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PREEACE

This book deals with the topics in Cost Accountancy included in the syllabus for the

TtirdYearB.C;om. i.e.,programmeofferedbytheDr.B.RAmbedkarOpenUniversity. These

topics geuerally cover the'core' area of the subject to be studied in the Third Year of the

Tk€e Year Degree Course in Commerce (B.Com. i.e.;). The syllabus for the sake of
conve,nienceisdividedintoBlocks,eachofwhichcomprisesanumberorunits. EachBlock

generally covers a specific area of the subject. The units are pre,pared by specialists in
accordance with a format so designed as to enable the student to study and urderstand them

-withors rnuch difficulty. Each unit begins with aims and obj ectives followed by conte,lrts. At
thesdofeachrurit,modelexaminationquestionsregive,ntotestthestudent'scomprehorsion

ofthe subject matter. Tilchnical terms wittr which the student maynot generallybe familiar are

given at the end of each unit under the head "Glossary''.

Cost Accountancy is a powerfi.rl managerial tool for decision making and conftol. In
view ofthe practical use ofthe knowledge of Cost Accountancy to the students ofCommerce.

Cost Accountancy is offered as one ofthe optional courses in B.Com., Third year.

The course material for the sake-o.fconvenience is divided into 6 blocks, which are

g.9d-r1t93l units. Block one deals with the fundamental aspects of cost
AccountancyiET�˚ �� :�g �Þ oetc:�| �ß s�å Ond�\ ockcOverstheimpOmntcOmponentsof

materialandlabourcost. Whilettrethirdblockisdevotedtoadetaileddiscussiononoverheads.

Block four deals with methods ofcosting and the cost control techniques are discussed under
block five. Finally, the last block presents typical revisio"uryp.ilems relating to blocks II-V
in order ot equip the student better.

The Universityhopes ttrat this material will help the student to get acquainted with the
principal issues in Cost Accountancy, which make for its distinctiveness and significance.
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UNIT�] 1:INTRODUCT10N TO
COSTACCOWING

Contcnts

1.0 Aims and Objectives

1.1 Intoduction

1.2 DefinitionofCostAccormting

1.3 Nature of Cost Accounting

1.4 Scope of Cost Accounting

1.5 ObjectivesofCostAccounting

1.6 Distinctionbetween CostAccormtingandFinancial Accounting

1 .7 
. 
Dis{inction between Cost Accoturting and Management Accounting

1.8 SummingUp

1.9 Check Your Progress : Model Answers

1.10 ModelExaminationQuestions

1.11 Recommended Books

l.l2 Glossary

1�BO AIMS AND OBttCTIVES

�[ is unitaims atintroducingthe meamng,definitton,name,scOpeandottecttVesOfCost

�g �˚

o understand the meaning of cost Accounting, its Nature and Scope

O list out the objectives ofCost Accounting

o distinguishbetweencostAccourtingandFinancialAccounting

o distingu'ish between cost Accounting and Management Accounting

1.l INTRODUCTIoN

WiththephenOmenaldevel�� lnentintheieldsOftranspOrtandcO_unicadOn facilides,
the wOrld has become c10s�å Markets are widened.cOmpetition has increased.The spl�‡ ndidSttSm�gh�Q�‰alm ottdence ttd tchno�í

�� �í �°    �˙ �G I

�| �r �E�ü
)nsciousness among the consumer and the like,

difflcult.Besides these,the need fbr clinlination

aining inaxiinunl efflciency at nlinilnunl costs,

land applicatiOn ofa well_dircctcd,systcmatic

yaspectOf�g dustrial management.The inandal
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accounts by themselves could not provide proper, adequate and effective tools for evaluating
operative efficiency, guidingdecisions and formulatingpolicies. Limitations in financial accounts
necessitated the trernendous urge for and the creation and development of another branch of
accountancy, namely "Cost Accountancy" which soon proved to be the most useful and
indiqpensable managerial tool in this direction.

Cost accountancy is an expanded phaie of financial accountancy. [t is a dymmic,
fascinating and growing subject. Though olrecent origin, it has made rapid strides during the
past few decades. Cost accountancy not only helps in ascertaining the cost ofa product, process.
job, contract or service, but also assists the management in controlling the costs and eliminating
and preventing wastages and losses. It is a systern of foresight and not a post-mortem examination.
It provides the quantitative and qualitative information, which is invaluable of the management in
carrying out efficiently its functions ofplanning budgeting decision-making, organising, controlling,
pricing, evaluating operative efficiency, etc.

The techniques and procedures of this subject developed so fast to meet the expanding
needs of business and the areas of operations so widened that it appears difficult to attempt a
suitable definition for it which would bring all its aspects within its compass. Cost Accountancy
includes (i) Costing, and (ii) Cost Accounting. In the following paragaphs definitions of above
terms are dealt.

DEFINIT10N OF COST ACCOUNTING

One has to be very carcful while using some of the ters like Cost,Costing,Cost

Accounting,Cost Accounts and Cost Accountancy.They should�¡ ot be conised and used

interchangeably.Therefore,a thorough understanding and clear grasp of the deflnitions and

meaning ofthese terlns is highly essential and i�\ ensely useful.

cC�� .�¤ ,LmdoL�I�V�£�Z�PŒ�T:�í :�� �I �¥�z ª� :�D :
giventhin�s

:�E COStisthemeasure and sllmofthe expendin�K .LFepreSents a sac�Ü ice,a foregoing

or a release ofsomething ofa value.Cost refers to the expenditure and�¡ otthe priceo Costs are

used for a vanety ofpwposes,such as,pricing,penodic proflt dete�j ���jlination,cost control�` etc�B

casrling r The word�E Costing]is defmed as lthe teclmique and process of ascertaining

cotts."(I.C.M�E A.,London.)The techniquc in costhg consists ofpnnciPleS an4 rules which

go�\ �v�c,procedure ofascertaining costs ofg00ds produced or services rendered.Costing is

thedaytodayroutineaffairofas9ertainingcosts.The followingtypes ofcosting teclmiques are

used in industries for ascertaining and controlling the costs or products or semces:HiStorical

Co�� �� ,Standard Costing,Marglnal Cosung,DirectCosting:Absorption Costing andUnifom

cOsmg.

casr �I
‘�˘

�˝
�g�g

riFg i Cost accOunting is deflned as"the process of accounting for cOSt

fromthepoint atwhich expenditure isincurred orco�\ itted to the establishnent ofits ultirnate

relationship with cost centres and cost units.In its widest usages,it embraccs thc preparation of

statistical data,application of cost control rnethods and the ascertainment Of profltability of

activides carried out as l lanned."(I.C.M�E �n"Lttdon.)Cost accOunting is thus the fomal
mechanism by mean3 01�¡hich costs ofproducts or services are aSCertained.

Costing should not be coniSed with Cost accounting.These are two different te111�E
s.

While cOSting signiies the techniquc andprocess ofascertaining cOSts,coSt aCCOlmtingdenotes

�` �� �T �� f�v

�O T�Æ�· �I �À �D
om�v mechanism by mCans of WhiCh COSts are

2 ascertalned.

1�B 2
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Cos�� �Ú cc�˝

�g
��rS r COst accounts may be deflned as"a system ofrecording in the follll of

accounts,the cost of material and stores consumed,labour expended and the works and

aminismtive expenses incurred,so as to indicate the cost oftOtal prOduction or cost ofeach

lmitofproduction,process,job,oontract,operation,etc."�¡ is ahi�¡ lySpecialisedjobandisdone

by a cost accountant.

Cas�� �I cca�g ��ra�� c�\ r Cost accountancy is deflned as’ithe application ofcosting and cost

accounting principles,methods and techniques to the science,art and practice ofcost cOntrol

and the ascertainment ofprofltability ltincludes the presentation ofinfomation deHved there

�¡om forthepurpose ofmanagerial decision�\ making.�ï (I.c.M�E A,London.)Cost accOuntancy is

the science,artandpracticeofacostaccollntttt..�¡ iS a sOience for the purpose ofdischarge of

hisduties.Itisanartasitrequirestheabilityandslci1lonthepartofacostaccountantinapplying

thepnnciplesofcostac�v ountancytovariollsmanagerialpr6blellls.Pracicerefers to the sustained

effort on the part of the cost accountant in the fleld of cost accountancy.Cost accountancy

includes costing,cost accounting,cost control,budgetary control and cost audit.

cOsr c�˘
�g

�Ì6�v The institute of Cost and Works Accollntants ofthe U.K.deflnes Cost

Cenic as"a location,person,oritem ofequipment(oragrOupoltheSC)fOr which costs maybe

ascertained and used forthe purposes ofcostcontrol."Acost centre is an organisational settnt

or area ofacti�� ty for which it is desirable to acculnulate costs,but not to generate revenues.

The�gcounting deparments are d"st llniversd,cOnddered cost centres as wdl as other

stafffunctions.However,some companies consider all segments ofthebusiness as cost centres

because their lnanagement feels that a1locating revenues to indi�� dual company di�� sions or

parts ofa di�� sion is too arbitrary to permlt a useful analysis ofserent prOflts.The follo�� ng

are the types ofcost centres usually found in a llnanufactunng oompany.

Personal Cost Centre

A cost centre which consists ofa person or grOup ofpersons.

Impersonal(Cost(Centre        �L

�Blerililib::1::Ilil::l�‰
:l::111��

Cation ofitenl ofequipment(or a grOup ofthesc).

Acostcentrewhichconsists ofme llFlaChinesandlorpersOns cavngout similaroperations.

Process Cost Centre

A cost which consists ofa speciflc process or a continuots sequence ofOperations.

Cost Unlts:1æä �_ institute of COst and Works Accountants ofthe U.K.has deflned a

cost unit as follows:.�¡ llnit ofquantity ofproduct,seMde Ortilne(ora COmbination ofthese),

in relation to which cost may be ascertained or expressed’�E
.

hthejob�� stingmethod,cOstllnitis a single speciic order;inbatchcostingitconsistsof

agroup ofsi�Þ lararticle�A and in contractcOsting,itconsists ofa single product.The costunits

used indifFerentindustries cannotbe unifOm.The cost units and centres shouldbe thOsewhich

suit tta business and which are readily llnderstood and accepted by all ooncerned.

The fol15�� �] are a few examples ofcosts llnits:
_*;...

Industri;'

Extding

Chemical

Cement

Automobile

Cost Unit

: House or square foot ofarea

: Tonne,poundorkilogram

: Tonne

Nu�â ber
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Steel

Transport

Cable

Gas

Nuts and bolts

Power

, Papat

Timb€r

CheckYour Progress - I
I. What is Cost Accounting ?

Tonne

Tonne - Kilometre, passenger - Kilometre

Metre

Cubic foot or cubic metre

Gross or some measure of standard weight

Kilo-watthour

Ream

Cubic foot.

1.3 NATURE OF COST ACCOUNTING

In these days of growing competition it is necessary that a business concern should
c6nduct its activities with ufinost efficiency and'with minimum possible wastage and losses.
Suchbusiness concems which donot shive continuouslyto improve the quality oftheirproducts
or services and to bring down their costs and prices will sooner or later find themselves out of
business. Efficient business concerns constantly maintain and improve quality and bring down
theircostoftheirproducesorservicesthroughCos!Accountancy.

Therefore implementation of Cost Accounting system is vital in industrial undertakings.
However, it should not be taken for granted that costing is useful only in the case of industrial
and business units. It is used in other non-manufacturing and non-business units also. Costing
has an important role to play in almost every activity which involves expenditure of money,

whether it is an industrial unit or a business house or.an agricultural establishment or a charitable

institution or a serviceable organisation or a government undertaking. Costing hetps and assists

in controlling costs, minimisingwastages and losses and maximising operative efficiency.

As no two indushial undertakings or serviceable institutions are alike, even if they are in

the same line of business activity (due to their own peculiarities) no single method of cost

accounting would be suitable to all industrial concerns. The costing methods to be used differ

from unit or unit and from industry to industry. The system of cost accounting to be adopted in

a particular bus_iness unit must best suit the nature, conditions, needs and peculiarities of that

unit. Thus, the iyiten to Ue adopted will vary according to the nature ofthe business in q+restion.

Several methods of costing have been designed to suit the nature and needs of different business

units.

4
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1�B4 SCOPE OF COST ACCOUNTING

Basically there are two principal methods of costing iz., l. Job Costing, 2. Process

Costing.

All other ttrpes of costing, are either variants of these two methods of just techniques

which are used ior particular purpose under specific conditions on specific occasions. The

variations of Job Costing are : Batch Costing, Terminal or Contrict Costing, Multiple Costing

etc.,

The variants ofprocess costing are : Operation Costing, Single or Output Costing, Operating

Costing etc.,

The principal techniques of Costing are :

l. MarginalCosting

2, StrrdardCosting

3. AbsorptionCosting

4. UniformCosting

5. BudgetaryContol

1�B5 0BJECTIVES OF COST ACCOUNTING

Costaccountingdataprovldesinvaluablehelptothermmgmmtintalcingroutinedecisions,

indet�\ ining the�¤ td cost,costperlllni andperiodc Pro�˚ ,val�Y Ø[�' Ofinv�¢ �í �� in canying

outthe functions ofplaming,budgeting,oganising,fomulatingpolicies and controllil�Ł 9ofCOStS
and the like.                          ’ ’

�˙ �L �ˆ �� �fi �† �ł �‡ �¿ �» ung are:

f.ra �¿scer�� �¿�Œ�  �˘
‘�˝

s�� o/�� ra�î �‰���˘  � r̋ sCr�b Jc�˘ �˘  �¿���� ���˝ �� ��� �̆| �  �� �Ý�  ̆sc�� rizg

prli�g =�Rc IIIlain ottecIVe Ofcost accolmting is to ascertain the total cost andcostperunit of

difF�\ tproductstrlanufactured and servicesrenderedbyanundemlcing.�fi �_cottdataprovides

thebasis forthe ixation ofsellingprices.General�� comp6titiondete�\ eS the sellingprlce.r

the occadon de�\ ds,with the he�ì ofcoSt accounts,the mnagement may quote prices even

below totl�� sts but above m�Œ �V cOStS,to increase sales.

2.�T c�˝ �˝�ì J cas�¤ �u Another important ott�v cJVe and advantage ofcost�g cOunting is

control ofcosts.ThiS may be achieved with the help ofbudgets and standards set up for the

guidance Of the rnanagetnent and also by eliminatiOn of all types of was�� ges,by ettcient

inventory control andbyimpro�Y ng operattve emciency.

�\ . 3.�T �� ra,�� �˘ b�g �¤ �� r tt�˘ �� �¿��

‘��

��
�g

�� 0//ara�g ra�‰ �� �B�‰�‰s�¿ ���Ora�g r�� � �̋� �§

�¢ I�b �� �‰  �ø �í
in the executi�˚ �ˆ �ì 01iCies and in the companson ofactual and estimated results,in order that

the value ofeachp�q �n maybe appraised and changed b the mture condijons."(Bbckeri cost

AccountingJ.

Cost accounting se�W es as the basis for fo..1.ulating operating policies such as(a)

det�\ inationohaktvenpointepontwherctcre�Y llbcnOproitandnoloso o)intrOduc�¡ on
ofncw product or new linc ofproduction(c)Whether tO shut do�Y l plant or operate atloss(o

replacement ofexisting machines for automtion(e)whether to make orbuy o utiliSation of

idle capacity(g)future expansion and development policies and capital outlays and so on
5
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b�� �ð �I l�Ł �º�� �ß �ó,äD �  �o�Ø �£å� �@�í à� �R;etc.

4.TO ascertain the profltable and unprofltable lines Ofactivities.

5.To fnd the causes thatlead to proflts/10sses.

6.To provide basis fOr the preparation ofbudgets.

7.TO provide a reliable basis for the preparation Oftenders or estimates.

8.To reveal 10sses or inefrlciencies Of any fOm(Such as idle time,spoilage,under�\

utilisationofplantandnnchineryp100rplammg,etc.)

9.To establish erective cOntr01 0ver lrlaterial,men and overheads.

10.Tb enable tO check and cOntrOl wastages Ofall types.

11.Tbassistin ivrOvlngoperativeefFlciency9 notOnlytheover�N an eFlciency9 butef�u lciency
at every point.

12.To establish an efFective systern ofreporting.

13.To help in lneasllnng the efflciency ofwage systenl and tO guide thc lnanagernentin

the f0111lulation and ilnplementation ofincentive bo,us scheines based Onproductivity and cost

savlng.

,    14.Tb enable thernanagementto know andPlug theinef�u
lcicncies and weakpOintsin the

business acti�� ties.

15�B To help the nlanagementin properly deflning and flxing up ofresponsibilities on the

employces.

. 16.To identitt COSt�\ Centres and to meet ut needs ofcost accolmting system.

1’.To inn�` lementpcrpetualinventory system�B

18.To prcv,nt Frlanipulating,�� lfCrage,the�¡ ,misappropH�B ,9�¡ ,,CtQ=,Ofmaterials and
assistin fumishing correct and reliable cost data to the rnanagement.

19.To help in the valuation ofinventory.

20.To help in the valuttion ofproduction.

21.To ihculcate the habit ofmakingcalculations before talcing decisions,

22.To pro�� de an independent and lnost reliable check on the accuracy of flnancial

accolmts through reconciliation ofprOflts as per cost accounts and flnancial accolttts.

23.To pro�� de ready igures relating to p�_ blems like price ixation,price control,tarifF

p�_ tection,wage level�¡ xation,settlement of disputes etc.for use by the govemment,wage

triblllnals,trade llnions,ctc.

Thus the rnanagement will be able to de=ve all the beneflts detailed above fronl a good

systemofcost accounting.(�¤ itattaches due importance to cost�E ingo)itiS Willing to study and

lnake use of the inforlnation compiled and presen�É d by the costingrdep�Ł ment and(c)it iS�]

capable andwilling to take prompt actions.Howeverpthe cost accountin�\ to be adopted

should be simple,practicable,flexible and economical.The amount spent on installing and

maintaining costing system should be well within thejusuiable limits.Every care should be

taken to design the’costing system in such a way as to se�W e the purpose and the necds ofthe

particularorganisation.
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Check Your Progress - 2

l. List out the main purposes of Cost Accounting

1.6 DISTINCTION BETWEEN COST ACCOUNTING AND
FINANCIAL ACCOUNTING

Accounting is the language ofbusiness. Accounting principles relating to debit and credit

are there both in financial and cost accounts. But these two systems of accounts differ in their
purpose and scope.

Financial accounts have specific purpose to serve and they are kept in a manner so as to
meet the provisions of company law and to present correct figures to tax authorities. Financial
accounts are primarily concerned with classification and recording of transactions directed

towards the preparation of final accounts, whereas cost accounts are concerned with collection
classification, analysis and presentation of costs for the guidance of management for proper
planning, organisation, decision making, cost control and policy formulation and for effrcient and

successful management

Both the systems of accounting treat costs. But, while the financial accounting does this
very broadly, cost accounting does this in greater detail, resolving itself into an analysis involving
mostminute and scientific dissection and subdessection ofelements ofcost. Forexample, while
financial accounts show whether the material purchased has been correctly accounted and paid
for and whether the'opafting and closing balances of stock in terms of value are correctly
arrived at, etc., cost accounts reveal matters such as whether the purchase was at all necessary
or the material could be manufactured cheaply in the undertaking itself instead of purchasing,
whether the quantity purchased and consumed was reasonable, whether wastage was normal,
etc.

Financial accounts in the form of summarised statements of final accounts, no doubt
bring to light the overall working and the result of the entire business, in a given period of time,
but that much information is not sufficient for evaluation of the performance of the management.
The information supplied by Profit and Loss Account or Balance Sheet is not adequate to
answer certain questions such as : (a) how effectively is the capital employed? (b) which ofthe
products earned more profits/incurred more losses and how much? (c) is the profit eamed'the
optimum'that the undertaking could eam? (d) how does theprofitcompare with the counterparts
inthe earlier years or the profits made by similar enterprises in the same industry? (e) how to
improve the profits? (f) are the expenses kept under minimum possible level and is there any
scope to reduce the expenditure still? (g) are the wastages controlled and minimised? (h) do the
selling prices ned any revision? (i) is the capital locked up in inventorie s reasonable? and so on.

These are only a few among many qustions for which the financial accounts cann<lt give
reliable and accurate answ€rs, which are mostly needed by the management, which strives
constantly to improve its performance, formulate its correct policies and take right decisions
right decisions at right times. Cost accounts help the management by in{icating the reliable
answers for the queries and thus they serve as an essential managerial tool in this direction.

Financial accounts no doubt give the cost of manufacture of products or rendering of
services, but the information given will only be in totals and that too at the end of the accounting
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P*od' No doubt they cover all transactions and give expenditure of the business concem in allits entirety, but they do not analyse the expenditurl accoraingio airr"..n, proar.r., o.p*ments
or functions' They provide information only for u port*o.t"ln u*lysis of past activities and donot fore-warn the management about the pitfalls and do not indicate the remedial -"#;r;;be taken. - 

.
suppose a manufacturing concern produces three tlpe of products : X, y and z. Thefinanciat accounts give the information in the fouowins;;;;;ne;J;iini I"]"*,**

period:

D�¡
Cr.

Amount
Rs.

5,00,000

3,00,000

4,00,000

4,00,000

Amount
Rs.

16,00,000
ToMaterial consumed

" lVages
u Other expenses

" Profit c/d

By Sales

16,00,000 16,00,000

Thus, the financial accounts reveal an apparently very satisfactory profit of Rs. 4,00,000
which represents 25 percent on sales. But this does not help to assess theielative profitability or
otherwise ofdifferent products so that managemant can concentrate on those products showing
higherprofitabilityor investigatethose showingloss. Furttrer, itfailstoprovide detailed information
relating to cost ofproduction, sales and profit separately for the three types ofproducts Xy and
Z, whichcan be obtained only from cost accounting records. In short, the management cannot
take policy decisions on the basis ofthe above data supplied by financial accounts.

In contast, cost accounts help in ascertaining the total costs ofdifferent products and
provide the cost data as per details given below

Material consumed 1,20,000 2,00,000 .1,80,000

�w

�q��

àÛ

�Œ
�q

�r
�D

�y
�R

�x

�q��

Wages

Other overheads

TotalCost

,Sales
kofit/ Loss

2,70,N0

4,50,000

1,8Q000

70,000 1,30,000 1,00,000

80,000 2,50,000 70,000

5,80,000

4,80,000

3,50,000

6,70,000

5,00,000

3,00,000

4,00,000

12,00,000

16,00,000

1,00,000 3,20,000 4,00,000

Though the overall profit of the undertaking is of the order of Rs. 4,00,000, the cost

records show that the product Y incurred loss to the tune of Rs. 1,00,000, a position which the

fmancial accounts failed to reveal. Had this loss been not there, in case ofproduct Y, the over all
profit would have been Rs. 5,00,000 instead ofRs. 4,00,000. While product X made 40 percent

profit and product Z about4S percent profit on sales, product Y suffered loss to the extent of
about20.8 percent on sales (which comes to Rs. 1,00,000). Basing on this data the management

may either investigate into the affairs of product Y and take suitable and adequate measures to

improve the situation, or it may also decide whether or not to continue the manufacture of
product Y.

Financial accounts neither reveal inefliciencies in material handling nor disclose effective

g and idle hours nor provide for proper conffol of materials and stores, labour and overheads. Cost
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accounts doreveal inefficiencies inventoryhadling andprovide inventorycontol procedr.[e and

also discuss effective and idle hours of work of men and machines.

Financial accounts donotprovide detailedclassificdtion ofexpenditure anddraw distinction

between costs as fixed or variabie, controllable and uncontollable,etc', and do not provide any

standards to measure the Operative efficiency and to control costs. Cost accounts not only

"i"rriry "orts 
into fixed and qriable and controllable and unconhollable bdt also provide means

:to measgre the operative efficiency and control costs with the help of standards aM budgets'

, firr*cial accounts neither properly guide and help 'price fixation nor provide adequate

jdata for'ntanagerial decision'. Thiy serve only the purpose of presen'ing periodical-financial

i **rn"rtr ao .il"i"hold"rr, bankers, creditors and tarauthorities. Cost accounts not orrly furnish

..; detailed information forprice fixationbut also provide valuable and adequate date for managerial

decision making and they mainly serve the needs of the management.

. In financial accounting, stock is valued at cost or market price whichever is lower, whereas

in cost accounting, stock is valued only at cosil 
'

Financial accounts deal with all expenses (productive andnon-productive), incomes, gains

and actual facts and figures, whereas cost accounts deal with only such expendittre which is

relatingtoproductionandtotal cost and dealpartlywithfacts and figures andpartlywithintelligent

estimates. Cost accounts do not deal with items of income or gains at all.

Financial accounts cannot give cost data for comparison ofthe present operative efficiency

with that of past periods or with that.of other concerns in the same industry, but the cost

accounts can give this information with ease.

Thus, cost accounting has come into existenee on account of certain inherent limitations
and drawbacks of the financial accounting system and is therefore thriving successfully, in
meeting the growing complexities and needs of the modern business enterprises.

1�B7 DISTINCT10N BETWEEN COST ACCOUNTING AND
MANACEM� åÆT ACCOUNTING

It can be observed from the objectives of cost accormting that cost accounting is not
mererecording andcost findingbut an effective instrument formanagerial confiol. Management
accormting is accounting designedtogive almostassistance.to management in formulatingpolicies
and contolling their day-today operations.

By nature, management accounting refers to reports prepared to fulfil the needs of
management. the accounting statements andreports in management accounting are situation-
specific. Thatis, management accormtingreports attanrptto fill the informationneeds ofmanagers
with respect to a specific problem, situation, orddcision.

Management accounting is not confined to the area of product costing, cost and price* data. In management accounting, the objective is to have a data pool which will include any and
all information that management may need.

\
1.8 SUh{MING UP

h this unit we have presented the meaning, definitign nature, s0ope and objectives ofcost
accounting. We have also discussed the distinction between cost accounting and financial
accounting & accounting and management accounfing 

\
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1�B9 CHECK YOUR PROGRESS:MoD�RL ANSWERS
l. Cost Accounting is a formal mechanism by means of which costs of products.or

services are ascertained and confuolled.

2. Ascertainrnent of costs

3. Determining Sellingprice ,
4. CostCsfihol

5. Providing a basis for the management to formulate policies and to carry out its functions
effrciency.

1.10 MODEL EXAMINATION QUEST10NS

A. Answerthe following in 30lines each.

l. WhatdoyouunderstandbyCostAccounting? Inwhatwayis ithelpful to amanufacturer
or a business riran ?

, 2. "A Cost-Accounting System" simply records costs for the purpose of fixing sale prices
has only accomplished a small part of its mission." What other functions do costing achieve?

3. Define Cost Accounting and.'Cost Accountancy'. Discuss the objectives of Cost
Accounting.

B. Answerihe following in lSlines each. ,

4. State the nature and scopeof Cost Accounting

5. Explain the difference between Cost Accounting and Financial Accounting

6. Distinguish between Cost Accounting and Management Accounting.
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