Cost Accounting

Cost Accounting:

1. Definition: Cost accounting is a branch of accounting that deals with the identification,
measurement, analysis, and interpretation of costs associated with the production of goods
or services. It helps businesses to make informed decisions by providing detailed cost
information.

2. Objectives of Cost Accounting:

e Determining the cost of products and services.

e Controlling costs to improve efficiency and profitability.

e Assisting in decision-making by providing relevant cost data.

e Evaluating the performance of various departments or products.
e Facilitating budgeting and forecasting processes.

3. Types of Costs:

e Direct Costs: Costs directly attributable to a specific product or service (e.g., direct
materials, direct labor).

e Indirect Costs: Costs not directly traceable to a specific product or service (e.g., overhead
COsts).

e Fixed Costs: Costs that remain constant regardless of production levels.

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. Costing Methods:

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

5. Cost Control Techniques:

e Standard Costing: Compares actual costs to predetermined standards.
e Budgeting: Sets financial targets and monitors performance against them.



Cost Accounting

Variance Analysis: Compares actual costs to budgeted or standard costs to identify
deviations.

. Importance of Cost Accounting:

Helps in setting competitive prices.

Identifies cost-saving opportunities.

Assists in assessing the profitability of products or services.
Guides management in making strategic decisions.

. Limitations of Cost Accounting:

Over-emphasis on cost reduction may compromise quality.
Difficulty in accurately allocating indirect costs.
The complexity of cost accounting systems may lead to higher administrative costs.
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