Cost Accounting

Cost Accounting:

1. Definition: Cost accounting is a branch of accounting that deals with the recording, tracking,
and analysis of costs associated with a business operation. It focuses on providing
information to management for decision-making, cost control, and performance evaluation.

2. Obijectives of Cost Accounting:

e Determining the cost of products or services.
e Assisting in cost control and cost reduction.
e Providing information for decision-making.

e Evaluating the efficiency of operations.

e Facilitating budgeting and forecasting.

3. Types of Costs:

e Direct Costs: Costs directly attributed to a specific product or service.

¢ Indirect Costs: Costs not directly traceable to a specific product or service.
e Fixed Costs: Costs that remain constant regardless of production levels.

e Variable Costs: Costs that change in direct proportion to production levels.

4. Costing Methods:

e Job Order Costing: Used for custom-made products or services.
e Process Costing: Used for continuous, homogenous production.
¢ Activity-Based Costing (ABC): Allocates costs based on activities that drive costs.

5. Cost Control Technigues:

e Standard Costing: Setting predetermined costs for products or services.

e Variance Analysis: Comparing actual costs to budgeted costs.

e Just-In-Time (JIT): Minimizing inventory and production lead times.

¢ Activity-Based Management (ABM): Focusing on activities that drive costs.

6. Importance of Cost Accounting:



Cost Accounting

e Helps in pricing decisions.

¢ Aids in budgeting and forecasting.

e Identifies cost-saving opportunities.
¢ Assists in performance evaluation.

e Enables effective decision-making.

7. Limitations of Cost Accounting:

e Ignores qualitative factors.

¢ Relies on estimates and assumptions.

e Can be time-consuming and costly to implement.

e May not capture all costs accurately.

¢ Not suitable for small businesses with simple operations.

Cost accounting plays a crucial role in helping businesses make informed decisions, control costs,
and improve efficiency. By understanding the principles and techniques of cost accounting,
organizations can enhance their financial performance and competitiveness in the market.
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