
Cost Accounting:

1. Definition:

Cost accounting is a branch of accounting that deals with the analysis, evaluation, and

control of costs associated with a business operation. It focuses on determining the

cost of producing a product or providing a service.

2. Objectives of Cost Accounting:

To determine the cost of products or services.

To provide information for planning, controlling, and decision-making.

To assist in cost control and cost reduction.

To facilitate price fixation.

To provide information for financial statements.

3. Types of Costs:

Direct Costs: Costs that can be directly traced to a specific product or service.

Indirect Costs: Costs that are not directly traceable to a specific product or service.

Fixed Costs: Costs that remain constant regardless of the level of production.

Variable Costs: Costs that change in direct proportion to the level of production.

Overhead Costs: Indirect costs related to the production process.

4. Costing Methods:

Job Order Costing: Used for custom-made products or services.

Process Costing: Used for standardized products produced in a continuous process.

Activity-Based Costing (ABC): Allocates costs based on activities that drive costs.

5. Cost Control Techniques:

Budgeting: Setting financial targets and monitoring actual performance.

Standard Costing: Setting predetermined costs for products and services.

Variance Analysis: Comparing actual costs to standard costs to identify differences.

Just-in-Time (JIT): Minimizing inventory levels to reduce costs.
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6. Importance of Cost Accounting:

Helps in pricing decisions.

Facilitates budgeting and cost control.

Assists in performance evaluation.

Provides data for decision-making.

Helps in assessing the profitability of products or services.

7. Key Terms:

Cost Center: A department or unit within a business for which costs are calculated.

Cost Driver: A factor that causes a change in the cost of an activity.

Contribution Margin: Sales revenue minus variable costs.

Break-Even Point: The level of sales at which total costs equal total revenue.

Cost accounting is essential for businesses to effectively manage costs, make informed decisions,

and improve profitability.
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