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[bookmark: _Toc48934901]Introduction
Cost accounting is a configuration of management accounting which aims to apprehend business total production cost by estimating variable cost of every stages of production followed by fixed costs. It helps management to undertake strategic decisions to improve cost performance of business. In this context, “ledger accounting”, “trial balance” and “financial accounting” is prepared of four different businesses such as Maxim, Pendo, Mafuta and Ricardo to determine profit statement at the end of respective month. In this study, nature, purpose and behaviour of “cost accounting” is discussed to identify cost processing method and profit earning. Thus, method of “cost accounting” and how methods are used in business transactions are discussed. 
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Ledger A/c of Maxim
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Analysis
After analysing the “trial balance”it can be detect that a suspense’s account of £140 is visible which shows Maxim “double-entry accounting system” an errors have occurred. If total debits are not equal to total credit there lying a financial misconception which Maxim needs to identify and solve by increasing income and reducing expenses cost. An increase in income shows an immense demand in product and services. To improve business operations Maxim should resolve even minor accounting errors, measure performance to increase functional activities. 
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Analysis
From the above analysis it is seen that gross loss of £300 on the trading balance is found which shows Pendo expenses suchlike purchase of motor van, other expenses etc can lead to higher margin cost of sales. Gross loss gradually effects net profit of business by increasing expenses costs. To improve gross loss Pendo needs to figure out “gross profit margin”, analyse business profit margins, use different pricing strategies to main cost run of the business. Net profit on month end 31st January shows a net loss instead of profit due to effect of gross loss on debit side of “P/L Statement” which reflects revenue income is lower than expenses cost.Decrease in revenue income will directly impact profit earning of business. Decline in net profit decrease cash availability in business to overcome loss. Net loss results in fall of business operations and unstable cash controlling which an increase risks and investors will not allow to invest money to increase operations. Pendo should remove unprofitability services and products, increase conversion rate, reduce inventory and overheads of business as they minimise profit and maximize expenditure costs. Therefore, Pendo needs to increase revenue earning by reducing expenditure cost to run business operations smoothly. 
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Analysis
After analysing “Trading and P/L Statement” of Mafuta a suspense a/c is detected of £536 on the liability side which reflects decrease in liabilities. Decrease in liability can also reduce the value of shares of the business.Therefore, Mafuta needs to sustain liabilities to purchase new assets which will increase equity by generating income. 
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“Trial Balance” of Ricardo as on 30th June
	Date
	Particulars 
	L.F
	Debit 
	Credit

	2 June
	Sales A/c
	C
	8,500
	

	2 June
	Discount Allowed A/c
	C
	425
	

	13 June 
	Purchase A/c
	C
	
	12,000

	13 June
	Discount Received A/c
	C
	
	840

	14 June
	Sales A/c 
	
	
	9,000

	14 June
	Trade Discount A/c
	
	450
	

	20 June
	Sales A/c
	
	
	6,000

	21 June
	Purchase A/c
	C
	
	4,500

	21 June
	Discount Allowed A/c
	C
	90
	

	22 June
	Goods Returned A/c
	
	
	1,000

	24 June
	Purchase A/c
	
	5,000
	

	24 June
	Discount Allowed A/c 
	
	150
	

	24 June
	Accrual A/c
	
	425
	

	25 June
	Hywel A/c 
	
	
	9,450

	25 June
	Georgina A/c
	C
	11,160
	

	27 June
	Andrew A/c
	C
	4,410
	

	
	Suspense A/c
	
	12,180
	

	
	Total
	
	30,610
	42,790



[bookmark: _Toc48934916]Explaining nature, purpose and behaviour of cost accounting
“Cost accounting” can be considered as a methodical procedure used for reporting and recording measurements of cost of goods manufactured and services performing in details. The nature of cost accounting ensures cost-effectiveness by calculating, analysing, assessing, and accumulating overall expenses sustain on a project, process or product (Loft, 2020). It provides cost flow details that management use to control operational costs and predict future cost operations. The purpose of cost accounting is to fix both fixed and variable costs of production to manage revenue income of an organisation by introducing better efficiencies, budget accurately and financial decisions. It assist management to record costs incurred by the business in such a way that helps improve productivity. The five main purposes of “cost accounting” are as follows:
· Ascertainment of cost – It is the process that ascertain costs on the base of actual cost. There are two methods of cost ascertaining are: “Post Costing” and “Continuous costing”. Post costing considers analysis of accurate details as recorded in the accounting books. It is relevant and beneficial in the case of “Cost plus Contracts” in which price determined on the actual cost. Whereas, continuous costing aims at accumulating information about cost at the time activity takes place. This involves estimation of overheads (Erten et al.,2016).  The importance of cost ascertain is to provide necessary data and assist in fixing product price. It helps to determine profitability of every product and helps business to maximize revenue income. 
· Determination of sales price – The product selling price is influenced by conditions of market prices for products (Anandet al.,2018). The importance of determining sales price helps the business to identify market shares and sales volume of a particular product to generate future product prices, acceptability of product by the customers and profitability from selling product. 
· Cost control and cost reduction –Cost control is a process that identifies practices of business and reduce expenditure costs of business to increase profit ratio. The importance of cost controlling benefits business by maintain cash flow of business to maximize income and profit earning (Johansenet al.,2020). Cost control also helps to stabilise product price and maintain higher sales. Cost reduction implies retentiveness of important quality and characteristics of different products. The purpose of cost reduction achieve permanent reduction in cost of units of goods to intend quality of product. Cost reduction strategies helps to reduce cost while maximizing productivity and reallocating strategic resources (Mansoret al.,2018). The importance of cost reduction includes development of different techniques to reduce operational cost of business. It also helps in setting competitive product prices, raise market shares and maximize return or profit. 
· Ascertaining profit of different activities – The profit of each activities is ascertained by cost matching process following by the revenue income of business. The main purpose of ascertaining different business activities to determine profit or loss costing of any activity (Agarwaland Islam, 2018). The importance of ascertaining profitis to determineperformance of a business and provides a forecasting of future performances.  
· Assisting management in decision-making–Decision-making process is described as a method of sorting course of action (Mavi et al.,2019). The importance of assisting management in decision-making process as it helps to control cost by strategic decision-making and pursue business goals by increasing revenue and profit income. It benefits business to evaluate financial health by analysing solvency, liquidity, operating efficiency and profitability. 

The behaviour of cost accounting indicates changes in costs with the change in other activities (Datar and Rajan, 2018). Fixed costs of an organisation remain the same whereas, as total variable costs proportion decreases which decrease in activity. The behaviour of cost accounting is important as it helps to analyse “CVP” which assist business to insight production factors to increase profit income (Krisnadewiand Soewarno, 2019). It assist business to figure out most profitable volume and costs combination. It also helps management of the business to undertake strategic planning and cost controlling to effectively run business operations. Mainly behaviour of cost accounting maintains variable costs to effectively run cash flow to generate higher revenue income. 
[bookmark: _Toc48934917]Applying concept of cost accounting and methods used to business transactions
“Cost accounting” is a pattern of “managerial accounting” which aims to apprehend total “cost of production” by estimating variable costs of every stage of production and fixed costs suchlike lease expenses (Lew et al., 2017). It considers input costs correlated with production, as well as fixed and variable costs to set financial standards to increase net profit income. 

The methods of “cost accounting” used in business transactions are:
· Operating Costing - It is a process used by business transactionsto ascertain costs of operating services. The method of “operating costing” is used by business transactions to provide services relatively more than producing goods (Argade, 2020). The importance of costing shows it helps business transactions to measure cost of company and management stock efficiency.
· Unit Costing - Total expenses incurred is used by business transactions to generate expenses and sell units of a specific service or product. Unit costs are identical with the “cost of sales” and “cost of goods sold”. It is important as it considers losses and efficiencies of business as well as acts as a conductor to the producers (Alsharari, 2016). It helps business transactions by formulating definite policy of production and disclose “cost/unit” and “total costs”
· Contract Costing – Contract costing is amethod that is used by business transactionsto track costs associated with a particular contract or with customers (Ellis et al., 2018). It is important as it helps business transactions to identify cost per element and profit amount from every contract. 
· Process Costing – Process costing is a method used by business transactions to estimate cost to processes of production is produce in a continuous process, cost unit is generated by average production unit to the total cost of process (Venkateshet al.,2019). It conversely track detailed record keeping the job costing. Every department’s tracks material and labour as operation of products moves in department. Process costing is important as it records where the money is spent by the business whether in distribution processes or production processes. It helps to control the cost flowing in business and improve cost controlling. 
· Job Costing – Job costing is described as a method used by business transaction to track cost report of a manufacturing firm rather than processing. With the help of job costing procedure an accountant or project manager of a business can record cost of every job as well as maintaining information and data which is frequently more accurate to operations of business. The importance of job costing leads to greater project estimation, improve management decision-making process, maintain financial reporting timely (Zahller, 2017). Proper job costing utilise cost records for a specific contract to disclose profitability of job, that can compared to indigenous profit estimate. 
· Batch Costing – Batch costing is a specific method used by business transactionsfor requiring for processing number costing. Batch costing is a number of uniform unit but each batch are different from one another. Batch costing id utilised by the business to ascertain article per unit or cost unit (Kotaand Wirawan, 2018). Batch costing is important items use for manufacturing stock items. A finish product require contrasting components for congregation and product can be produced in economical batches.  

[bookmark: _Toc48934918]Conclusion
From the above study it can be determined that cost accounting is an important aspects of business that assist business to control cost to effectively run operations. Ledger accounting, “trial balance” and “financial statement” is analysed to identify the position of Maxim, Pendo, Mafuta and Ricardo. Nature, purpose and behaviour of cost accounting is to how business manages cost to improve profit ratio. Different methods of cost accounting and how they helps business transactions are discussed. 
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Rent Ale

Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
28 April | To, Cash Alc 50
By. Balance c/d 50
Loan Alc
Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
29 April | By, Cash Ale 200
To, Balance| |200
o/d
Drawings Alc
Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
30 April | To, Cash Ale 60
By. Balance c/d 60
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Stock Ale

Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
30 April | To, Cash Ale 100
By. Balance c/d 100
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Cash A/e

Date Particulars J| Amount | Date Particulars J| Amount
®) ®)
F F|
5April | To, Capital Alc 300 7April By, Purchase| |200
Ale
8April | To, Loan received | [250
Ale
20 April | To, Sales Ale 350 15 April | By, Motor Van| | 150
Ale
28 April | By, Rent Al 50
29 April | By, Loan repaid | | 200
Ale
30 April |By. Drawings| |60
Ale
30 April | By, Stocks 100
By. Balance c/d | | 140
900 900
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“Trial Balance” of Maxim as on 30th April

Date Particulars LF | Debit Credit
5 April Capital Ale 300
7 April Purchase Ale 200
8 April Loan Received Ale 250
15April | Motor Van Ale 150
20 April Sales Ale 350
28April | RentAle 50
29 April | Loan Repaid Alc 200
30 April | Drawings Alc 60
30 April Stocks Alc 100

Suspense Alc 140

Total 760 900
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“Trading A/c” of Maxim for the month end 30th April

Particulars Amount | Particulars Amount
To, Opening Stock - By. Sales 350
To, Purchase 200
To, Motor Van 150 By. Closing Stock 100
To, Gross Profit c/d 100
450 450

“Profit & Loss A/c” of Maxim for the month end 30th April

Particulars Amount | Particulars Amount
To, Rent 50 By. Gross Profit b/d 100

To, Loan Repaid 200 By. Loan Received 250

To, Net Profit 100

(“Transferred to Capital A/c”)

350 350
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“Balance Sheet” as on 30th April

“Liabilities” Amount | Amoun | “Assets” Amoun | Amount
t t
“Capital” “Fixed Assets”
Opening Balance 300 Motor Van 150
Add: Net Profit 100
Less: Drawings 60 340
Loan 50 “Current Assets”
Closing Stock 100
Cash 140
390 390
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Ledger Alc of Pendo

Capital A/c
Date Particulars | J| Amount | Date Particulars J| Amount
®) S| ®
b F|
1 January | By, Cash Alc 5,000
To, Balance| | 5.000
o/d
Motor Van Alc
Date Particulars | J| Amount | Date Particulars J| Amount
®) S| ®
b F|
2 January | To, Cash Ale 600
10 January | To, Cash A/c | | 200
By. Balance c/d 800
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Purchase A/e

Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
3 January | To, Cash Alc 1,300
By. Balance c/d 1,300
Loan Received Alc
Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
4 January | By, Cash 1,000
To, Balance| | 1,000
o/d
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Sales Ale

Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
13 By. Cash Ale 300
January
20 By. Cash Ale 500
January
To, Balance| | 800
o/d
Expenses Alc
Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
24 January | To, Cash Alc 150
By. Balance c/d 150
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Loan Repaid Alc

Date Particulars | J| Amount | Date Particulars J| Amount
®) S| ®
b F|
27 January | To, Cash Alc 350
By. Balance c/d 350
Drawings Alc
Date Particulars | J| Amount | Date Particulars J| Amount
- @& S| ®
b F|
31 January | To, Cash Alc 175
By. Balance c/d 175
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Cash Ale

Date Particulars | J| Amount | Date Particulars 3| Amount
®) ®)
b il
1January |To,  Capital| |5.000 |2 January |By.Motor VanAle | | 600
Ale
4 January | To, Loan| | 1,000 |3 January |By. Purchase Alc 1,300
Received Ale
13 January | To, Sales Ale | | 300 10 January |By. Expenses on| |200
Motor Van Ale
20 January | To, Sales Ale | | 500 24 January | By, Storage | | 150
Expenses Alc
27 January | By. Loan Repaid Alc| | 350
30 January | By, Drawings Alc 175
By. Balance c/d 4,025
6.800 6.800
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“Trial Balance” of Pendo as on 31st January

Date Particulars LF | Debit Credit
1 January | Capital Alc 5,000
2 January | Motor Van Ale 600
3 January | Purchase Alc 1,300
4January | Loan Received Alc 1,000
10 January | Expenses Alc 200
13 January | Sales Ale 300
20 January | Sales Ale 500
24 January | Expenses Alc 150
27 January | Loan Repaid Alc 350
30 January | Drawings Alc 175
31 January | Stocks Ale 800

Suspense Alc 3225

Total 6.800 6.800
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“Trading A/c” of Pendo for the month end 31st January

Particulars Amount | Particulars Amount
To, Opening Stock - By. Sales 300
To, Purchase 1,300 By. Sales 500
To, Motor Van 600 By. Closing Stock 800
By, Gross Loss c/d 300
1,900 1,900
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“Profit & Loss A/c” of Pendo for the month end 31st January

Particulars Amount Particulars Amount

To. Gross Loss b/d 300 By. Loan Received 1000

To. Expenses on Motor Van 200

To, Expenses 150

To, Loan Repaid 350
By, Net Loss 50
(“Transferred to Capital
Ale)

1.050 1.050
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“Balance Sheet” as on 31st January

“Liabilities” Amount | Amoun | “Assets” Amoun | Amount
t t
“Capital” “Fixed Assets”
Opening Balance 5,000 Motor Van 600
Less: Net Profit 50
Less: Drawings 175 4,775
Loan 650 “Current Assets”
Closing Stock 800
Cash 4,025
5425 5425
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Ledger Alc of Mafuta
Sales Alc of Harvey

Date Particulars | J| Amount | Date Particulars J| Amount
®) S| ®
b F|
2 January | By, Bank Alc c|124

To. Balance 124

o/d
Wages Alc
Date Particulars | J| Amount | Date Particulars J| Amount
®) S| ®
b F|
5 January | To, Cash Alc 12

By. Balance c/d 12
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Purchase A/c of Rich

Date Particulars Amount | Date Particulars Amount
®) ®)
To, Bank 150
By. Balance c/d 150
Discount Allowed A/c
Date Particulars Amount | Date Particulars Amount
®) ®)
7 January | To, Cash Ale 18
By. Balance c/d 18
Max Alc
Date Particulars Amount | Date Particulars Amount
®) ®)
9 January | To, CashAle | |21
By. Balance c/d 21
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Sales Ale

Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
11 By. Cash Ale 64
January
To, Balance| |64
o/d
Wages Alc
Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
14 January | To, Cash Alc 14
By. Balance c/d 14
Purchase Alc
Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
14 January | To, Cash Alc 75

By. Balance ¢/d

75
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Rich Ale

Date Particulars Amount | Date Particulars Amount
®) ®)
15 January | To, Cash Alc 12
By. Balance c/d 12
Office Equipment Alc
Date Particulars Amount | Date Particulars Amount
®) ®)
20 January | To, Cash Ale 32
By. Balance c/d 32
Wages Alc
Date Particulars Amount | Date Particulars Amount
®) ®)
21 January | To, Cash Alc 17
By. Balance c/d 17
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Sales A/e

Date Particulars | J| Amount | Date Particulars 7| Amount
®) S| ®
b F|
21 By. Cash Ale 110
January

To. Balance 110

o/d
Office Expenses A/c
Date Particulars | J| Amount | Date Particulars J| Amount
®) ®
b F|
23 January | To, Cash Alc 3

By. Balance ¢/d 3
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Harvey Alc

Date Particulars | J| Amount | Date Particulars J| Amount
®) S| ®
b F|
23 January | To, Cash Ale | |25
By. Balance c/d 25
Sales Alc
Date Particulars | J| Amount | Date Particulars J| Amount
®) S| ®
b F|
28 By. Cash Ale 84
January
To, Balance| |84
o/d
Wages Alc
Date Particulars | J| Amount | Date Particulars J| Amount
®) S| ®
b F|
28 January | To, Cash Alc 15
By. Balance c/d 15
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Sales Ale

Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
By. Cash Ale 30
To, Balance| |30
o/d
Wages Alc
Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
28 January | To, Cash Alc 15
By. Balance c/d 15





image25.png
Cash Ale

Date Particulars Amount (£) | Date Particulars Amount (£)
11 January | To, Sales Alc 64 5 January | By, Wages Alc 12
21 January | To, Sales Alc 110 7 January | By, Discount allowed 18
28 January | To, Sales Alc 84 9 January | By, Max Alc 21
31 January | To, Sales Alc 30 14 January | By, Wages Alc 14
14 January | By, Purchase Alc 75
15 January | By, Rich Alc 12
20 January | By, Office Equipment| |32
Al
21 January | By, Wages Alc 17
23 January | By, Office Expenses Alc | |3
23 January | By, Harvey Alc 25
28 January | By, Wages Alc 15
By, Balance c/d 44
288 288
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“Trial Balance” of Mafuta as on 31st January

Date Particulars LF | Debit Credit

5 Jamuary Wages Alc 12

7 Jamuary Discount allowed Alc 18

9 Tanuary Max Ale 2

11 Jamuary Sales Al 64

14 Jamuary Wages Alc 1

14 Jamuary Purchase Alc 75

15 Jamuary Rich A/c (Suppliers) 12

20 January Office Equipment Alc 32

21 January Wages Alc 17

21 January Sales Al 110

23 January Office Expenses Alc 3

23 January Harvey Al 2

28 January Sales Al 8

28 January Wages Alc 15

31 January Sales Al 30
Total 270 270
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“Trading A/c” of Mafuta for the month end 31st January

Particulars Amount | Particulars Amount
To, Opening Stock 458 By. Sales
To, Purchase 75 Cash Sales 64
To, Office equipment’s 32 110
30
Credit Sales 124
By. Closing stocks 374
To, Gross Profit c/d 137
702 702
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“Profit & Loss A/c” of Mafuta for the month end 31st January

Particulars Amount | Particulars Amount
To, Wages 12 By. Gross Profit b/d 137
To, Discount allowed 21
To, Wages 14
To, Wages 17
To, Office Expenses 3
To, Wages 15
To, Net Profit 55
(“Transferred to Capital A/c”)
137 137
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“Balance Sheet” as on 31st January

Amount | Amoun | “Assets” Amoun | Amount
t t
“Capital” “Fixed Assets”
Opening Balance - - Furniture and fittings 198
Add: Net Profit 55
“Current Liabilities” “Current Assets”
Bills Payable Bills Receivable
Rich 12 Smith 18
Max 21 Harvey 30
Moon 26
Cash in hand 343
Suspense account 536
624 624
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Ledger A/c of Ricaedo
Sales Alc (on credit to Claire)

Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
2June  |By. Bank Alc 8,500
To, Balance| | 8,500
o/d
Discount Allowed A/c
Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
2June | By, BankAlc | 425
(8.500*5%)
By. Balance c/d 425
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Purchase A/c (on credit from Georgina)

Date Particulars | J| Amount | Date Particulars Amount
® ®
¥
13 June | To. Bank Alc 12.000
By. Balance c/d 12.000
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Discount Received A/c from Georgina

Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
By. Bank Al| |890
(12.000%7%)
To, Balance| | 890
o/d
Sales Ale (Hywel)
Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
14June  |By, Cash Alc 9,000
To, Balance| |9.000
o/d
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Trade discount A/c to Hywel

Date Particulars Amount | Date Particulars Amount
®) ®)
14Tune | To, CashAle | | 450
(9.000*5%)
By. Balance c/d 450
Sales Alc
Date Particulars Amount | Date Particulars Amount
®) ®)
20June | To, Cash Alc 6.000
By. Balance c/d 6.000
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Purchase Alc (on credit from Andrew)

Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
21Tune | To,BankAle | [4.500
By. Balance c/d 4,500
Discount Allowed A/c From Andrew
Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
21Tune | To,BankAle | |90
(4.500%2%)

By. Balance ¢/d

90
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Returned on Sales A/c from Claire

Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
22June | To, Cash Ale 1,000
By. Balance| | 1.000
o/d
Purchase A/c (Mandey)
Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
24Tune | To, Cash Ale 5,000
To, Balance| | 5.000
o/d
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Discount AllowedA/c

Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
24Tune |By, Cash Alc 150
(5.000*3%)
To, Balance| | 150
o/d
Accrual Ale
Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
24Tune | By, Claric 425
To, Cash Ale | | 425
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Hywel A/e

Date Particulars | J| Amount | Date Particulars J| Amount
® -|®
¥ F
24 June | To. Cash Alc 9,000
To. Discount | | 450
Received
To. Balance| |9.450
o/d





image38.png
Georgina Alc

Date Particulars | J| Amount | Date Particulars J| Amount
® -|®

25 June To., Bank Alc 11.160

By. Balance c/d 11.160
Andrew Ale
Date Particulars | J| Amount | Date Particulars J| Amount
® -|®
¥ F

27 June To., Bank Alc 4.410

By. Balance c/d 4,410
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Capital A/c

=
Date Particulars | J| Amount | Date Particulars J | Amount
@) @)
F F
5April | By, Cash Alc 300
To, Balance| |300
c/d
Purchases A/c
Date Particulars | J| Amownt | Date Particulars J | Amount
@) @)
F F
7April | To, Cash Al 200
To, Balance ¢/d 200





image2.png
Loan Received A/c

Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
8/04/2020 | By, Cash Alc 250
To, Balance| |250
o/d
Motor Van Alc
Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
15 April | To, Cash Alc 150
By. Balance c/d 150
Sales Alc
Date Particulars | J| Amount | Date Particulars Amount
®) ®)
b
20 April | By, Cash Ale 350
To Balance ¢/d | | 350





