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Executive Summary

Accounting fundamental concepts are useful for running business activities in a good manner. With the help of the accounting rules and regulations, they decide the cost of the goods and services (Gordon, 2016). The company faces various issues and challenges for running the business, with the help of accounting principles they remove these challenges. Then manger easily manages all the operation and also knows the cash flow of the business. They have controlling power to control all the activities of the company (Loughran, 2011). We also know the importance of nature, behavior of cost, purpose; methods, principles, and techniques of cost accounting and accounting are helpful for the smooth running of the business. 
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Every company needs and knows about all the accounting fundamental concepts. The reports provide data and information about the proper use of accounting principles for the success of the company (Gordon, 2016). The company always knows where they stand through the financial statement, so they know the importance of day to day records, which helps to maintain the financial statement at the end of the year. The techniques and methods of cost accounting are helpful for the ascertainment of the cost (Horngren, 2009). The principle is to follow to run the operation of the business. This report is most useful to know the importance of nature, purpose, and method of cost accounting. We also define some practical questions, so they easily understand the importance of accounting fundamentals. 
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The financial statements, cost accounting are defined as a source of information for inventory valuation. In the generation of financial statements, this does not include directly. It is defined as the practice of business by which recording, collecting, examining and summarizing of cost is done. The identification of the structure of a business is done by it (Horngren, 2009). It is an accounting that deals with the management of cost per unit, calculation of cost per unit and control of cost per unit. Decisions are taken with the help of the recording and summarizing cost refers to as cost accounting. 

Cost accounting is also meant as a technique of accounting that makes effective to the cost of business. It continued from activities of manufacturing until various service industries like hotels, airlines, bands, etc. to meet changes like the company and environment cost accounting should be flexible. 

According to the Institute of Cost and management accountants (ICMA) “It is defined as the ascertainment of cost. Ascertaining costs techniques and process is included in it. 

According to (UK) "Cost accounting refers to as costing application and methods, principles and techniques of cost accounting. Art, science, and process of cost control and profit gains as well as it also makes preparing for presenting information which helps in decision making." 

Nature of cost accounting
It is concerned with control and ascertainment of cost. For reducing and controlling costs the important information is given by cost accounting which is also helpful for decision making, planning and controlling (Lunt, 2009). The following points below define the nature of cost accounting: 

· In the planning and controlling phase's cost accounting refers to the largest source of information for management. Cost accounting is known as management accounting and managerial accounting. 

· It makes records of costs that are related to labor and other finance which is used to set the market price for the manufactured products by management.

· It is an organized branch of knowledge which contains principles, conventions, and concepts of its own.

· It is defined as it is a profession.
·  The system, principles, and techniques that are used in an organization for planning and control are involved in cost accounting.

· Ability and skills are needed by it as known as an art and cost accounting is a systematic knowledge as known as science.
The behavior of Cost Accounting
The relationship between total costs and level of activity referred to as cost behavior. It is the attempt of management which understands how changes are done in operating cost with relation level of organization change (Dalla Via, 2014). By the mathematical cost functions, cost behavior is performed by management. Expenses are influenced by changes in the activity of the business. When the construction is done in the annual budget the owner of a business must be aware of the behavior of cost. Cost behavior is categorized into three divisions like fixed cost, the variable cost, and mixed cost. 


Fixed cost
It remains the same if there are any changes in the operation of a business. It is the same disregarding of operation level. If no production units produced this cost incurred and a reduction in fixed cost per unit is done by the rise in production (Innes, 1990). For example, no change in building rent if any changes are there n the sales level of tenant directly. 


Variable cost 
It changes directly with the change in the operation level of business. It changes in the same proportion as output changes (Innes, 1990). The total variable cost rises when more production is done and vice versa. For example, the direct material cost associated with every commodity. 


Mixed cost 
It refers to the combination of both variable and fixed costs. It does not change proportionally with output. For example, the cost of delivery which has a fixed component of depreciation of trucks cost and a fuel expense is a variable component (Graves, 1971). Other examples of telecommunication cost, senior management cost, and telephone expense. 





Purpose of Cost Accounting
To determine techniques by making the expenses on materials, wages and overhead are classified and recorded which defines the main purpose of cost accounting. It is important because it helps in ascertaining the cost of goods and services (Dalla Via, 2014). By the units of production concept of cost, accounting is used for profit maximization and process modifying. For some other important purposes the cost accounting is utilized which are defined below:

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

· Performance Evaluation: cost information also helps to analyze and evaluate the actual performance of the company to take appropriate decision to effectively evaluate the utilization of resources. 

· For determining selling price:
Market conditions affect the selling price of commodities which are also not controlled by any business. So it helps in determining the selling price. It's important to rely upon the price which is given by the accountants of the company. 
· Ascertainment of profitability:
Accounting's main purpose is to ascertain the profit by plant activities and compare the actual profit made by their profitability. 

· Management assistance for decision making:
A course of action is selected for decision making is the process by which the alternative courses. For deciding between various action courses then it’s compulsory to do compare results or outcomes. Cost accounting helps make a comparison.

· Computation of cost:
Cost computation is the main function of coat accounting. In the cost computation, we will see how we can calculate the sales cost per unit for a specific product. 



Techniques of Cost Accounting
The methods are defined as the techniques which help in ascertaining the cost for controlling cost, making decisions, assessing purchasing performance, negotiation and price appraisal. (Farrington, 2006) . Following points under described the techniques:
· Uniform costing:
Many undertakings make the use of the same principles and practices of cost for making comparison refers to as uniform costing. Inter-firm comparison is facilitated by this costing and also facilitates realistic pricing policies (Innes, 1990). For comparison of inter-firm and fixing the price of commodity uniform costing is useful.

· Marginal costing:
It helps in ascertaining the marginal cost by making the comparison between both fixed and variable cost. It makes analyzing the information or data related to cost by the guidance of management which helps in finding the impact on profit which is due to variation in the volume of output. 

· Standard costing:
It’s defined as cost accounting technique, which includes the actual cost which is incurred and the cost is matched by determined cost (Innes, 1990).  The determination of operation is done based on matching. Measures are taken if some problems occurred. 

· Historical costing:
This defines the ascertainment of cost which is incurred. It leads to certainty and fits with the statement of cash flow. It is simple to understand and a more reliable and conventional technique and also limited utility is there.  For costs, all businesses make the use of this system of costing. 

· Direct costing:
When the cost directly related to the cost of product or department is called as a direct cost. It is not allocated top several products, departments and other cost objects (Innes, 1990). The cost that relates also for some objective of cost and the infeasible way can be traced. Example wages, steel cost. 




Method of Cost Accounting
· Multiple Costs: When the company produces a variety of goods, they cannot have a relation with one to another cost and process and kinds. These costing methods used for the production of type-writer, gramophone, and cycle. 


· Job Costs: It is also called order cost or terminal cost. This method used all item charges for a particular order. Mostly contractors and builders adopt this method. Because it specifically showed the separate cost of the contract or order or job of working (Yen, 2011). They also maintained the records of the direct materials, direct labor and estimated overheads cost of each order are recorded. It’s main aim to determine the profit and loss of the particular jobs. 

· Departmental Costs: They adopt the price of the output of a particular department separately, so they determined the standard cost of the product (Gordon, 2016). This method is mostly used in the steel industry or where the working or production is done in various departments. 


· Unit Costs: Firms adopt the method for supply the same product other than the different product such as quarries, mines and other.

· Process Costs: This method is used where they convert the raw materials into the finished products through various processes (Graves, 1971).  They also considered the by-product of calculating the cost of the product. This method used to indicate the cost of the product at various stages of the processor operations. 


· Operating Costs: This method is useful for firms providing utility services. This method is used in railway, transport services, waterworks, electricity for operating expenses and charges. 
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· Historical Cost Principle: If the company requires the whole record of the purchase of goods and services at that cost the company paid for them (Agénor, 2017). All the assets of the company recorded remain at the historical cost in balance sheet without any kind of adjustment of flexibility in market value. 

· Revenue Recognition Principle: Companies all maintain the record of the revenue, when it earned, instead of that it was collected or not. During the end, of period accrual accounting provides a more accurate image of the financial events (Agénor, 2017). 

· Matching Principles: It defines that all the expenses are properly recorded with revenue of a particular period, when they incurred while they are paid or not.  This principle is similar to the revenue recognition principle which describes all the record of revenue and expense based on an accrual basis. 


· Full Disclosure Principle: It provides information about that all the material affects the financial statement, so the company has to disclose all the information at the footnote of the financial statement (Agénor, 2017). The company takes preventions from hiding of any material facts, they are also known about the accounting practices and contingencies in the future.


· Conservatism Principle: In any situation, an accountant on a regular error on the most conservative side (Graves, 1971). The accountant takes preventions for overestimation of income and underestimated of upcoming expenses which cannot mislead the monetary statements of the users. 

· Objectivity Principle: All the financial records, financial statements, and information related to finance are independent and free from the bias (Agénor, 2017). The company's financial statement helps to convey the accurate position of the company and not provide any information to the end-users for taking certain actions regarding the business (Graves, 1971). 
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Revenue Expenditure 
It is the sum of the business, which is incurred for manufacturing of product and services which generate the revenue of the company for a specific period (Brief, 1995). 
· It is of primarily two kinds: first if related to the cost of the sales and other is related to the operating expenses of the product. The cost of sales is related to expenses for the acquisition of the product which is sold in the market and operating expenses are incurred for the smooth running of the company operations. 

· Both expenses are recorded in the same period when they are generated on the production of products and services.



Capital Expenditure
It is used for recovery of liability and upgrades new assets for running the business. It increased the productive capacity of the company. The productive or competitive posture will expand with the help of capital expenditure (Brief, 1995). Buildings, computer equipment, machinery, and software are some examples of assets needs capital expenditure. In a certain industry such as utilities and manufacturing are quite substantial for capital expenditure (Brief, 1995). Capital expenditure reverse is an operational expenditure, where the most cost is incurred for the expenses of a particular period. This period is known as a period cost. 











Revenue Expenditure V/S Capital Expenditure

	
Basis
	
Revenue Expenditure 
	
Capital Expenditure

	
Purpose
	
When the expense is incurred for running the operation of the business. 
	
When the expense incurred for acquisition of the fixed assets.

	
Capacity
	
It also enhances the profit earning.
	
It increases the earning capacity of the company.

	
Period
	
Less than one year
	
More than one year

	
Nature of Account
	
It is recorded in the expense account.

	
It is recorded in assets account.

	
Shown
	
 Statement of Profit and Loss
	
Balance Sheet

	
Example
	
Depreciation on furniture, fixtures, salaries and rent. 
	
Cost of Building, land, and machinery.
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This report concludes by explaining the various concepts of fundamental accounting.  The business organization always is known with all the important concepts such as principles, nature, cost behavior and techniques of accounting that are helpful in the smooth running of the company operations (Loughran, 2011). The company also evaluates, analyze and monitors all the information related to the financial statement for the current period. This report provides all the information about the basic accounting concepts for a successful company. 
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