INTRODUCTION TO COST AND MANAGEMENT
ACCOUNTING

Cost [ Expense- Outflow of Fesources.

. e aetidt )

Trading Manufacturing Seryie
- Buginesses involved. n - Businesses imvalved. in - busdinegses invalved 1
buying and. selig of qoods | production of qoods providing sewices and

servies are intangible.
* Deal only in finished. goods |- Purchase raw wmaterial
- Cofverts them into finished |-Oo not hold any inventoiy
q00ds at all.

- <enmi inished. qoods are colted
work in progress

Sta 0 t
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[ raw mat erial) 4 Ciniched. qoods)
J,_ Convergon Cost T,
L_ Lahauy _L + Qverheads
manual machine
(tabour opetator
irexgive) Ceapital

intensivel

Labour intexisve hndness i Business arganisations dependanl on manual labour
tather than techneligy and. ~mackinery

[akensive business - Business ovqanidations which are more dependant on
machings tather than wanual Llabour,



What are the overhedd< cost ?

I Indivect Material Lfor e.q:- Woricants for machinery]

. Inditect labour { for eq:: Store gtalt , watchman ete)

3. SupeWisor wages

u. FackOvy  ynanager’s salary

5. Rent and roles

6. lnsurance

1. Heat, Light, power and. elecricity

8. Repait and. vnaintenance

9. Depteciation — Decrease W the wvalue of tesources (such as machinefy)

Clascification of Cost

I. Elements [ Companents « L matenal 3. Lahour 3.Overheads

pirect
2. Nature
Indivrect

Fved
3. Behaviour
Vaviable

produetion - includes wmaterial [labour omd {octors overheads
4. Function
000 production - iClade  administration cost, seling and distebution (ost,
advertising and marketing



Tnrrovucon To Costng

funckions of Cost and Manaqemeal awounting::
-Plannin
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- Evaation and” Apprawsal
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ret (o
The cost which 1§ direclly velaked to or assouaked. with prodaction, O the Cost

whith can directtly be dedtifable to a particutax wuik cost s defined. 05" Direct (ost”
For etample

* Divect Material
* Divect  Lakour
- Nireck  Ecpenses (Royalkies or license Cost)

The Sum oi all the direct costs is kaown as  Prime Cost’
Prime Cost = Qirect Makerial + Direct labour + Qivect Expenses
Note - Direct costs ave flormally voriable cost buk if there i< o speciol contracl with

suppliers of tow Makeriak , labour force of Yoyalty ownus to pay a certain foced
amount ,then in that case direck cost can be a'fived cost’



[ndivect Cost

The Cost wnich s not dire(ty telated to prodmcton ov the tost which Cafnot be
directy traced to o particuddr uait cost bhuk which & part of production is dehned. as
Tndirect  Cost’. For etample

* Todirect makerial

- Tndivect Labour (factory supervisar’s salary)

* Raat, rate ond electricity (of fostory)

* Repoiv and maintenonGe ond. depreciakion ( of plant and. machinery)

The sum o{ ol the ndirect wosts s known as (Fo,ctonj Overheads’

Tndirect Cots (o be fixed (eq-depreciation) and variakle (e-q:-fuel for machinery)

Fied Cost

The (ost whith remaing {red of constant ob all levels of oulpud in the short run is
defned as fized cost. For etample,

* Rent and Tokes o {actory

+ Insurance o factory

- Factary Superuisors salary

Foed. Costs have to be paid N0 makter the firm (s not doing end production or
working ok full capacity.ln total ik remarns coftstant, buk per witt fited cost decreases
With an increase {n (evel of oukpul.

Averaqe Fined Cost/
Total Fined. Cost Fied Cost per Umt
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Vanoahle Cost

The Cost which varies due to change in the odlpul level is defined. os varable cost.
Vosiahle coct wn total ereases with increase in level of outpul bul uait variahle tost

remauw constatt Cassumption of boreak even qtmlﬂasl marguial wshng] For elample, :
+ Direct Material

+ Direct \abour
* Variable production overheads
- Varable <sales overheads exc.

Total Varable Cost Vartable Cost | unit

N N
(ost (ost
$ $
us
®la3us 6 O la3us o6
Outpud Curits) Outpul Curits)
lotal Cogt

Tne sum of total fied and total variahle tost is known as totol cost.

Tndependant voriable
()
=k (M + ¢ Constoat

Dependant \ gradient
vorale

Total Cost - Variable cost per uail (oukput level) + Total Fored Cost
OoR
Total Cost - Total Variable Cost + Totad Fixed Cost
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