Cost Accounting and Cost Management

Cost Accounting and Cost Management:
1. Cost Accounting:

e Cost accounting is a process of recording, classifying, analyzing, summarizing, and
allocating costs associated with a business operation.

e It helps in determining the cost of production, products, and services.

e Cost accountants collect and analyze data to provide management with information for
decision-making.

2. Objectives of Cost Accounting:

e To ascertain the cost of a product or service.

e To provide cost information for planning, controlling, and decision-making.
e To facilitate cost control and cost reduction.

e To help in fixing selling prices.

e To provide information for financial statements.

3. Types of Costs in Cost Accounting:

e Direct Costs: Costs directly attributable to a specific cost object (e.g., direct materials, direct
labor).

e Indirect Costs: Costs not directly traceable to a specific cost object (e.g., overhead costs).

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

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

e Semi-Variable Costs: Costs that have both fixed and variable components.

4. Cost Management:

e Cost management involves planning, controlling, and reducing costs to enhance profitability.
e |t focuses on optimizing resources and maximizing efficiency.
e Effective cost management can improve competitiveness and sustainability in the market.

5. Cost Management Techniques:

¢ Activity-Based Costing (ABC): Allocates costs based on activities and resources consumed.
e Just-in-Time (JIT): Minimizes inventory costs by reducing waste and improving efficiency.
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Target Costing: Sets target costs for products based on market conditions and desired profit
margins.

Cost-Volume-Profit (CVP) Analysis: Examines the relationship between costs, volume, and
profits to make informed decisions.

. Importance of Cost Accounting and Cost Management:

Helps in cost control and cost reduction.

Provides accurate cost information for decision-making.
Assists in setting competitive prices.

Improves resource allocation and efficiency.

Enhances overall financial performance and profitability.
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