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Executive Summary

The concepts fundamental accounting are meaning of cost accounting, its nature, features, methods, tools and techniques are describes in this assignment. The company used principles and policies of accounting fundamentals, so they easily operate their business activities. Small, Medium and Large organization maintain their daily transactions for maintaining the record of the revenue and expense of the company. At the end of the financial year every company prepare their financial statement, so they know the true and fair position of the business in market. 
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At the beginning of the assignment, we define some basic concepts of cost accounting such as nature, cost behavior, purpose, characteristics, method and techniques. Cost accounting is very helpful in determining and accumulates the cost of the product and services. It measures the efficiency of the cost accounting. It also helps in setting some new business policies by evaluating and analysis of the previous financial statement or by comparing with current financial statement. We all know that financial statements are most important document of the company but it also known as public document, because when the third party invest money in company they know the position of the company. The main aim of prepared this assignment to provide information about the basic concepts of cost accounting and it importance for company. 
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Cost Accounting 
The cost accounting is the two words-“cost” and “accounting”. Cost means an expense which comes from a unit. For the production of one unit of product the expense that involved in it is called as cost (Loughran, 2011). Accounting means the systematic and comprehensive recordings of the business transactions. It is also as the process of summarizing, analyzing, reporting these transactions for tax collection entities. 
This is also helpful for the organization for controlling cost, in making strategic planning, and in decision making for improving efficiency (Lunt, 2009). There are various forms of cost accounting like standard cost accounting, marginal cost accounting, activity based cost accounting. 

                              [image: Image result for cost accounting]
It also involves ascertainment of cost of each order, contract, job, process, services and units which are appropriate. The cost of production, selling and distribution deals with cost accounting. It can occupy the expenditures and income. It prepares statements and reports to determine costs for some period (CIMA).  






Cost accounting nature
The different various nature of cost accounting is given below:
· It is related with both art and science:
Cost accounting is called as an art because all the principles of accounting are used for analyzing problems by the help of information of cost. On the other hand, it is called as the science because it has own norms and principles and which are followed by each and every company so that all the operation of the business are formed in a systematic order (Horngren, 2009). 

· It can be recognized as a process:
Cost accounting has specialized knowledge, it is known as the profession. Related to cost accounting there are many professional advices which are given by UK. Cost accounting includes some rules and approaches.  

· It makes determination of different total cost components:
Material, labor, expenses are included in total cost. Cost accounting is the practice classification, accumulation and analyzing product cost. The importance of cost accounting is to know per unit cost for completing the determined work.  
 [image: Image result for nature of cost accounting]


· Helpful for management:
Cost accounting is helpful for management as it provides data and measures of controlling which guides the various management levels. Management can also analyze the cost of its company (Horngren, 2009). 

· It is application of computing profit and loss:
This system is extended to more application such as statistical data, methods related to control, and techniques which determines profit. The statistical information is helpful for the company for the preparation of balance sheet which is related to cost, statement of cost and various cost accounts. It also compares the purpose of cost. 
Behavior of Cost
In such manner when the expenses are influence by changes in operations of the firm. When the manager of the company constructs an annual reports they aware about the cost behavior and also anticipate the cost is decrease or increase (Horngren, 2009). Example of cost behavior, if the production line usage is increased the capacity, the accurate cost would depict on the expectation of large cost increased, by small additional amount incremental demand level increased.  There are three terms on variability or changes based on cost behavior are Fixed, variable and mixed cost in relation to the variation in results, activity or volume. In several formed activity may indicates like units of outputs, hours working and sales. 

Fixed Cost: It is the cost, which cannot change in total for a certain time period, but when a wide fluctuation in output and volume of activity is changes the fixed cost. According to the ICMA (UK) defined the fixed cost, “It is not affected through variation in the volume of output. It is depend on time affluxiion and directly it can’t change the volume or output rates” (CIMA). Primarily, fixed cost is also known as standby cost, capacity cost and period cost.  It is not purely occurred in production, but it is used for running the business. Rent, property tax, salaries, depreciation of office facilities and advertisement are some examples of fixed cost. The nature of the fixed cost is constant but it varies.  
[image: Behaviour of Fixed Costs on Total and Per Unit Basis]
[bookmark: _Toc13671782][bookmark: _Toc13671825]Variable Cost: When the cost directly distributes in proportionately with outputs is known as variable cost. Change in the output and change in the level of output is the constant ratio between them. There are two most important variable cost is direct material cost and direct labor cost. In terms of units or percentages of volume is expressed variable cost. Cost per units is constant in variable cost (Lunt, 2009). 
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[bookmark: _Toc13671783][bookmark: _Toc13671826]Mixed Costs: Fixed and variable cost is comes under the mixed costs. It is the combination of semi-variable cost and semi-fixed cost. The variable elements fluctuate the volume, but the fixed cost cannot directly affect the cost of the product. 
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Purpose of cost accounting
Purpose of cost accounting is to determine the cost of production of every company product. The production cost is helpful for the determination of selling prices. If there is a change in market prices then cost accounting is helpful to know the present and future prices of products. Cost accounting makes the collection of all costs, then summarizes and present in that manner that it provides some accurate picture of business. To make the forecast of future cost and sales revenues is one of the purposes of cost accounting (Horngren, 2009).
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Purpose of cost accounting is as under:
· Accounting for costs:
Cost accounting is recognized as a record keeping or score keeping. Information related to accounting must be collected and analyzed in best manner so that it can be helpful for the process of planning, controlling and decision making.   

· Budgeting and planning:
For the future functioning of the business the cost accounting includes quantification of plans. The plans may be for aspects of individual of the business or for the short or long term.

· Enterprise controlling operations:
Control options compare actual cost information with the cost included in plan. If any difference between found in plan and actual events, control option provide the corrective action for executions. 

· Decision making:
For making the decisions for future functioning the information of cost accounting is helpful of the enterprise. The cost volumes and cost techniques are benefited for making decisions of the enterprise. 

· Decisions for allocation of resources:
To determine whether the job have to be accepted or rejected the product pricing is helpful for this. Also for the better decisions it is based on cost and revenue principles.

· Evaluation of performance:
For the measurement and evaluation of actual performance, information of cost accounting is useful. In order to make decisions related to degree of optimality and proper utilization for effective business. 



Methods of Cost Accounting
Ascertainment of cost of manufacture is different from industry to industry are use for operation. Mostly, it depends on the production process and methods used for measuring the department results and final products. 

· Job Costing: In this method cost collection and accumulation of specific job, work or project are separate from each other. It becomes easy to analyze the cost of the each job or work. A company prepares a job cards for a specific job, so they easily accumulate the cost of the job. Printers, Machine tool producer, foundries and basic engineering workshops where job costing is applied (Brown, 2003). 

· Contract Costing: In this method used contract costing, when the job is big and spread for a long time period. Specific contract are kept their separate accounts. We all know that contract costing is not differ from the job costing. This method is used by Builders, Construction and Civil engineering contractors. In this method the term cost is refer as prime cost of the contract. 

· Batch Costing: When the company produces goods in advance not on the demand of the consumer is known as batch costing. The manufacturing process is continuous, occurred in batches. The company form batch for particular order or for some pre-defines products quantity. Mostly the product is more or less similar. Those company are mostly used which produce electrical products (Brown, 2003).

· Process Costing: For the continuing production and manufacturing, cost processing is well defined process for final product and subsequent process for the raw material, also for the different product is the best option for industry which make industry product identical (Brown, 2003). At the end of the process the final products is necessary for ascertainment of cost of the each process and ascertain the cost per unit of items. Continuous Costing and Average Costing are the several name of process costing. Textile, Chemical and paper industry follow the process costing. 
· Service Costing: This method is very suitable for those industries that rendered services to their consumers. Hotels, Hospitals, power supply are the companies applied in service costing. They also ascertain the cost of the rendered services. 

Techniques of Cos Accounting
The main purpose of cost accounting is computation of total cost of the product and services provide to consumer. But cost data presentation is based on the techniques used by costing (Horngren, 2009). The several techniques are also helpful for controlling the cost control and cost reduction. 

Marginal Costing: It is based on the principle of divide all cost into variable and fixed cost. Fixed costs are unrelated at all levels of production. The production quantities remain same in all irrespective as the several name suggested by these costs.   In relation to production levels variable cost changes. It is directly proportionate. Variable cost per unit of the product remains same. 
[image: Techniques of Costing: marginal costing]
· Standard Costing:   It is the techniques used for comparison of actual cost of product with the standard cost.  The difference between the two variables is variance. The company pre-fix the standard cost for comparison (Brown, 2003). When the actual cost is more than the standard cost then the variance known as adverse. After analyzing the adverse variance they try to solve the problem of the cause. If the standard cost is more than the actual cost then it is known as favorable cost. 
· Direct Costing: For cost analysis direct cost is the specialized form, which is only based on the variable cost for making correct decision. It is most useful for taking short term decision. But when the company used direct cost for long term decision making is becomes harmful for the organization. The analysis of the incremental cost is direct cost. 
· Historical Costing: It main aim to ascertainment of cost that actually incurred in past. They also make a comparison with various periods for good results. 

[bookmark: _Toc13671827]Principles of Accounting
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· Cause effect relationships:
For every item of cost, cause effect relationship must be made and the effect of this must be ascertained on the various departments.  Only those units can make the share of cost which is passed by the departments for which such cost has been incurred (Graves, 1971). 
· After its incurrence charge of cost will be done:
The cost that has been incurred is included by unit costing. For example: if with selling cost unit cost is not charged then also it is still in factory.
· Cost of past should not form part of future costs:
The cost of past should not be recovered from past as it not have the effect on true results of future period but also distort the other various statements.  
· From cost accounts exclude the abnormal cost:
For computing the unit costing the costs should not be taken due to theft, negligence. If this is done this all will distort the figures of cost and will mislead the management which results in wrong decisions (Graves, 1971).   
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Task 5
Revenue Expenditure
Expenses which made during the accounting period are referred to as revenue expenditure. These costs are charged when ever expense is incurred. This provides the company an accurate results based on income statements. Revenue expenditure can be of two types (Brief, 1995).
· Maintenance of assets which are of revenue generating: this type of revenue expenditure includes expenses which are incurred by repairing and maintain. The reason behind this is that it is incurred to support the operations related to current period. And this does to improve and increase the life of assets (Brief, 1995).
· Generating Revenue: this is type of expenses which is needed to regulate day-to-day operations of the business. These expenses involve sales, rent, office supplies, salaries, etc.   
[image: C:\Users\hp\Desktop\lesson4-expens1.png]
Capital Expenditure
There are some funds which are kept by the Company for the different purpose such as purchase, improvement or for maintenance of assets of the company which are of longer period. These funds are referred to as Capital expenditure (Brief, 1995). This helps the company to improve its efficiency and as well as its capacity.  These long term assets involve fixed assets and non-consumable assets. And these contain property, infrastructure, equipments, etc. These types of assets have long going life with more than one accounting period.
Types of Capital expenditure are listed below:
· Expenditure which are made to reduce the cost
· Expenditure which are used to increase revenue
· Expenditure which are made on the basis of non-economic ground.
Capital V/S Revenue Expenditure
	
Points of Distinction
	
Capital Expenditure
	
Revenue Expenditure

	
Concept
	
Capital expenditures are the expenditure which are used on more valuable goods and services and has longer life.

	
Revenue expenditures are the amount which spends on the goods which are of shorter period.

	
Benefiting Years

	
This type of expenditure gives benefits in current year and as well as for upcoming future year.  

	
These types of expenditure provide benefits in current year only.


	
Time Duration
	
Time duration of capital expenditure is more than one year. 
	
Time duration of revenue expenditure is only up to one year.


	
Financial Statements
	
Capital expenditure is the expenses which are posted in the balance sheet. 

	
Revenue Expenditure is a type of Expenditure which is posted in trading account and as well as in profit and loss account.


	
Nature of Expenditure
	
It has non-recurring nature.
	
It has recurring nature.


	
Sub Categories
	
There are no sub categories under the concept of capital expenditure.

	
Whereas Revenue expenditure have two sub categories such as:
· Expenses related to direct activities of the business.
· Expenses related to indirect activities of the business.
 

	
Need for the Expenditure

	 
This type of expenditure is required to improve the working capacity of the business and thereby its growth.

	
This type of expenditure is required to conduct the existing business activities in a proper manner.



[bookmark: _Toc13671834]Conclusion

By the end of the assignment, we understand how accounting fundamentals are necessary for proper running of the business. This also ensures the growth of the business in future time period.  For planning related to business activities it is necessary for the business to consider all the accounting practices, this helps the business to improve its efficiency. Further, all the income states of the business organization shows the clear picture of growth of the business. For effective growth of the business, employees and employers should consider all the functions of accounting such as methods related to cost accounting, principles of financial accounting, etc. For brief understanding we also have solve some real business practices. Thus, this helps us in understanding the concept of accounting in a better manner.  
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Trial Balance as on 31 January

Praticulars AmountDr£ | Amount Cr.£
Capital Account 5000
Drawnig Account 175
Sergei Loan Account 650
Sold Goods 800
Brought Goods 1300
Motor Van Expences 200
Storage Expences 150
Motor Van Account 600
Cash Account 4025

Total 6450 6450
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Profit and Loss Account for the month of 31 January
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Balance Sheet as on 31 January
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Trial Balance as on 31 January

Praticulars AmountDr£ | Amount Cr.£
Capital Account 300
Drawnig Account 60
Tatiana Loan Account 50
Sold Goods 350
Brought Goods 200
Rent Paid 50
Motor Van Account 150
Cash Account 240

Total 700 700
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Profit and Loss Account for the month of 31 January
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Balance Sheet as on 31 January
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Trial Balance as on 31 January
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