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introduction in Cost Aﬂﬂﬂ“l‘itiﬂﬂl i

concept of Cost Accounting :

Cost accounting is the process of recording, classilving, analyzing,

summarizing, and allocating costs associated with 3 process . Following

funetional activities are included in the scope of cost accounting :

L.

Cost Book Keeping : It involves maintuining complete record of all costs
incurred Fom their incwrrence to products and services |

Cost Systems : Systems and proccdures are devised for proper accounting
for costs . A cost accounting system i & framework used by firms o
estimate the cost of their products for profitability analysis

Cost Ascertainment : Ascerfaining cost of products, processes, jobs,
services, etc.; il is the important function of cost accounting |

Cost Analysis : 1t involves the process of finding out the causal factors of
actual costs varying from the budgeted costs and fixation of responsibility

for cost increases |

- Cost Comparisons : Cost accountin 2 also includes comparisons between

¢ost from alternative courses of actinn .
Cost Control : Cost accounting is the wtilization of cost information for

exercising control . It invalves s detailed examination of each cost .

- Cost Reduetion : It is the process used by companies to reduce their costs

and increase their profits | Depending on 4 COMPany’s services or product,

the strategies can vary .

. Cost Reports : Presentation of cost is the ultimate function of cost

dccounting . These reports are primarily for use by the management at
different levals



Objectives of Cost Accounting :

There 15 a relationship among information needs of management, Cigg
aceounting objectives, and techniques and tools used for analysis in g
accounting . Cost accounting has the following main objectives to serve .

1. Determining selling price .

2. Contrelling cost |
3. Providing information for decigion making .

4. Ascertaining costing profit

3. Tacilitating preparation of financial and other statements .

importance of Cost Accounting :

The limutation of financial accounting has made the management to realize (e
impartance of cost accounting . The importance of cost accounting are fise
points, as follows :

1. Importance to Management : Cost agcounting provides invaluable hele
to management. I s dillicult 1o mdicale where the work of cos
accountant ends and managerial control begins .

2. Importance to Employees : Worker and employees have an interest i
which they are employed . An efficient costing system benefits emplovees
through incentives plan in their enterprise

3, Cost aceounting and creditors : Suppliess, investor’s financiz
institution and other moneylenders have a stake in the success of the
husiness concern and therefore are benelited by installation of an efficien!
costing system .

nee to National Economy An cificient eosting system benefits

4. Importa s
ping up the government revenue by achisving

national economy by step

higher produciion .

i
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Examples :

Example(l):

Freedman Company had the following neeount balances as of August 1, 2018 :

Raw Materials {divect and Indireet) loventory

AN
Waork in Process Inventlory R
Finished Goods Inventory Jedvoi

During August, the company incurred the following factory costs

B g o b

9,

. Purchased 5164000 of raw risterials on account ,

Tssued S1R0000 of raw wmeierials, of which $134000 were direct fo the
product .

. Farlory payroll of 388000 was aecrued; $62000 was for direct labor and

the rest was [or supervisors .

Utility ensts were accrued st 57000; of these costs, $1600 were fixed .
Property taxes on the factory were acerued in the amount of $2000 .
Prepaid insurance of $1600 on Factory cquipment expired in Augusi .

Siraight-line depreciation on factory equipment was $40000

. Predstermined overhead of $123000 ($56000 variable and $69000 fixed)

was applied o Work in Process Inventory

Goods costing 5342400 were transferred to Finished Goods Inventory .

10 Seles an account totaled $700000, and Cost of goods sold was $350000

11.Selling & administrative costs were F2B0000 (credit Various Accounts)

12 Ending WIP inventory is $6600, and ending finished goods 1s 26000 ,

Required ; Journalize the transactions for August .

Solution :

.]*

Raw Materials [nventory F164000
Aceounts Payable




£ Work In Process Inventory

Wariable Overhead Control $46
e : $120000
Raw Materials Inventory
’ il
3. Work in Process Inventory 56200
: £26000
Fixed Overhead Control
FREOO0
Salaries and Wages Payable
4. Variable Overhead Control 5400
Fixed Overhead Control $1600
Uilities Payahle $7000
i
5. Fised Overheud Control $2000 '
Propesty Taxes Payahle F2000 '
&, Fixed Overhead Control F1600
Prepaid Insucanse 1600
7. Fixed Overhead Control £40000 |
Accumulated Depreciation — Factory 40000 |
. Equipment
/ B Work inProcess [nventory ks .
Ilrltﬁﬂ.h!;ﬂ\r ' Ciot P P 3 i
B 536000
Fixed Overhead Conteal Wl - gl e |
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Cost of Goods Sold S350000

Finished CGoods Inventory $3500I00
11.  Selling & Admimstralive Expenses DA BLHICH)
Various Accounts B2E0000
2.  No Emtry

Example (2} :

fierman Co. manufactures insulated windows . The firm has encountered a
problem in budgeting maintenance . The cost is apparently a mixed cost and
varies most directly with machine hours worked . The following data have been

gathered from recent operations and may help deseribe the refationshap

Month Machine Hours Majnteonpee Costs
January 1500 Howar ST
Febroary 20080 Howr SHO0

Muarch 300l Hour S100dH

Al 250 Hour EO00
May 4l Hour S12000
June SN Hour SR

Required : Separale the mixed costs to variable and fixed cost by using the high-

low method

Solulion :
Data Machine Hours Repairs and Maintesance Costs
High activity 4000 Hour 12004
Lanw aclivity 1300 Hoor FT00
Changes 2500 Hour S5000




Change in the Total Cost
Wariable Cost

Per Lhnat

Change in Activity Level

Cust at High Activity Level - Cost at Low Activity Level

High Activity Level — Low Activity Level

1 2000 - 7000
= = $2 Per Hour
A0 — FA00
Vanzhle Cost

i (W = Yariakilc Tor TIMid = A el W,
at High Activity Variable Cost Per Unit = Activity Volume

Leval
. % s 4000 = $8000
Fixed Coat
at High Activity i S L
Level]
Manth Fixed Costs NVurighle Costs Total Costs
January FA000 S3000 57000
F::hnmr;_e F4000 $4000 E2000
| March L4000 Fa000 £100
I. uﬂ
April S0 5000 $9
| 000
My 84000 S8000
, e £12000
. : 54000 S6000
10000
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Exercise (1) : WA i

Mandela Company applies averhead at the rate of $6 per direct labor hnur
The following transactions occurred during April 2018

=

. Purchased 8350000 of raw materizls on account

2. Issued $250000 of raw materials, of which $200000 were direct to the
product .

3. Factory payroll of $175000 was acerued; $150000 was for direct labor
and the rest was for supervisors .

4. Utility costs were accrued at $13000; of these costs, S$3000 were fixed .

5. Property taxes on the factory were acerued in the amount of 353000 .

6. Straight-line depreciation on factory equipment was $SE0000 .

% Goods costing $525000 were transferred to Finished Goods Inventory .

8. Selling & administrative costs were $90000 {credit Varions Accounts) .

Required : Prepare journal entries for the above transaclions .
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T’he E.'mnmn Games company builds tnh]etup mphm nf‘ some nf the most
famous lighthouses in North America . The company is highly automated ang
this, maintenance cost is a significant organizalional expense . The company’s
awner has decided to use maching hours as a basis for predicting maintenance
costs and has gathered the following data from the prior 6 months of operations

Mouth Jampary  Februnry  Mareh April May Jang
Machine Hours 2000 oo 1500 3500 e 3000
Muintenance Costs 59000

S1I006 S50

S12000 S13060

low method .

$10600
Required : Separate the mixed costs to variable and fixed cost by using the high-




