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Accounting & Its Types:-

Accounting is the art of recording, measuring and communicating information about the financial
transaction for a particular year. In other words the accounting is basically the business language

through which we can understand the working of any business entity.

ACCOUNTING



Accounting & Its Types:-

Concerned  with  financial transaction and
preparing financial statement,

} Concerned with basically the cost of product
and making decision making.

Concerned with management decision making.




Cost Accounting vs Financial Accounting

Basis of Cost Accounting Financial Accounting

Difference

Nature ; :
It classifies, costs records, present, | It classifies records, present and
and interprets it in a significant | interprets transactions in monetary
manner terms.

Objectives : . ; ; ;

! Ageertatlument “of cost for the) provides information about the
purpose of cost control and decision financial performance of an entity.
making.

Recordin of ; : ¢ ;

Data : It makes use of both historical and | It records Historical data.
pre-determined costs,

Rules & . L. .

Regulations It follows certain principles and|It uses Accounting Standard and
procedures for recording costs of | Laws  Framed by  Statutory
different products. Authority




Cost Accounting vs Management Accounting

Basis of Cost Accounting Management Accounting
Difference
Nature
It classifies, costs records. present,|It records both qualitative and
and interprets it in a significant | quantitative aspect.
manner
Objectives Ascertainment of cost for the purpose It provides information to
of cost control and decision making. management for planning and co-
ordination.
g:t::rding & It makes use of both historical and | is focused  with the
pre-detetminied costs. projection of figures for future.
Rules &
Regulations It follows certain principles and | It does not follow any specific rules
procedures for recording costs of | and regulations.
different products.




Introduction To Cost Accounting

UAfter passing your 12" examination, if you set up a small manufacturing unit, say
manufacturing of PEN, a problem will arise what price of each PEN you should quote to
the buyer.

UMany factors are considered while fixing the price of a product/item such as competitors
price etc. One of the basic factors is the cost of its production.

UCost is essential not only to fix price but also to ascertain the margin of profit.

UKnowledge of the cost determination is also necessary to keep a check on the cost of

product/control on wastages etc.

UThe accounting used to study the various aspects of cost is known as cost accounting. In

this lesson, you will learn about meaning, importance, limitations etc. of cost accounting.



To understand the meaning of Cost Accounting, there is need of explaining certain related terms
also:-

» The mmount of expendilure incerred or attributed on a given thing, For ex. Cost of Mobile is Rs.
#0000/

—

= The technigue and process of ascertaining ¢ost. Technigues like process costing, marginal costing.
batch costing ete.

« Cost accounting is  accumulation, classification, analysis and imterpretation of cost dmsta for -
Ascertainment of cost, Operational planning and control, Decision-making

I Cost Accountancy

* The application of costing and Cost Accounting principles, methods and techniques  for
ascertainment of profit.

I Cost Control

* The guidance and regulation by executive action of costs of operating on undertaking. Cost control
is" exercised through a number of techniques such as Standard Costing and Budgetary Control,

] (@ -"";I.Il.llt

= It the verification of cost accounts and a check on the adherence to the cost accounting plan by
independent expent of the cost accounts.”




Objectives of Cost Accounting:-

To Calculate
J Clost 2

Coslt -
TR Determine
l Reduction ] ‘ Profit l

Cost Control el
R - Selling Price




FEATURES / CHARACTERISTIC:-

Suitability to the Buginess Economical
B $
Simplicity Comparability
e @ '
Flexibility Uniformity of Forms
@ &
Capability of Presenting Efficient System of Material
Information at the Desired Time Control
& i 4
Minimum Chg:gteﬂ l;n the Existing Departmentaliz iup-qfﬁxpena’gs-




Scope of Cost Accounting

Cost books of accounts is maintained
—*on double entry system.

The main function of cost accounting is

Cast —>to ascertainment of cost and helps in
nscertiinmei decisian

Systems and procedures adopted for
proper cost accounting.

Comparing Cost of our product with
"~ cost of competitor for same product.

Standard and actual cost is compared
—>and analyze and measures taken for if
variation found.

Utilization of cost information and
* contral the cost.

On the basis of cost accounting cost
—reports are prepared and presented to
management for decision making.



Importance of Cost Accounting

=To asceriain cost

=T determine profit

*Tin fix selling price
=Tia know the BEP

To
Management

sEficiency level increases as wages is linked with productivily
=i *Employees are distinguishes between eflicient and inelficient
— To Emplovees o Micient worker will get more wiges.

s Job satisfaction,

To Creditor

— — s Whether thear interest and puyment s better protected.
and Lender J

sk deetsion whether to continue the trading with concern or ot

s'Whether the entity is sound i cost system.

=Can levy indirect 1axes like GST ete.
=]t will approve the ender whose cost 1s low,

#10will help in preparing fiscal budget and allocate cost,

sMore and more production will increase GDP of cconomy.
———  To%p ciety sStandard of Tiving will also increase,
=(Can comprre cost of same produce selling by different busingss,




Limitations of Cost Accounting

Duplicatio
of work

Mot useful
for decision
making



Classification of Cost

Classification of Cost

On the basis of  On the bagis of  On the basis of  On the basis of  On the basis of  On the basis of
Nature Variability Component Controllability Managenal Funetion



Classification of Cost on the Basis of Nature

'On the.

Basis of
Nature s

Indirect
Cost

Directly Attributable 1o Product
or Services For E.g. Steel is
required for Manufacturing Cars.

Not Directly Attributable to
Product or Services For E.g. teel
is required for Manufacturing
Cars.




Classification of Cost on the Basis of Variability

Varnable

- Cost )

On the
Basis
Variability

/ Semi \
Variable |
. Cost 4




Classification of Cost on the Basis of Component

On the Basis of Component

Overhead

Material Cost Labour Cost Cost/Expenses

=1y - - H Edn T
Direct Material Direct Labour *Direct Exp/Cost

*Indirect Material *Indirect Labour +Indirect Exn./ Cost
ndirect Exp / Cos



Material Cost

Dircct Material

# Direct material cost is that which can be conveniently

identified with and allocated 1o cost units,

= It genemlly become a part of the finished product,
> For example, cotton used ina textile mill is a direct

material

# However. in many caseés, though o matenial forms a
part of the fnished product | yet, 1115 not treated os dinect
material; e.g.. nails used i fomituee, thread used 'in

stitching garments, el

# This s because value of such materials 15 50 small thar
it 15 guite difficult and futile to measure it. Such

materials are treated as indirect miaterials,

Indirect Material

F Indirect Materials pre those materials which cannot be

COnv |:J'|iE||[|:~' identificd with individual cost anits.

~ These are minor in importunce, such as:-
(i) Smull and relatively inexpensive items which may
become o part of the fmshed product ; cg, ping,

screws, nuts and bolts; thréad, ete.

(i) Those items which do not physically become a part
of the finished products; e.p., coal, lubricating ofl and

i
[=

rredise, sand puper used in |‘m]'|hl1ir|.5, soup, ele




Labour Cost

# Direct labour cost consists of wages paid o | » It is of general character and cannot be
workers directly engaged in converting raw materials | conveniently identified with a particular cost unit,

into finished products, =In other words, indirect labour is not directly
# These wages can be conveniently identificd with a | engaged in the production operations but only 1w
particular product, job or process. Wages paid to a | assist or help in production operations.

machine operator is a case of direct wages,




Expenses

It is defined as “the cost of services provided to an undertaking and the notional cost of the use of

owned assets.” (CIMA).

Direct expenses:-

Indirect expenses:-

According to CIMA, UK, “direct expenses are those
expenses which can be identified with and allocated to

cost centres or units.”

All indirect costs, other than indirect materials and

indirect labour costs, are termed as indirect expenses.

These are those expenses which are specifically incurred

in connection with a particular job or cost unit .

These cannot be conveniently identified with a particular
job, process or work order and are commaon to cost units

or cost centres.

Direct expenses are also known as chargeable expenses,




Indirect expenses:-

Expenses  incurred  in
factory like depreciation

on plomt & machinery,

repair & mainiances cic

Expenses incurred in Office like deprecianon on plam &

michiiery, repiir & mainlances , salify, prnling stibioiery ¢l

Indirect
PAPENnses

Selling Expenses incurmed
for selling the product or
for sales promaotion and
relating Customer.
Dstribution ecxpenses are
weurred for the distribution

of product to s destination




Classification of Cost on the Basis of Controllability

On the Basis_ of
Controllability

Uncontrollable
Controllable Cost Cost

S



Classification of Cost on the Basis of Managerial Decision
Making

Relevant Relevant cost is o manageriol accounting term that describes avoidable costs that are incarred only
Cost when making specific business decisions
Sunk Cost Historical costs incurred in the past are known as sunk costs. They play no role in decision making in

the current period. For example, in the case of a decision refating to the replacement of a machine, the

written down value of the existing machine 15 a sunk cost and therefone, not considered,

Differential | It represents the change (increase or decrease) in total cost (variable as well as fixed) due 1o change

Cost in activity level, wechnology, process or method of production, ete, For example, iF any change s
proposed in the existing level or in the existing method of production, the inerease or decrease in total
cost or in specific elements of cost as a result of this decision will be known as incremental cost or

decremental cost,

Opportunity | This cost refers o the value of sacrifice made or benefit of opportunity foregone in accepting an
Cost alternative course of action. For example. a firm financing its expansion plan by withdrawing money
from its bank deposits. In such a case the loss of interest on the bank deposit is the opportunity cost

for carrying out the expansion plan,




Classification of Cost on the Basis of Managerial Decision
Making

Types Meaning

Out of Poeket Cost It 15 that portion of total cost, which involves cash outflow. This cost concepl is a shor-run
concept and is used in decisions relating to fixation of selling price in recession, make or
buy, ete. Out-of-pocket costs can be avoided or saved if a particular proposal under

consideration is not accepted.

Produet Cost Thiese are the costs which are associated with the purchase and sale of goods

Period Cost These are the costs, which are not assigned to the products but are charged as expenses
against the revenue of the period in which they are incurred, All non-manufacturing costs
such as general & administrative expenses, selling and distibution expenses are

recognized as period costs.

Imputed Cost These costs are notional costs which do not involve any cash outlay. Interest on capital,

the payment for which is not actually made, is an example of imputed cost. These costs are

similar o opporiunity costs,




Classification of Cost on the Basis of Functions (Elements
of Cost Sheet)

Cost of Sales



Cost Sheet

A Cost Sheet is a statement which shows the
break- up and build - up of costs. It is a document
which provides for the assembly of the detailed
cost of a cost center or a cost unit, Further cost
sheet document can be prepared either by using
historical cost or by referring to  estimated
costs. A historical cost sheet is prepared based on
the actual cost incurred for a product, An

estimated cost sheet, on the other hand, is

prepared based on estimated cost just before the

production begins.



Cost Sheet Format (Basic Cost Sheet)

PARTICULAR AMOUNT AMOUNT

DIRECT MATERIAL HEXKH
DIRECT LABOUR KEXKX
DIRECT EXPENSES HEHHH

PRIME COST CRE e

FACTORY OVERHEADS AN

FACTORY COST HHHNH

OFFICE OVERHEADS HHHER

COST OF PRODUCTION KRHAK

SELLING & DIST OVERHEADS NN

COST OF SALES MR

PROFIT HAHAH

SALES

KN EH




Cost Sheet Format (Standard Cost Sheet)

PARTICULAR AMOUNT

Direct Matertal Consumed (Op. Stock of BfM + Purchase — Cl. Stock of &/M) MK,
Direct Labaour HENXH
Direct Expenses KEHEH
PRIME CO5T MO0
Addd:- Factory Dverhead
Factory Rent, Power & Fuel | Indirect Material, Depreciation on Machinery, Oil & Water Charges Etc EEE
Total Factory Overhead N
Add:- Opening Stock of WIP HENK
Less:- Closing Stock of WIP HENK
WORKS COST/ FACTORY COST MR
Add:- Office & Admin O/H"
Audit Fees, Directars fees, Legal Fees, Depreciation of furniture Etc SO
COS5T OF PRODUCTION oy
Add:- Opening Stock of FG HXXK
Less:- Closing Stock of FG R
COST OF GOODS S0LD KENRX
Add:- Selling & Distribution Exp.
TD, €O, Commission, Brokerage, Advertisement, Bad debts, After Sale Services etc o
COST OF SALES / TOTAL COST WK
PROFIT MR,
SALES LTS




Items Excluded from Cost Sheet

Incomes —

Expenditures —

Appropriations




Classification of Cost on the Basis of Functions

Prime Cost:-

Direct .I.!:'l. ( Direct
i Matenal) 1 Lal:nur)

\ Consumed

=@



Classification of Cost on the Basis of Functions

Factﬂlﬂ Cost or Works Cost:- Factory cost is the summation of prime cost and

factory overheads that includes indirect material, indirect labour and indirect expenses of factory. It is also

know as work cost, manufacturing cost or production cost.

The following expenses should be taken under the head factory expenses/works

EXPENSes- 'y
L Fuel and power, 1. Factory rent, ::;2[;{:;{ I
itt. Foremen's wages, iv. Lighting, Cost

v, Heating, vi, Tools used Consumable stores,

vii. Repairs to buildings, viii. Indirect materials,

ix. Indirect wages, %. Leave wages,

x1. Insurance, xib Overtiime wages,

X111, Supervision, siv. Works stalioiery,

xv. Canteen und welfare expenses, %vi. Works salaries,

xvil, Depreciation of plant and machinery,  xviil. Warks expenses |

xix, Cias & waler, xx. Technical director’s fiee, @

xxi, Laborstory expenscs, xx00. Works welephone expenses ,

Works Cost / Factory Cost

xxiii, Inteminl transpon expenses (Haulage) ele.



Classification of Cost on the Basis of Functions

Cost of Production:-

The following expenses should be taken under office gnd
administration expenses-

b Oiiee saliries, il Bk |.'||||.|'r'.."..

i, Legal oxponiscs, v, CHTRcg retul,

w. Direcior's fee. wi, Privtiigraid stationery,

¥ii: Cifioe expenscs, viin Deprecintion of office fumitire,

i Subscription o trade joaemals,

v, CHThie |I',:'|I-III1|.:_ ah, Entnblislmend l.'||.'.L+'_;.'.~.-_

ali. Dhregtor s rveling expenacs,

il Prashiijie, wiv, Adighit T,

v, Depreciation & repairs of office couipment’s




Classification of Cost on the Basis of Functions

Cost of Goods Sold (COGS):-

(/ t ( Upu..mnﬂ ( Closing &
Cost of Stock of Stock of
F:n.uhn.tmn) *i Finish ) ] Finish

[:l 'll_'ld_\ f

3 Cinody




Classification of Cost on the Basis of Functions

Cost of Sales:-

The following expenses should be tuken under
selling and distribution overheads-

1, Travelers commission,

ii. Advertising Show room expenscs,

iii. Bad debts Salesmen salaries & expenses,

v, Packing expenses,

v. Carriage outwards

wi, Collection chanes

vil. Cost of catalog Expenses of sales branch
cstablishmient ete.




Tender / Quotations

The price quoted for future production is called Quotation Price or Tender Price. This price is
ascertained on the basis of previous cost sheet. Tender sheet is also a kind of cost sheet.
Sometimes a manufacturer is required to give quotation for order. The competitive quotation

price needs to be submitted in advance for getting new work or order.



Different

No Change

Where
there 45 @
change In

cosl of

Material | &
Labour bul
1]

profit Yo

FemiLing
Sams

Where
tender i5
based on
overhend %o
of past
petiod. &
definite
profit
required

When
change in
estimated
cost of
material
labour &
overheads

5 (1]
consider

expenses 15
indicated in

es of Cost Statement for Tender / Quotations

When

production
cipacity s
different in
one  period
from other
& tender
price

Dilferent types of Cost Statement for Tender / Quotations




THANK YOU



