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Accounting Fundamentals

Task 1.
Differentiate between revenue expenditure and capital expenditure with reference to International Accounting Standards. (10 marks)
	A revenue expenditure is a service cost that maintain an asset operating. 
Example:  
	For a construction business is bought a loader, it requires routine maintenance. The cost of loader’s routine maintenance and its repairs is a revenue expenditure. The maintenance and repairs do not make the loader more expensive.
Revenue expenditures are recorded on income statement as expenses.
 	A capital expenditure is using of liability funds for upgrading and maintaining fixed assets. Example: 
Cost of building maintenance, cost of building an extra level on a building are capital expenditures.
Capital expenditures are recorded as fixed assets in the balance sheet. When capital expenditures are charged by periodic depreciation they go to the income statement.
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? (20 Marks).
	Cost accounting is a form of managerial accounting, it provides only quantitative information to the users. Its purpose is to count the total production costs in a company by assessing variable and fixed costs at each stage of production. There are four main types of cost accounting: standard costing, activity-based costing, lean accounting, and marginal costing.
Management accounting is a type of accounting which is specialized in identifying, measuring, collecting, registering, interpreting, summarizing, preparing and providing quantitative and qualitative information and indicators important for decision-making to internal users. It combines management and leading skills with accounting and finance. Its purpose is to maximize profits and to minimize losses. 
Management and cost accounting provide quantitative financial information to internal users, both types of accounting are important for taking decisions and planning.
Cost accounting is fully about quantitative information when management accounting use the quantitative data from cost accounting and is also based on qualitative information. Management accounting reports are useful only for managers, in cost accounting reports are interested managers, shareholders, and creditors.

b) How are both concepts and practices linked to and used to develop the short and long-term strategies of organizations (20 Marks).
	To succeed in the investment community, corporate management often needs to find the right balance between short-term profitability and long-term cost management. To ensure healthy future gains, senior executives are developing strategies to cut costs and launch new products. Management accounting allows department heads to think about the effectiveness of production systems and determine where to reduce costs. Methods that can help businesses achieve profitability include accurate financial reporting, monitoring of fixed costs and discount strategies.
	
Task 3.
Management accountants often have responsibility for different business centers which often includes its cost center, revenue centers, profit centers 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 (30 marks).
Responsibility business centers determine managers duties. For evaluating and comparing their center, using flexible budget they prepare responsibility reports, which contain only controllable costs. 
In profit centers, managers purpose is to rise the profit of entire organization. They have control on their revenue and expenses and they can set the prices. The profit centers reports are prepared on base of controllable margin. Profit center managers decide which assets and activities are profitable and which to reduce or to cut completely. Profit centers produce profit using excessive assets, increasing revenue, decreasing expenses, or combining all these methods.
Investment center managers are responsible for assets, expenses, revenue, and investment in their center. An investment center is evaluated considering the returns from its assets after offsetting the liabilities. Investment centers use three methods of reports: cost, profit and return on investment. An investment center is more productive when investments are made in fixed or in working capital. The return on investment (ROI) is variable, it can be increased by artificially asset reducing but it is dangerous for long-term investments.

Task 4.
Discuss the differences between management and financial accounting (20 marks).
Management accounting is an internal source of information which provides managers with information regarding costs of organization's products and services, budgets, and performance reports. That helps managers in decision making, creating projects, planning and developing business strategies. Because the management accounting reports are used internally, each company can introduce its own system of regulating reports. It can take more time to find needed information than when there is a centralized system of regulating reports. Nonetheless they are detailed, technical, and specific. Management accountants use historical information for their reports to create business forecasts, what is perfect for business decision making.
Financial accounting includes recording, summarizing, and reporting on a variety of business transactions for a period of time. This information is used in preparation of financial statements, balance sheets, income statements and cash flow statements, which record a company operations for a certain period. Financial accounting can be used inside a company but mainly it is useful for investors, lenders, stockholders, creditors, and industry regulators. Financial statements created through financial accounting are mainly historical but can be used by investors to create business forecasts. Financial accounting reports are highly regulated by GAAP because of public destination, as result of that they are cumulative, concise, and generalized.
In comparation with management accounting reports they are more transparent and less revealing. 
