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Executive Summary

This assignment explains about the accounting fundamental concepts. The main aim is to describe about the Cost accounting purpose, nature, methods and techniques. We describe about the basic accounting principles, which are used by company to run the business smoothly. Firm records day to day transaction in the books of account, so it easily provides information about the resources, funds and materials.  Annual reports of the firm were defining the financial position. 
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[bookmark: _Toc13671823]Introduction

We describe Fundamentals of accounting principles and concepts in this assignment. In general terms accounting is the art and science of recording, classify and summarizing the financial statement of accounts. It is also known as language of the business (Loughran, 2011). The main function of accounting is also serving to company for performing their operation in better way. There are several parties who check the company position such as proprietor, creditors, investors, government and other stakeholders of the company (Lunt, 2009). We also considered with some important concepts of accounting fundamentals such as nature, principle, behavior, purpose, methods and techniques. The result of maintaining proper records is to know the true and fair position of the company. 

















[bookmark: _Toc13671824]Fundamental Accounting Concepts
Cost Accounting 
[bookmark: _GoBack]The branch of accounting is related with record, classifying, accumulation, allocation and controls cost of the product (Horngren, 2009). It determines the revenue and expense and also prepares financial statement and repost for a particular period of time and also control the cost.  Its main aim to records the cost of manufacturing, so they ascertain the cost of input of each and every level of production which are included fixed cost such as rent or depreciation. It provides guidance to company, how to control the cost and maximize production (Horngren, 2009). It main focused on providing information or data of cost and they take alternative decision for controlling the cost. The following characteristics of the cost accounting are as follows:
· It is a process for ascertainment of cost.
· It maintains record of revenue and expenses of production of product and services rendered to their consumers. 
· It allows accurate data for future estimation.
· It is also related with ascertainment of cost and cost control.
· They also maintain a standard value, so they compare the actual production with standard to found variance.
· It maintains a periodical statement of cost for making decision for future.

Nature and Scope of cost accounting
· It is a Branch of Knowledge: It also defines under the financial accounts, cost accounting the most important branch of the knowledge. It considered the own concepts, principles and conventions. But these principles are varying from the industry to industry. 
· As a Science: It requires a systematic knowledge of concepts and skills not important for cost accounting but it required several knowledge like laws, office practice and process data and production (Horngren, 2009). Accountant requires all data or information for operating the daily activities.  
· It is art: It requires ability and skills under the cost accountant, so they properly applied the various principles, method and techniques of cost accounting for solving the problems of the company. The problems are ascertainment of cost, cost control and ascertainment of profits.
[image: Image result for nature of cost accounting]
· It is a Profession: In modern times, cost accounting becomes most important profession, so it becomes more challenging. There are two evident views under the current facts.   
 
Behavior of Cost

The most important concept of managerial accounting is cost behavior (Loughran, 2011). Cavior is a particular cost reacts with changes in the operation of all levels. Sometimes cost may stable or may vary proportionately to changes the operations of the company. They know the level of activity to maintain a budget, forecasting and determined the profit to generate a new profit and select two alternative methods. Cost determination is done when they critically evaluate the planning, decision making and controlling of cost. We also describe about the several cost such as: variable, fixed and mixed costing: 


[image: Image result for Behavior of Cost]
Fixed Cost: It is an expense, which does not change as increases or decrease of volume production. It is fixed for specific limits of the production. It is also known as controllable cost, because they are not based on the production volume. 

[image: https://keydifferences.com/wp-content/uploads/2015/04/fixed-cost.jpg]
[bookmark: _Toc13671782][bookmark: _Toc13671825]Variable Cost: It is the directly proportionate with the quantity of output. Variable cost is changes with any change in the volume of the product (Loughran, 2011). The production increases whenever variable cost also expands and when the units are reduced then cost also fall. Some variable such as packaging, raw materials and labor directly evolves the company production process. 
[image: Image result for Variable Cost:]
[bookmark: _Toc13671783][bookmark: _Toc13671826]Mixed Costs: Fixed and variable are elements comes mixed cost. It becomes easy to understand the mix Concept of component of cost, so they estimate the cost of product at various level of production. 

[image: Image result for Mixed Costs:]
Purpose of cost accounting
Cost accounting main or important purpose is to determine the cost of every manufacturing goods of the organization. For determination of selling prices the cost of product is useful for it. What is the present cost is determined by the cost accounting and in case of market prices what will be the cost in future is also known by cost accounting. The data of cost accounting is helpful for the management in production work. The management will produce better quality products at the possible cost.  
Its purpose is also to collect all the costs and summarize, present in best way so that it can provide better result of the organization cost structure. The management can also get accurate materials minimum cost at maximum benefits, and product costing, etc. Its objective is to forecast the cost of future and sales revenues. The msot improtant purpose iof cost accounting are as follows: 
[image: Image result for purpose of cost accounting]
· Cost Control: The most important function of accounting is to cost control within the budget, which is predefined by the company for a specific product and services (Graves, 1971). It also helpful for management to allocate the scare resources for a specific project, process and activity.  

· Cost Computation: The purpose of cost accounting is providing several sources for performing the function of accounting. It also describes about the how to calculate the price of the product.

· Cost Reduction: It is very helpful in reduction of cost of particular project and process. When they reduce the cost of the product, then they earn more profit (Graves, 1971). 

Methods of cost accounting 

For the ascertainment of cost different methods are used by different industries. The nature of production and types of outputs are the methods on which organization depends. The following methods of cost costing are as follows are as under:
· Job Costing:
Under job costing method, foe each job, work or projects the cost is collected and accumulated separately. The identification of every job is done separately then it becomes easier according each job to analyze the cost. This method is an important method which is applied to printers, machine tool and engineering workshops. 

· Contract costing:
When the job is expanded over long period of time is comes under contract and job is also so large. For every individual contract a separate account is kept. This method is helpful for builders, constructional and mechanical engineering organizations, civil engineering contractors.

· Process costing:
It is used for industries where products are manufacturing is done on continuous basis. The industries make the use of this method when the production is carried out by various processes before comes a final product. 



· Operation costing:
It is the best used in industries, production is done on continuous basis and batch are exactly same for each product. It is used in company like mines or frilling, cement works etc.; this cost sheet is made for finding out per unit cost and also defines the profit.

· Service costing:
This method is used by industries which provide services such as transport undertakings, municipal services, power supply, hospitals, hotels, etc. It’s not applicable for those industries who manufacture the goods. For the ascertainment of cost of services rendered this method is helpful.  

Techniques of cost accounting:
The important techniques of cost accounting for ascertaining cost are as follows:
· Uniform costing:
The technique in which the standard methods and cost principles is used by different business is called as uniform costing. Standardization may increase the methods of costing, the forms of accounting, methods of defining codes, etc. This technique is used by different undertakings as the same principles and practices. 
· Marginal costing:
For ascertaining the cost of marginal by comparison between fixed or variable cost is used in this technique. It is the costing for the allocation of expenditure for the production is the restriction for expenses come from the production. Examples direct cost and variable overheads. With the varying levels of outputs this technique is helpful in manufacturing industries.  For ascertain the impact of changes in output on profits this technique is used.

· Historical costing:
It is the cost which is used to ascertain the cost which is incurred. It is done in the past. The utility of this cost is limited, but it is important to make comparison of costs over several periods which will yield good results. There are two forms of this cost like post costing and continuous costing.

· Standard costing:
For the determination of cost of product in advance this technique is used. Now days, this costing is more popular in use. The compare the actual output with pre-defined cost and the cost variances arises. The reasons for investigation variances permit to take correct action for it. 

· Direct costing:
The process of changing the direct cost functioning products and removing entire the indirect costs which will be written off profits again in only that period, when they had raised then it is known as technique of direct costing. Marginal cost is different from direct costing. Most of the fixed costs are known as the direct costs. 

· Absorption costing:
This technique is used as the practice for making the charge of all costs like variable cost and fixed cost to function processes etc. It is varied from marginal costing under which fixed cost are not included.   

[bookmark: _Toc13671827]Principles of Accounting
The main principles of accounting provide guidance to the management to provide services to their consumer (Graves, 1971). Some important accounting principles are as follow:
 
· Cost Principle:  This principle assume that all the assets and liabilities are recorded on historical cost basis. It is that cost which incurred at the time of acquiring the assets. We cannot record assets and liabilities on the market value, but it is recorded on the market price. Because market value fluctuates with several aspects of the company. 
[image: Image result for Principle of accounting]
· Accrual Principle: It is also based on the records of the revenue earn at specific time but it not important that cash is received. If the owner of the business sold goods on credit, they record the entry without receiving the cash (Graves, 1971). 
· Matching Principles: In this statement, both income and expense related to the particular transaction are recorded. If the organization incurred expense related to the income earned, only then the transaction is recorded into the Income Statement and also reduces from revenue. It is similar as Accrual concept. 
· Full Disclosure Principle: This principle describes that company disclose all the financial information in the annual report of the company. It also helps in taking the decision for the success for the company. It also required for outside parties such as creditors, investors, employees and suppliers. 

[bookmark: _Toc13671828]






Financial Statement
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Task 5
Revenue Expenditure
Revenue expenditure is referred to as the cost is charging to that expense as soon as the incurred cost. They are not included in the book value of assets because this expenditure does not give any benefit for the future (Brief, 1995). There are two main forms of revenue expenditure are as under:
· Generating revenue: 
For operating a business, revenue expenditure is the day to day expenses like for sales, rent, utilities, offices supply and salaries.
· To maintain revenue generating assets:
This type of revenue expenditure such as repair and maintenance expenses because they have is supporting for operations and do not improve the life and increase the life of assets.  

[image: Image result for Capital V/S Revenue Expenditure]





Capital Expenditure
Capital expenditure are funds used by the company for acquiring, upgrading and maintaining the assets like buildings, plant, equipment’s, property etc. It is also used when the new projects are taken, or investments are made by the firm. For making fixed assets on capital expenditure can involve each and everything from repair a roof to building, to purchase a    piece of land, to build factory.  It is the ant form of expense which the company utilizes and shows on balance sheet like an investment (Brief, 1995). For making the use of funds or assumptions of liability for obtaining physical assets it refers to as capital assets. It is recoded like assets and not charging to expenses immediately. It is the form of fixed assets. 
Capital V/S Revenue Expenditure
	    
      Basis of differences 
	  
    Capital Expenditure
	
    Revenue Expenditure 

	1. Concept
	When the company spent money for acquiring or improved some assets, then the cost of repairing is added into the cost of the equipment. 
	When the company spend money to run the day to day operation such as sales of goods and maintenance of fixed assets. 

	2. Duration
	It is beneficial for more than 1 year. 
	It is benefited for only one year.

	3. Nature 
	It is non- recurring in nature. 
	It is recurring in nature.


	4. Account 
	It is shown in Balance Sheet.
	It is recorded in Profit and Loss statement. 

	5. Objective
	It enhances the capability of the company. 
	It helps to earn more profit. 

	6. Examples
	Cost of land, building, furniture and fixtures. 
	Depreciation on salary, rent, fixtures and furniture 



[bookmark: _Toc13671834]

Conclusion

We conclude this accounting fundamental is basic requirement of business, for running our business smoothly. Accounting practice should be considered for business planning of the business. Also, Income statement displays clear picture of company growth. We need to consider all factors such as cost accounting methods, principle for financial statements. These financial statements include all the routine and non-routine transaction for the company. 
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