure. This is written in assets and yields the benefit for a very long time period. Expenditure which incurred for starting the business i.e. cost of goodwill cost of patent rights etc. is included in capital expenditure. For upgrading the company’s fixed assets also capital expenditure is required.

Revenue Expenditure
The expense benefits which received only in current year itself known as revenue expenditure. In trading and profit & loss account all the revenue expenditures are shown in debit side. As increase in earning capacity does not results as such expenditure. It helps to maintain the earning capacity which existing. Expenses that are made for the repairs and maintenance of fixed assets are included in it and also depreciation on fixed assets, from sale of fixed assets, payment for purchase goods etc. includes in it.














Comparison between Capital and Revenue Expenditure

	Basis of Difference
	Capital Expenditure
	Revenue Expenditure

	
Period
	Yields benefits normally for long period.
	Yields benefits normally for only maximum period say for one year.

	Increase in value of assets
	It makes the increase in value of assets.
	They are incurred to keep the assets in best condition.

	
Nature
	Non-recurring in nature i.e. they incurred any time whenever need incurred.
	Recurring in nature as they incurred for only conducting of business.

	
Purpose
	For the acquisition of assets, they are used.
	For purchase of goods they are used so that business can run smoothly.

	Increase in earning capacity
	Capital expenditure increases the business earning capacity.
	Revenue expenditure does not make the increment in earning capacity of business.

	
Effect to final account
	Shown in balance sheet.
	Shown in debit side of trading and profit & loss account.
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In this report, we conclude that the growth of any business environment required a systematic process for maintaining their record of transaction. Business organization always known with all the important concepts such as principles, nature, cost behavior and techniques of accounting are helpful in smooth running of the company operations. This report helps us to identify the basic hurdles and their solutions for betterment of business.
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