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Introduction

In cut through business environment it is necessary for every business unit to handle and manage

all type of financial statements in systematic process. Finance manger should have to deal with

all  type of routine transaction and non-routine transaction for their organization.  Method and

techniques  of  cost  accounting  tools  are  very  suitable  solutions  of  financial  hurdles  of

organization. This assignment deals with all types of tools and techniques which are necessary

for the development of the organization.



LO1. Fundamental Accounting Concepts

Concept of cost accounting

Cost accounting refers to method of accounting in which all costs are included for performing

the process, project which are then analyzed and noted. This cost analysis is helpful in decision

making for management. It is defined as internal tool which organization managers team use for

controlling revenues of organizations. 

This is the art and science of allocating, summarizing, investigating costs. The scope is narrow in

the system of cost accounting. Cost accounting involves different types such as standard cost,

marginal cost, and activity based cost accounting. It prepares statements, reports to determine

costs for some period. Cost accounting starts from where costing ends.  It involves with the

following:

 It determines cost of products, processes, projects so that correct amounts in the financial

statement should be reported. 

  For the controlling and planning of business management assist the business.   

 Make special analysis that will make best decisions. 

Cost accounting Nature:

 Cost accounting is the parts of knowledge:

It is most important branch of knowledge and it is discipline by itself. It consists of its own

principles,  conventions,  and concepts. The rules and principles vary from one industry to

another. It also covers recording, classification, determination and controlling of cost. 

 Cost accounting is a science:

Cost accounting refers to the body of systematic knowledge which not only relates to cost

accounting  but  also  relates  to  wide  variety  of  subjects  like  data  processing,  law,  and

production  and material  control.  For  carrying  out  day to  day business  it  is  important  to

understand all these subjects. In case of natural science cost accounting is not perfect science.



 Cost accounting is a profession: 

Cost accounting is known as profession because it has become challenging for all business.

Professional assistance is provided to accountants by work accountant and institute of cost of

India and it makes rules for the profession work. 

 Cost accounting is helpful for management: 

Information and measures are provided by cost accounting for the control and guidance of

different levels of management. 

 Cost accounting is an art:

      Cost accounting refers to an art which requires ability and skills of cost accountant. The cost

accounting techniques and principles are helpful for solving the business problems through cost

data.  The problems include the cost of assignment, cost control and profitability assignment, etc.

Behavior of cost accounting: 

Behavior of cost accounting is the manner in which activity of business impact on expenses. For

constructing the annual budget the manager of organization must be aware of cost behavior. And

it  is  also  important  to  anticipate  for  the  cost  whether  it  will  rise  or  fall.  Behavior  of  cost

accounting refers to an indicator which makes the analysis how cost will be change, if there are

changes in operations. It shows the relationship between total costs and level of activity. There

are three main cost behaviors as cost accounting and managerial  accounting which are given

below:

 Variable cost: When there is an increment in activity, variable cost amount also increments,

in same ratio and it will  decrease in same ratio as activity decreases. They changes with

change in their output. 

 Fixed cost: Ii is stable regardless of activity level. When there is an increase and decrease in

activity amount of fixed cost will never change as it is fixed cost. 

 Mixed or semi variable cost: missed cost is the combine cost of both fixed cost and variable

cost. These costs are sometimes variable cost and sometime variable cost.



Purpose of cost accounting:

The purpose of cost accounting is to future forecast of cost and sales revenue. Cost accounting

purpose is also to make the determination of cost of production of every product. There are many

purposes for which cost accounting is needed some of them are described as under: 

 Planning and budgeting: 

For the business enterprise planning is must for running business for future. The plans can be

for short term and long term. Cost accounting is helpful for the enterprise as well as for

aspects of individuals of organization. 

 Control of activities of business: 

Control can be assisted by making the difference of actual information cost with that which is

contained  in  plan.  Cost  accounting  can  helpful  for  investigation  of  difference  between

planned and actual events. 

 In decision making:

Cost accounting is also helpful in making decisions for the future business operations. It is

assisted by information from techniques of cost and volume of cost. 

 Evaluation of performance:

For  evaluation  the  actual  performance  cost  accounting  information  is  helpful.  So  that

decisions can be make of degree of optimality and also for resource utilization. 



Techniques of cost accounting:

The techniques  of  cost  accounting  are  used  for  controlling  cost  and for  taking  decisions  of

management.  They are used as  an advantage  with any of the cost  accounting  methods.  The

following techniques are discussed below: 

 Uniform costing: 

For making comparison of costs, uniform costing is used by managers. It is used for same

principles and process. By different firms and organizations, when principles and methods of

cost accounting are used then this technique is known as uniform cost technique. 

 Marginal costing:

For the ascertainment of marginal cost we make the comparison between fixed and variable

cost. By this technique management can make decisions for production process. How much

units have to be produced can be known by technique of marginal costing. Variable cost is

included but fixed cost is not considered. 

 Standard costing:

The cost which is incurred in production work is also compared with predetermined cost of

product or process. For bringing about cost effectiveness variances are analyzed. It is mainly

associated  with  cost  of  manufacturing  company’s  of  direct  labor,  material,  and

manufacturing overhead. 

 Direct costing:

Direct cost can be incurred by the use of this mechanism for product, process and project.  It

is the technique in which except variable cost, fixed cost and direct cost all cost are written

off to profit and loss. 

 Absorption costing: 

This technique is defined as charging all  cost whether it  is fixed or variable cost for the

operations or process. It is known as full costing technique and from marginal costing differs

where fixed cost excluded. 



Methods of cost accounting:

For ascertaining the production cost some methods of cost accounting are used which differ from

industry to industry. The following methods for decisions making of management are described

as under: 

 Job costing method:

In this method of accounting, for every work, job and project cost are analyzed and collected

separately.   Cost  is  analyzed for every job because all  the jobs are identified separately.

When work is carried out on customers request then also this method is used. For printers,

tools  of machine  manufacture,  workshops of general  engineering  job costing  method are

useful. 

It is used in industries for production and manufacturing area. The raw materials can become

the finished product by making use of this method. For ascertaining the cost of every finished

product at each process this method is suitable.  Particular process account is made in which

all the costs which are incurred for production process are charged. 

This operating method is more helpful where the production of same thing is done again and

again or where the stock of goods is made. Unit of cost is an operation in this method. This

method is used in automobiles units, manufacturing of cycle, water supply department, and

electricity department and referred as method of service costing. 

 Unit costing method:

Method is mostly used for industries where continuous manufacturing is done and units are

same. Cement industries, brick words, mines, breweries, oil drilling etc. make use of unit

costing method. Purpose of method is to ascertain per unit cost of output and each element of

that cost.



 Multiple costing method: 

For the same product when more than one method is used then it is called as multiple costing

method.  The industries where many parts  are produced separately and then assembled in

finished product this method is helpful there known as composite costing. Televisions, cars

and electronic gadgets are examples. 

This Method is used in contract work such as construction of dam, roads, building, etc and

every contract is treated as single unit of cost for ascertaining the cost and method is helpful

where job is spread for long period of time. 

 



LO2. Principles of Accounting

Management of company obtains the information which is needed for operation of enterprise

from cost  accounting  effectively.[CITATION  Gra71  \l  1033] There  are  main  principles  of  cost

accounting which are discussed as below: 

To identify all costs:

Cost accounting focuses on mainly on particular product, activity and project. Cost accounting

relies on the principle of identifying the costs that is there in the area you are analyzing. For

creating the budget cost is collected and estimated. 

Going  Concern  Principle:  In  this  principle,  they  assume  that  company  run  for  a  long

period of time, which allows firming make some prepaid for future accounting periods. 

Cause and effect relationship:

For every cost item relationship of cause and effect is necessary. The cost which has provided

which are being share with different units that are passed by departments.   

Principle of double entry:

Cost ledgers and cost control accounts are maintained to lessen changes of error on principle of

double entry. For correctness of cost sheet and statement it ensures for ascertaining the cost and

controlling the cost. 

Matching principle:

For reporting the expense the matching principle directs company in the given period in which

the revenues are earned.  For the end of accounting period, cost accounting results in the liability

for appearing in balance sheet. With adjusting entries and accounting accrual basis the principle

of matching is associated. 

Full Disclosure Principle: The financial statement is used for specific information required

for  lenders  and  investors.  All  the  material  or  information  is  disclosed  in  the  financial

statement or annual report of the company



LO3. Financial Statement
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Task 5

Revenue expenditure:

Government expenditure is included in revenue expenditure which does not create any assets for

the company.  All the payments that are made to workers or employees  like wages, salaries,

pensions  ,  interest,  subsidies  comes  under  the  category  of  revenue  expenditure.  For  the

operations this expenditure is used by the government. Revenue expenditure refers to the cost for

an  accounting  period  which  is  called  as  expense.  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 supplies and salaries.

- To  maintain  revenue  generating  assets:  This  type  of  revenue  expenditure  includes

repairing and maintenance cost, so they have is occurring to support current activities and do

not improve the life and increase the life of an assets.  

Revenue expenditure is referred to as expenses which are recurring in nature and are relatively

small. These are used for meeting out needs of business. Revenue expenditure does not include

in the book value of assets because any future benefits are provided by revenue expenditure.

[CITATION bri95 \l 1033]

Capital expenditure:

It is long term expenditure. It is included in balance sheet as an asset under the plant, machinery

and in cash flow statements it is included under investing activities. It is also called as capex,

which is referred to as money which is used for purchase, improve the long term assets. Long

term assets  may  be  equipments,  property  which  has  useful  life  of  more  than  a  year.  This

expenditure  is  helpful  for  undertaking  new  projects  or  investments  by  company.  Capital

expenditure is of different types: 

 Money which is spending for business purposes. 

 Equipments of electric power.

 IT items.



 Addition in fixed assets.

 Purchase items of plant and machinery.

Revenue expenditure Capital expenditure 
 For maintaining the organization revenue 

expenditure is helpful.
Position of business is improved by capital 
expenditure.

 It occurs repeatedly and is regular. It does not occur repeatedly and is regular.
 In balance sheet it is not appeared. In balance sheet it is appeared.
 It is a type of nominal account. It is a type of real account.
 This contains plant, repairs, machinery, 

rent, insurance, etc.
This contains building, furniture, land, plant, 
machinery, etc.



Conclusion

We conclude at the end of assignment several concepts of cost accounting, nature, behavior and

purpose of cost accounting.  We had learned from this report some methods,  techniques,  and

principles of cost accounting. We also understand the practical questions with their theoretical

explanation. Also it is clear that accounting principles are used by company for the operations of

firm, the company can earn more profits and successful. 
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