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INTRODUCTION

Accounting information is important for every business which will serve the needs of variety of interested parties. To satisfy the needs of all interested parties a sound accounting system is very necessary. Accounting may be divided into three parts: 
 - Financial accounting;
 - Cost accounting;
 - Management accounting.
Financial accounting is mostly concerned to record the business transactions in book of accounts so that final accounts can be prepared.
Cost accounting developed to help the internal management in decision making. The information provided by cost accounting acts as a managerial tool so that business can utilise the available resources at optimum level.
Management accounting is an extension of management aspects of cost accounting. It provides the information to management so that planning, organizing, directing and controlling of business operations can be done in an orderly manner.
Management Accounting is concerned with the information which is useful to Management.
1. ACCOUNTING
Financial accounting is important for businesses because it helps them keep track of their financial transactions. In turn, they can make sound decisions on how to allocate their resources. In addition, financial accounting helps you communicate your business finances to outside parties such as creditors and investors. The financial statements generated provide all the necessary information to other parties.
Cost Accounting may be defined as “Accounting for costs classification and analysis of expenditure as will enable the total cost of any particular unit of production to be ascertained with reasonable degree of accuracy and at the same time to disclose exactly how such total cost is constituted”. Thus Cost Accounting is classifying, recording an appropriate allocation of expenditure for the determination of the costs of products or services, and for the presentation of suitably arranged data for the purpose of control and guidance of management.
Cost Accounting is the process of accounting for cost which begins with recording of income and expenditure and ends with the preparation of statistical data. It is the formal mechanism by means of which cost of products or services are ascertained and controlled.
Cost Accounting provides analysis and classification of expenditure as will enable the total cost of any particular unit of product / service to be ascertained with reasonable degree of accuracy and at the same time to disclose exactly how such total cost is constituted.
Thus Cost Accounting is a quantitative method that collects, classifies, summarises and interprets information for product costing, operation planning and control and decision making.
Objectives of Cost Accounting:
- To ascertain the Costs under different situations using different techniques and systems of costing;
- To determine the selling prices under different circumstances;
- To determine and control efficiency by setting standards for Materials, Labour and Overheads;
- To determine the value of closing inventory for preparing financial statements of the concern;
- To provide a basis for operating policies which may be determination of Cost Volume relationship, whether to close or operate at a loss, whether to manufacture or buy from market, whether to continue the existing method of production or to replace it by a more improved method of production....etc.
Scope of Cost Accountancy
- Cost Ascertainment: The main objective of Cost Accounting is to find out the Cost of product / services rendered with reasonable degree of accuracy;
- Cost Accounting: It is the process of Accounting for Cost which begins with recording of expenditure and ends with preparation of statistical data;
- Cost Control: It is the process of regulating the action so as to keep the element of cost within the set parameters;
- Cost Reports: This is the ultimate function of Cost Accounting. These reports are primarily prepared for use by the management at different levels. Cost reports helps in planning and control, performance appraisal and managerial decision making;
- Cost Audit: Cost Audit is the verification of correctness of Cost Accounts and check on the adherence to the Cost Accounting plan. Its purpose is not only to ensure the arithmetic accuracy of cost records but also to see the principles and rules have been applied correctly.
Financial Accounting and Cost Accounting: Financial Accounting is primarily concerned with the preparation of financial statements, which summarise the results of operations for selected period of time and show the financial position of the company at particular dates.
Financial Accounting is mainly concerned with requirements of creditors, shareholders, government, prospective investors and persons outside the management. Financial Accounting is mostly concerned with external reporting.
[bookmark: _Hlk75721086][bookmark: _Hlk75721221]The main differences between Financial and Cost accounting are shown in Table 1.

     Table 1. Differences between financial and Cost accounting
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Cost Accounting and Management Accounting:
The scope of management accounting is wider than the scope of cost accounting. Management Accounting uses the principles and practices of financial accounting and cost accounting in addition to others management techniques for effective operations of a company. The main direction in management Accounting is aimed at defining policies and formulating plans to achieve the desired goal of management. Management accounting makes corporate planning and strategy effective.
Cost in simple, words, means the total of all expenses. Cost is also defined as the amount of expenditure (actual or notional) incurred on or attributable to a given thing or to ascertain the cost of a given thing.
Elements of Cost are shown in Table 2.
Table 2. Elements of Cost
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Direct Material + Direct Labour + Direct Expenses = Prime Cost
Indirect Material+ Indirect Labour + Indirect Expenses = Overheads
Direct material - The Cost of material which can be attributed to a cost object in an economically feasible way’. Direct materials are those materials which can be identified in the product and can be conveniently measured and directly charged to the product.
Indirect Material - Materials which cannot be allocated but which can apportioned to or absorbed by cost centres or cost units.
Direct Labour / Employee Cost - It is work that can be conveniently identified or fully attributed to a person work, product or process or spent on the conversion of raw materials into finished goods. Payment of such labor is known as direct pay.
Indirect Labour/ Employee Cost - Paid for labor that is hired other than production represent indirect labor costs. Examples of such work are: charging hands and supervisors; service workers.
Direct or Chargeable Expenses - Include all costs, other than direct materials or direct labor, that are specifically designed for a particular product or process.
Overhead - The aggregate of the cost of indirect material, indirect labour and such other expenses including services as cannot conveniently be charged directly to specific cost units. Thus overheads are all expenses other than direct expenses.


2. COST ASCERTAINMENT - ELEMENTS OF COST
- MATERIAL COST - This is any substance (Physics term) that forms part of or composed of a finished product, i.e material refers to the commodities supplied to an undertaking for the purpose of consumption in the process of manufacturing or of rendering service or for transformation into products. Material cost is the significant constituent of the total cost of any product. It constitutes 40% to 80% of the total cost.
Material Control: The function of ensuring that sufficient goods are retained in stock to meet all requirements without carrying unnecessarily large stocks.
[bookmark: _Hlk75735790]- EMPLOYEE COSTS - Labour is an important element of cost and for overall cost control and cost reduction, Labour Cost is of paramount importance. There should be a comprehensive study of all related aspects of Labour Cost and then only computation and control over the same will be possible. Attention should also be paid to the productivity aspect. Low productivity results in higher Labour Cost per unit while higher productivity will reduce the Labour Cost per unit. All these aspects of Labour Cost are discussed in detail in this chapter. Study of Labour or Employee Cost can better be explained in Table 3:
Table 3. Employee Cost
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- DIRECT EXPENSES - Expenses relating to manufacture of a product or rendering a service, which can be identified or linked with the cost object other than direct material cost and direct employee cost. A direct expense in relation to a product forms part of the Prime Cost. Indirect expenses are treated as Overheads. In relation to products, direct material is a material that becomes a part of it and can be physically traced in some form in the finished products, where as the direct expenses are cost providing services or other kinds of special charges, but no trace of them can be obtained in the finished product like raw material. Both the direct material and direct expenses forms part of the Prime Cost.
- OVERHEAD - This is the amount which is not identified with any product. It is the aggregate of indirect material, indirect labour and indirect expenditure. The generic term used to denote indirect material, indirect labour and indirect expenses. Thus overheads forms a class of cost that cannot be allocated or absorbed but can only be apportioned to cost units.
Overheads are all indirect costs, it becomes difficult to charge them to the product units. In view of this, it becomes necessary to charge them to the product units on some equitably basis which is called as ‘Absorption’ of overheads.

3. ACCOUNTING SOFTWARE FOR THE BUSINESSES
- ACCOUNTEDGE PRO - A good fit for small and growing businesses, AccountEdge Pro is an on-premise application that also offers the convenience of remote access, taking you easily through the entire accounting cycle. It is offers solid invoicing capability, along with excellent time and billing functionality that can track both billable and non-billable hours. Self-service and full-service payroll is also available, and a solid inventory module lets you easily manage your stock.
- FRESHBOOKS - an online accounting software application that works well for sole proprietors and freelancers. FRESHBOOKS is double-entry accounting, a must for a growing business. Other features found in FreshBooks include ACH payment acceptance, solid invoicing capability, the ability to track time, and the ability to create and manage projects.
- QUICKBOOKS DESKTOP - The Premier edition offers users a variety of industry-specific invoice templates including professional, product, and service invoice templates. Good inventory tracking capability is available in all QuickBooks Desktop editions, with the ability to track all products sold, cost of goods, and inventory management, including inventory adjustments.
- XERO - Xero works great for a variety of niche markets, including retail, IT, legal, e-commerce, and startups, and its ability to deal with multiple currencies makes it a good fit if you conduct business globally. It offers double-entry accounting, with a default chart of accounts that can be customized if needed included in the application.

4. FINANCIAL STATEMENTS

The Financial statements are the means with the help of which the accounting system performs its main function of providing summarised information about the financial affairs of the business. These statements comprise Balance Sheet or Position Statement and Statement of Profit & Loss or Income Statement.
Financial Statements prepared for an enterprise should possess the following attributes if they are to serve meaningfully the purpose and objectives for which they are meant:
- Relevance -The financial statements prepared must be relevant for the purpose they are supposed to serve. The accountant so compiles such statements should be clear about relevancy and materiality or otherwise of the various information on the basis of which these statements are prepared;
- Accuracy and Freedom from Bias - Financial Statements should convey a full and correct idea about the progress, position and prospects of an enterprise;
- Comparability - Increases the utility of financial statements. Comparison with previous statements helps in assessing the performance and in localising the trends in the progress and position of the business enterprise;
- Analytical Presentation - Proper classification helps in tracing and understanding in causes of the results as shown in these statements;
- Consistency - The financial statements for a certain period are affected by the judgment and procedural choices exercised by the accountant. Rules of accounting require 
that having made a selection of procedures, the accountant must strictly follow them in successive periods, unless the situation demands otherwise;
- Authenticity - The financial statements in order to be accepted as reliable must be reviewed and authenticated by an independent and capable person, generally known as auditor;
- Compliance with Law - Financial statements must meet the requirements of law, if any, in the matter of form, contents and disclosures, procedures and methods.
The most important Objective of financial statements is to present information for the use of different categories of persons as mentioned below:
- The Management;
- The Public;
- The Shareholders and the Lenders;
- The Labour and Trade Unions;
- The Country and Economy.
The Analysis of financial statements refers to the treatment of information contained in the financial statement in a way so as to afford a full diagnosis of the profitability and financial position of the firm concerned.







Conclusion

Financial accounting is mostly concerned to record the business transactions in books of accounts so that final accounts can be prepared. Cost accounting developed to help the internal management in decision making. The information provided by cost accounting acts as a managerial tool so that business can utilise the available resources at optimum level. Management accounting is an extension of management aspects of cost accounting. It provides the information to management so that planning, organizing, directing and controlling of business operations can be done in an orderly manner.
Financial statements are formal records of the financial activities of a business, person, or other entity and provide an overview of a business or person's financial condition in both short and long term. They can give an accurate picture of a company’s condition and operating results in a condensed form. Financial analysis is helpful in assessing the financial position and profitability of a organization.
“Financial Statements Analysis is largely a study of relationship among the various financial factors in a business as disclosed by a single set of statements and a study of the trend of these factors as shown in a series of statements.” 
Myer
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Debit Credit

£ £

Retained earnings as at 01/01/2019 10,100

Computers 14,600

Accumulated depreciation - Computers at 01/01/2019 

5000+3000=8000 8,000

Plant & Machinery 60,000

Accumulated depreciation – Plant & Machinery at 

01/01/2019 12,000

Inventory at 01/01/2017 30,000

Trade receivables 20,000

Allowance for doubtful debts 01/01/2019 1,600

Cash in hand 100

Cash at bank 2,500

Trade payables 36,000

Capital 28,000

Drawings 9,500

Purchases 160,000

Revenue 240,000

Wages 24,000

Advertising 8,000

Rates 3600-650=2950 2950

Bank charges 400

Prepament 650

Depreciation exp. 3000

332,800 338,600
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Sales (Less return otward)+Capital+trade receivable+Retained 

earnings as at 01/01/2019 £298,100.00

Less cost of Sales:

             Opening inventory 

£30,000.00

        +   Purchases (+ carriage inwards - returns outward)

£160,000.00

        -    Closing inventory (8000+12000)

£20,000.00

£170,000.00

Gross Profit

£128,100.00

retained earning

Total Income £128,100.00

Expenses

Computers 14,600

Plant & Machinery 60,000

Allowance for doubtful debts

1,600

Cash in hand 100

Cash at bank 2,500

Trade payables 36,000

Drawings 9,500

Wages 24,000

Advertising 8,000

Prepament 650

Rates 2950

Bank charges 400

Depreciation exp. 3000

Total Expenses £163,300.00

Net Profit / (Loss)

-£35,200.00

Statement of profit or loss 

for the period 1 January 2019 to 31 December 2019

#Business Name# Michael's
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Financial Accounfing Cost Accouniing
(a) It provides the information about the business | (a) It provides information fo the management
in a general way. i.e Profit and Loss Account, for proper planning, operation, conirol and
Balance Sheet of the business fo owners and decision making.
ofher outside partners.

(o) It classifies, records ond analyses fhe | (b) It records the expenditure in an objective
fransactions in a subjective manner, ie manner, i.e according fo the purpose for
according fo the nature of expense. which the costs are incurred.

(c) Itlays emphoasis on recording aspect without | (c) It provides a detailed system of confrol for
attaching any importance fo control. materials, labour and overhead costs with

the help of standard costing and budgetary
control.

(d) It reports operafing resulfs and financial | (d) It gives information through cost repors fo
position usually at the end of the year. management as and when desired.

(e] Financial Accounts are accounts of fhe | (e] CostAccountingis only apart of the financial
whole business. They are independent in accounts and discloses profit or loss of each
nature. product, job or service.

() Finoncial  Accounts records all the |(f] Cost Accounting relates fo fransactions
commercial transactions of the business connected with Manufacturing of goods
and include all expenses i.e Manufacturing, and services, means expenses which enter
Office, Seling efc. into production.

(g) Finoncial Accounts are concemed with | (g) Cost Accounts are concemed with intermal
extemal fransactions  ie. transactions fransactions, which do not involve any cash
between business concem and third party. payment or receipt.

(h) Only transactions which can be measured in | () Non-Monetary information likes No of Units /
monetary terms are recorded. Hours etc are used.

Financial Accounfing deals with actual | (i) Cost Accounting deals with partly facts and
figures and facts only. figures and partly estimates / standards.

() Finoncial Accounting do not provide | Cost Accounts provide valuable information
information on efficiencies of various workers/ on the efficiencies of employees and Plant &
Plant & Machinery. Machinery.

(k) Stocks are valued at Cost or Market price | (k] Stocks are valued at Cost only..
whichever is lower.

() Financial Accounting is a posifive science as | () Cost Accounting is not only posifive science
itis subject to legal rigidity with regarding to but also nommative because it includes
preparation of financial statements. fechniques of budgetary confrol and

standard costing.

(m) These accounts are kept in such away to | (m) Generally Cost Accounts are  kept

meet the requirements of Companies Act
2013 as per Sec 128 & Income Tax Act, 1961
Sec 44AA.

voluntarily fo meet the requirements of the
management, only in some industries Cost
Accounting records are kept as per the
Companies Act.
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