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Task 1
Differentiate between revenue expenditure and capital expenditure with reference to international Accounting Standards.
Capital expenditure is the cost of purchasing and improvements of non-current or fixed assets that leads to increase of sales, or sustained revenue. The non - current assets are bought to be used for a long period of time or at least a year. Example of capital expenditures are the non-current assets, such as building/s own by the business, plant, technology, office equipment, repair equipment, computers, etc. (See fig.1). Capital expenditures are some costs made by the business to fix, improve the non- current assets used by the business. The purchases of fixed assets are one-time or a long-term investment by the business to expand the capacity or the productivity of the business is capital expenditure.  Usually the Capital expenditure are long-term expenditures. (Ward A. and Thomas A., 2015).
Capital expenditure amounts are carried out to the next accounting period and will contribute for future periods.
Fig. 1
[image: ]
https://www.wallstreetmojo.com/capital-expenditure-examples/
Revenue expenditure are the expenses made by the entity day-to-day to run the business and its not increasing the fixed assets. These kinds of expenses are recurring usually for repairs and maintenance of assets, wages paid to the employee, utility bills, selling expenses, rents, and other expenses made to support the operation of the business. (see fig. 2).   The expense made by the Entity to generate sales by spending money to improve or repair the assets use by the business. For example, reapring made to the Van used by the entity. Also, all the monthly costs, such as rent, phone, internet, supplies of stationary, etc. are revenue expenditures. (Ward A. and Thomas A., 2015).
The Revenue expenditure whenever occurs is charged in the Profit or Loss Statement. The expenses are recorded to expenses the moment the cost is made against the sales made for the period that occurred, which is the Accounting principle called Matching principle. The revenue generated will be only for the current period. The Revenue expenditure is a short-term expenditure. (Key differences, 2019)
Fig. 2
[image: Capital and revenue expenditure - SAT ACCOUNTS]
https://www.wallstreetmojo.com/revenue-expenditure-examples/
Task 2
a) What is the nature and purpose of cost and management accounting and what are the specific characteristics, similarities and differences between management and cost accounting?


[image: What is Accounting? definition, branches and functions - Business ...]
https://businessjargons.com/accounting.html

Cost accounting

Cost accounting is one of the most important branches of accountancy to give proper information to the management so they can effectively and efficiently use the information for planning, organising, direction and decision making. According to AICPA (American institute of certified public accountants) the cost is defined as “the amount measured in money or cash expended or other property transferred, capital, stock issued, services performed, or a liability incurred in considerations of goods or services received or to be received”. 

These are some of the definitions of important concepts: cost, cost accountancy, cost allocation, cost unit, costing, cost control, cost absorption, cost centre, cost accounting, cost reduction, cot auditing, etc.
According to ICMA (Institute of Cost and Management accounting) London defines costing as “the technique and process of ascertaining cost.” The technique Is the costing of principles and rules concerned with accurate allocating of expenditure of the services and the cost of products.

According to ICMA Cost accounting starts with all the income and expenditures recorded including the presentation of statistical data.

CIMA (Charactered Institute of Management Accounting) London says that ‘the application of costing and cost accounting principles, methods, and techniques to the science, art and practice of cost accountant”.
Cost accounting become more of used and with more detailed information which can be used by the management in finding or determining the cost of a product unit, cost of output produced or rendered service. 
The cost control involves the measurement of actual cost, pre-determination of targeted cost, and the variations and actual costs. The allocation of cost is the charging the overhead expenses to the cot centre. The cost absorption is the absorption of all overhead cost allocated to particular cost centre. And cost reduction is the achievement of decreasing the costs of goods manufactured without to diminish the quality and suitability of the product. Cost Audit according to ICMA is defined as “detailed examination or verification of cost accounts and check on the adherence to the cost accounting plan”. And the purpose could be protective and constructive. Protective is to determine that there is no wastage or losses and the figures of the cost accounting systems are correct and reflects the production. The Constructive purpose is to help and provide management with useful and detailed information for them to choose economic methods of operations, regulate production, reducing cost and so on., based on the finding by the audit. (Dr, P. Periasamy, 2010)

Management Accounting

The term ‘management accounting’ have not been used very much before 1950, but in the last four decades people started to have general understanding that managerial accounting information is mainly used for internal purposes. 
According to Wilson and Chua (1993, p.5) managerial accounting is “like a living species, is evolving into more sophisticated and environmentally -adjusted form”. 
By1800 another accounting had emerged called ‘budgeting’ used by the management, which include the budgets of the entire Entity and for each department. 
By 1960 certain managerial philosophy start to be used, such as ‘commitment to totally quality control’ and ‘maintaining of inventories’. And recently the development of ‘strategic management accounting’ by monitoring of the changes in the environment to form Company’s short- and long-term strategies. Other part of the managerial accounting practice is budgeting, costing, transfer pricing, and divisional performance evaluation. (Wilson R.M.S. and Chua W.F. 1993). 
Through the years managerial accounting become more diverse and with more technical instrumental role, which means an accounting technology are used by the managers to do budgeting, or to attached cost to an activity or product. Furthermore, management accounting has a political role, which means each department in the company is trying to ensure they receive the largest share of the budget that are being allocated.
To be able to identify, measure, analyse, accumulate, prepare, communicate these processes managers need to use the financial information so they can plan, control, evaluate and make decisions within the Company. To achieve these processes managers, use historical and future information. Also, economic information to make rational decisions. The main reason for managerial accounting is to be used by a) managers and for b) decision-making and 3) control. And the main aim of managerial accounting is to achieve organisational effectiveness and goals. (Wilson R.M.S. and Chua W.F. 1993).


Characteristics, similarities and differences between management and cost accounting
[image: Cost-Accounting-vs-Management-Accounting]
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Cost Accounting Vs Management Accounting
These are some of the main distinctions between cost accounting and Management accounting
A) Cost accounting is associated with cost allocation, cost control, cost ascertainment and cost apportionment and Management accounting is providing the information for management to use it to function more effectively.
B)  Management accounting use more advanced techniques and has wider scope than the cost accounting. 
C) Management accounting deals with financial accounting and cost accounting and cost accounting is dealing only with cost data.
D) Some of the basic tools used by Cost Accounting are Costing, Budgetary, Break-even, inventory, etc. and Management accounting is dealing with cash flow analysis, ratio, fund flow analysis, etc.to interpretate and analyse the financial statements.



	Cost accounting
	Management accounting

	Cost computation cost control, cost reduction
	Helps management to make decisions


	Helps the business to not go beyond the planed budget
	Gives a bigger picture and help management to make their strategies.

	The scope is narrow
	The scope is wider 

	The measure is in quantity
	The measure is in quantity and quality. 

	Is one of the many sub-sets of management accounting
	“Is pretty vast”

	Is historic information used for basic making of decisions
	Is historic and predictive information used for making decisions.

	
	

	Audit is statutory required in big businesses
	Audit has no statutory requirements

	To be implemented cost accounting do not depend from Management accounting. 
	To be successfully implemented management accounting depends on both cost and financial accounting, because they are the sources of information to help managers to make effective decisions.

	The information from cost accounting is used by management and vendors
	The information from the management accounting is used only from the management.


https://www.wallstreetmojo.com/cost-accounting-vs-management-accounting/


b) How are both concepts and practices links to and used to develop the short and long-term strategies of organisations. 
Cost accounting and Management accounting are contributing in developing the long and short-term. strategies. Cost accounting provides the information which will be use by the management accounting in decision-making. The main objective of the Entity is to be efficient, effective and profitable. Cost accounting contribute from the cost of raw material, cost per unit, costing, etc. And Management accounting take the information provided and uses to develop the short and long-term strategies of the Organisation. Without the information provided by the Cost accounting management accounting would not be able to make efficient objectives. 

[bookmark: _Hlk38301133]Task 3
Management accounts often have responsibility for different business centers which often includes its cost canter, revenue centers, profit centres and investment centers. Discuss the specific responsibilities of management accountants when they are managing the business activities and developing the management and cost processes of two of these centers.
Manager accountants have responsibility for business centres in the Organisation, which often include Revenue centre, Cost centre, Investment centre and Profit centre. Revenue centre is responsible for the revenue. The managers in this centre have responsibilities for how the revenue is raised.  The Profit centres managers are responsible for evaluating the amount of profit generated and the increasing of profits by reducing the cost and increasing the revenue. Under their responsibility are the sales divisions and manufacturing divisions. 
This part of the report will focus on Cost centre and Investment centre. 
COST CENTRE  
Managers need information about the organisation so they can carry out their planning and control responsibilities. The information often relates to costs, costing, etc. 
These are some of the factors that have impact in forming the cost system – the size of the company, the manufacturing process, the nature and number of products, management control needs, raw materials, raw structure and externals factors.
Departmentalisation:
According to CIMA, London, cost centre is “a production or service location, function, activity or item of equipment whose costs may be attributed to cost units”. https://www.cimaglobal.com/Our-locations/UK/
The best way for the Company to become more efficient and effective and to achieve its objective is by dividing the factory organisation into units or sub-units, departments, called cost centres for costing purposes. These cost centres will contribute and help the managers in allocating, apportioning, controlling the expenses of the activities of the Company.  Each unit or sub-unit is consisting of an item of equipment, machinery, a department or a person or group of people. 
Classification of cost centre:
The cost managers responsibilities are to identify, collect, classify, measures and report the information that will be use by managers and other internal people working withing the Company. The cost management help the company to become more stable, improve the Company potential, control the resources, monitor and act on the environment changes. The process and operations in the various department must be take into consideration and the responsibilities of the managers should be clear, with no dual control and with no ambiguity. The managers responsibilities are to allocate and apportioned the cost to the among the different divisions or departments in the Company. These are some of the classification of departments or cost centres. (The institute of Company secretaries of India -  www.icse.edu)
1) Productive, non-productive or mixed Cost centre, which means that the productive department are engage in production directly with manufacturing the items. In this cost centre is where the transformation of the raw materials from the time of purchase till is finished and become saleable items. The number of divisions will be determined from the type of work, nature of the industry, the size of the factory, etc. For example, Assembly and finishing departments. For example, Assembly and finishing departments in the factory.  Non-productive or service are those cost centres that are not directly engaged in making the product, but they support or provide special type of service and contribute to the rest of the cost centres in the Factory. For example, administration, maintenance, etc. Such cost centres are hard to place them into particular category since they may fall into both categories, because they can participate in both i.e. producing and service. Mixed cost centres are engaged partly in production and partly in service. They can participate in both cost centres. For example, a tool shop service engages as a service cost centre by performing maintenance for the factory or engage in the production cost centre. Another example of non-productive/ service cost centre is HR, Purchase department, etc. (The institute of Company secretaries of India -  www.icse.edu)
 2) Operation and process Cost centre is when a person or machine carry out the same operation. And process cost centre is when a continues of sequence of operation in place. 
3) Personal and impersonal cost centre. Personal cost centre is a person or group of people. And impersonal cost centre is either a department, item of equipment or plant (or group of these).
Managers responsibilities is to determine suitable cost centres for ascertainment, allocation, apportionment and control cost to help the company to be more effective and efficient in planning, controlling and making decisions for cost reduction, and to achieve the company’s objectives. According to CIMA, London has defined apportionment as “that part of cost attribution which shares costs among two or more cost centres of cost units in proportion to the estimated benefit received, using a proxy”. (The institute of Company secretaries of India -  www.icse.edu)
The best way to achieve these goals is by each manager to be responsible for their own cost centre for which they are in charge. 

INVESTMENT CENTRE
There are two type of divisions of units in the Organisation are categorized as generating profit or running expenses.
An investment centre is a division in the Company organisation that can utilize capital or capital assets to help the return of investment. The performance check of the investment centre is made by comparing the revenues made and the overall expenses made by the Organisation. Investment centres are very important part of the organisation. Investment centre mange its own financial statements, such as balance sheet and income statement. Investment centre according to some people is classify as an extension of the profit centre where expenses and revenue are measured. The assets in the investment centre are employed to compared and measure the profit made. https://www.investopedia.com/terms/i/investment-center.asp
The organisation evaluates the performance of a centre by analysing and examine the assets and resources given and the way they are used to Return on investments and compare to overall expanses. By evaluating the performance, the managers can receive more accurate picture of how the department is contributing to the Organisation.  Using this approach managers can make decisions weather to increase capital in order to increase profit or weather to close down a unit in order to avoid investing capital in something that doesn’t bring revenue and profit.  In other words, if an invest centre do not make return on investment or profit is better to be shut down.  To evaluate the performance the Company is using variety or metrics, including Residual income, ROI (return of investment), and EVA (economic value added) i.g. subsidiary Company.  To evaluate a division’s performance managers can compare the ROI to the cost capital. The managers are accountable for profit made for the organisation and the capital employed. Usually the amount of capital in use is an investment centre and should contain directly attributable non-current assets and net current assets. https://www.investopedia.com/terms/i/investment-center.asp
The Investment centre, Revenue centre, Cost centre and Profit centre centres are knowns as responsibility centres. 

Task 4
Discuss the differences between management and financial accounting 
Through the years the business is evolving and becomes more complicated with various issues and different needs, which leads to evolving of the way accounting is evolving, so the approaches of recoding the transactions and to check weather a company is achieving its goals. For example, to generate profit and to see their position in the market. Financial accounting is the earliest way of doing accounting, and then the Cost accounting and then is the Management accounting.
Management accounting main objective is to conduct the business in a more effective and efficient manner. 
According to Wilson R. and Chua W.F. (1993) “Managerial accounting encompasses techniques and processes that are intended to provide financial and non-financial information to people within an organisation to make better decisions and thereby achieve organisational control and entrance organisational effectiveness.”
Financial accounting - the objectives are to find out the profit or losses of an accounting period i.e.  annually, and the position of asset and liabilities by recoding transaction in a systematic manner.
Financial accounting is the foundation for all the branches off accounting. It includes the basic accounting concepts of recording transaction such as single entry, double entry, matching principles, etc. The two main goals of Financial accounting are 1) to report financial condition at a point in time and 2) to report the changes in the financial condition over a period of time in the Company.  The relationship of this objective is illustrated bellow (Fig. 3). The objectives are first to record the economic event and measure the state of the Entity and the Second is to evaluate the performance of the Entity and to forecast future performance. And the impact on the business in financial reports, called Financial statements (Duchac, J., Reeve, J.M and Warren, C.S, 2007).
Fig. 3
[image: ]
Source: Duchac, J., Reeve, J.M and Warren, C.S, (2007). “Financial accounting”2nd edition, p.21
 
The four Financial accounting statements are: Balance sheet, Cash flow statement, Profit and lost statement and Retained earnings statement.



Fig. 4
[image: ]
Source: Duchac, J., Reeve, J.M and Warren, C.S, (2007). “Financial accounting”2nd edition, p.21

The accounting concepts in Financial accounting
The financial accounting has “rules”, called generally accepted accounting principles (GAAP), which help the stake holders to compare and understand the content of the financial statements of Companies and this performance. The GAAP are necessary for standardisation for better understanding of various companies’ financial statements. The FASB (Financial accounting standard board) establish the general accepted accounting practices. The main eight supporting accounting concepts as shown above (Fig. 4) are:  business entity, going concern, cost, matching, objectivity, unit of measure, adequate disclosure and accounting period concepts (Duchac, J., Reeve, J.M and Warren, C.S, 2007).

Financial accounting Vs Managerial accounting
There many differences between Financial and Management accounting. And in the next paragraphs will be mention seven main differences according to Prof. Gee. (YouTube channel, Prof. Gee R. 2014)
The fist difference is defined by who will be user of the information. And the Financial accounting information is used by external people who will use the information to make financial decisions. The two main users are creditors and investors. And the internal users of the information who will use the information are managers, top of divisions, CEO, top management, etc, people withing the company. They need the information to plan and control and to run the organisation on day-to-day basis. 
The second difference is the time focus which means Financial accounting is using the historical perspective of the information, so it always looks what happen in the past, and past performances. Managerial accounting has a future orientation, such as predictions. 
The third difference is the nature of the information. For Financial accounting we have to remember, who will use the information. And the information has to be objective and verifiable. And for management accounting the information must be relevant, which will help to run the company. 
The fourth differences are Precision and timelines. For Financial accounting have to provide a precision information and Managerial is focus on timeliness. The information is not one hundred percent precise or accurate, because sometimes the information has to be used as soon as possible for managers to make decisions to run the company. For example, the managers have to decide how much will cost to create the product to be ready for the market, but the information is not ready so they have to estimate how much will cost to the business. (YouTube channel, Prof. Gee R. 2014)
The fifth difference is subject. The financial accounting is taking the information, reports, for the whole Company from a macro prospective. And for the Management accounting we look the company by separating into departments or divisions. For example, geographically, sale department, etc. a segment of the company.
The sixth difference is the Rules. Financial accounting needs to follow GAAP and IFRS and prescribed formats. This have to be reported periodically i.e. quarterly, annually, etc. And for Management accounting is not limited or bound by GAAP or IFRS and proscribed formats. The only bound by what the managers or the Company needs. The information will be prepared in a timely and relevant manner so the managers can use it. It gives more flexibility, we follow what the boss or the company needs, because we are not reporting to external people. (YouTube channel, Prof. Gee R. 2014)
And the seventh difference is the requirements. There is a mandatory requirement for the Financial accounting to report to external parties. The reports have to be on a periodical basis, quarterly, annually or any big changes happening withing the company. And the Management accounting is not obligated to report to external parties. And the reports for example, total sales or performance on certain divisions, are to be use only within the Company.  It’s not mandatory for Management accounting to share information to external parties. (YouTube channel, Prof. Gee R. 2014)
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