Cost Accounting Principles

Cost Accounting Principles:

1. Cost Accounting: Cost accounting is a branch of accounting that deals with the identification,
measurement, analysis, and interpretation of costs associated with producing goods or
services.

2. Cost Classification: Costs are classified into direct costs (attributable directly to a specific
cost object) and indirect costs (not easily attributable to a specific cost object). Direct costs
include raw materials and labor, while indirect costs include overhead expenses like rent
and utilities.

3. Cost Behavior: Costs can be classified based on behavior as fixed costs (remain constant
regardless of production levels) and variable costs (change in relation to production levels).
Semi-variable costs have elements of both fixed and variable costs.

4. Cost Allocation: Cost allocation involves assigning indirect costs to cost objects based on a
cost allocation base. Common allocation bases include direct labor hours, machine hours, or
square footage.

5. Costing Methods: Different costing methods include job costing (used for unique products or
services), process costing (used for mass-produced homogeneous products), and activity-
based costing (allocates costs based on activities that drive costs).

6. Standard Costs: Standard costs are predetermined costs based on factors like historical
data, industry standards, and management estimates. These costs are compared to actual
costs to analyze performance.

7. Cost Control: Cost control involves monitoring, analyzing, and managing costs to ensure
they stay within budgeted limits. This helps in improving efficiency and profitability.

8. Cost-Volume-Profit Analysis: Cost-volume-profit analysis helps in understanding the
relationship between costs, volume of production, and profits. It can assist in decision-
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making related to pricing, production levels, and breakeven points.

Costing for Decision Making: Cost accounting principles are crucial for decision-making
processes like pricing decisions, make or buy decisions, and product discontinuation
decisions. Understanding costs is essential for making informed business choices.

Cost Reporting: Cost accountants prepare various reports like cost sheets, cost variance
reports, and profitability analysis reports to provide valuable insights to management for
decision-making and performance evaluation.
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