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Fundamentals of accounting
[bookmark: _Toc38425397]Introduction
Accounting involves the collection, analysis and presentation of financial data in different reports. The management uses this information and reports in decision making and planning of the organisation. External stakeholders also use the reports in making financial decisions while dealing with the organisation. This report will evaluate the different accounting entities, including the cost, managerial, and financial accounting and their interrelationships in accounting.
[bookmark: _Toc38425398]The differentiate between revenue expenditure and capital expenditure
The International Accounting Standards Board (IASB) defines an expenditure as a reduction in the economic benefits of an asset during the accounting period. The reduction occurs in the form of depletions or outflow of assets. An expense might also occur with an increase in liability, leading to a decrease in equity (Rajasekaran, 2018). Expenditure can be of revenue expenditure on capital expenditure. Revenue expenditure is of short term in nature because it happens within the financial year where capital expenditure is charged on the fixed asset and is long term in nature occurring over the asset’s useful life. Revenue expenditure is also called operating expenses because they are incurred in the operational process of the current financial period. On the other hand, capital expenditure involves a lamp some purchase of a fixed asset that helps the organisation in money generation over time.  The revenue expenditure is incurred in the normal operations and maintaining the revenue-generating assets while the capital expenditure is charged on the asset during the asset’s useful life. 
[bookmark: _Toc38425399]Nature and purpose of accounting
Accounting is the art of interpreting accounting data by the judgement of the accountant and the management and provision of conclusion. As a science, accounting tries to quantify and summarise data. Accounting as a science collects, processes and objectively analyses quantified data to derive a conclusion. Accounting is a way of communicating information about an economic entity to the different users of the data for decision-making. The information is disclosed through various techniques and financial information such as financial position, cash flow, liquidity ratio, the results of operations, among other forms. Different accounting reports are used to communicate management decisions and strategies (Rajasekaran, 2018).
[bookmark: _Toc38425400]Characteristics of the cost accounting system
A cost accounting system should be economical. A system is said to be economical when its operations are within the organisational budget and aimed at maximization of an organisation’s profitability. The system should be simple for users to understand and use. The information and reports should not be vague to the users requiring detailed illustrations for interpretation. An ideal cost accounting system shows a comparison between the previous period and the current period for any costing centre, giving the accountant opportunity to make prediction and budget for the next period from the similarities. The data should be uniform to help in the budgeting process. Besides, a cost accounting system should be flexible and adaptable to give room for the ever-changing culture in the industry without necessarily changing the entire system. The system should be efficient and precise elaborating the functions of the cost accountant and giving room for reconciliation of the financial data where necessary (Bhimani et al, 2017). 
[bookmark: _Toc38425401]Characteristics of management accounting
Management accounting places more emphasis on the future by the use of a budgetary control system and cost variances. It does not depend on historical data. Besides, management accounting is characterised by the provision of the required information to the management used for planning and decision-making but does not provide the administration with the decision; they have to use the information in making sound decisions. Besides, management accounting studies the causes and effects relationship that exists between the variables that affect the profitability of the organisation through analysis. Management accounting is this selective since it selects only a few information that is necessary to the management and enough to make accurate decisions. The rules of financial accounting do not bound management accounting, and its information is used internally by the management in decision-making. It also recognizes non-monetary variables such as the effectiveness and efficiency of the human resource (Bhimani et al, 2017).
[bookmark: _Toc38425402]Similarities between cost and management accounting
Shushila (2019) states both cost and managerial accounting uses financial data of expenses and revenue for the analysis and preparation of reports used in decision-making. The reports provided by both the managerial and cost accounting systems are essential to the management for making managerial decisions on efficient organisational operations. Both managerial and cost-accounting are concerned with the minimization of expenses. The main focus is the maximization of revenue for organisational profitability (Bhimani et al, 2017). For example, both managerial and cost accounting reports are used for budget generation and the allocation of revenue. The cost and management accountant has the role in ensuring that the expenses incurred are as per the budget and reducing the unnecessary costs while maximising revenue-generating avenues to maximize profit. 
[bookmark: _Toc38425403]Differences between cost and management accounting
There are several differences between managerial and cost accounting, some of which, according to Shushila (2019) includes:
	Management accounting 
	Cost accounting 

	Management accounting is concerned with providing the management with the necessary information that the management can use for decision-making, planning, and evaluation for the smooth operation of the entire organisation.
	The management uses cost accounting information for making decisions relating to the control of expenditures only.

	Management accounting reports are both qualitative; dealing with data that cannot be measured in monetary terms and quantitative; quantifying other data in financial terms.
	A cost accounting system is purely quantitative; measuring data in financial terms. 

	Management accounting uses both financial data and cost data, and its success depends on the comprehensiveness of the financial accounting and the cost accounting systems.
	Cost accounting primarily deals with expenses and its success if depended on the completeness of the costing system only.

	The management uses managerial accounting reports to ensure the efficiency and effectiveness operation of the organisational operations 
	The management uses cost accounting reports for making decisions mainly related to cost control.

	A management report is used within the organisation by the management 
	Cost accounting reports are used both within the organisation by the management and by interested external parties like creditors and shareholders.


[bookmark: _Toc38425404]How cost and management accounting are linked to and used in developing organisational strategies.
The organisational strategy is the activities and plans that the organisation intents to do to achieve the mission and vision. The cost and management accountants provide the management with the relevant information and data that help in decision-making. The managers use these reports in making decisions on the day-to-day operations of the organisation to attain the short-term goals. For example, the management might use the report to assess the performance and make short term decisions on how to increase profitability by reduction of costs and increasing production efficiency. However, the same reports may be used by the management to increase profitability by increasing plant size and assets to increase the quantity production and sales. Besides, every organisation has a strategy of maximizing the profitability. The management uses the report presented to reduce the avoidable expense and maximize on output and revenue generation (Armstrong, 2016).
[bookmark: _Toc38425405]Responsibilities of management account at cost centres
A cost centre is an organisational unit that is within a controlling area where expenses can be charged for accounting purposes (Adler, 2018). The management accountant has to ensure that all the costs have been correctly reported with the supporting evidence. The accountant also helps in tracking and monitor the high costs. The accountant tries to minimize the avoidable costs to increase the profitability of the organisation. Besides, the accountant needs to assure that the costs that are incurred ae within the budgeted estimates. 
[bookmark: _Toc38425406]Responsibilities of management account at profit centres
A profit centre is a company unit within a controlling area that represents a defined location for revenue recognition and earnings (Lowe, 2019). This centres directly add to the profitability of the firm. The accountant uses different approaches to a link between the budgeted expenditure and the actual expenditure. The accountant critically analyses data from both the expenditure and revenue operating components. The accountant also has to make a summary of the data and prepare the relevant reports depending on the organisational requirements, including the profit and loss reports (Adler, 2018).
[bookmark: _Toc38425407]Differences between management accounting and financial accounting.
[bookmark: _Hlk38423487]Users of the information: Management accounting provide the management with the relevant information useful in making decisions related to the directing and controlling of the organisation. Financial accounting, on the other hand, provides information to different parties like the stakeholders, creditors and other interested parties for making financial decisions. Management accounting is, therefore, used within the organisation while financial accounting is used both within and by external users (Shushila, 2019).
Subject: Management accounting focuses on segments of the organisation. On the other hand, financial accounting’s analysis focuses on the entire organisation.
[bookmark: _Hlk38423451] Statutory regulations: Since management accounting is just used internally, no statutory regulations is governing its reporting. However, financial reporting is prepared as a statutory regulation for the organisation, and the report should be in the recommended format. The reports must follow the Generally Accepted Accounting Principles (GAAP) format (Bhimani et al, 2017).
Time frame: management reports are prepared as and when needed by the management. The financial reports are made periodically as mandatory. Organisations prepare financial reports quarterly, half-yearly or annually depending with the size of the organisation, the number of transactions and human resources available.
Time focus: management accounting places emphasis on future, whereas financial reports emphasise on the historical perspective.
Emphasis: Management reports emphasis on timeliness of the information, whereas financial information emphasis on precision. 
[bookmark: _Toc38425408]Conclusion.
To sum up, revenue expenditure is of short term usually an expense during the financial period. Revenue expense incurred on fixed asset is meant to enhance the efficiency of the asset but not increasing its useful life. Capital expenditure, on the other hand, is the long-term investment made in primary plant operations and is paid for the entire useful life of the asset. Accounting as an art entails interpretation of accounting data by the judgement of the accountant, as a science, accounting, accounting tries to quantify and summarise data. Accounting acts as a way of communicating information about the organisation to the different users of the information for decision-making. The report has analysed the characteristics, similarities and differences between cost accounting and management accounting. The importance of management accounting to the organisation strategy has been evaluated with the roles of management accountant to the profit and cost centres. Finally, the report has assessed the differences between management and financial accounting. 
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