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 Cost accounting is classifying, recording and appropriate 

allocation of expenditure or the determination of cost of 

products or services.

 Cost is an amount of expenditure incurred on a given thing. It 

represents the resources that have been sacrificed to attain a 

particular objective.

 Costing is a technique and process of ascertainment of cost.



 It takes both implicit and explicit costs. 

 Implicit cost implies opportunity cost and explicit cost means 

out of pocket expenses.



 Prime cost

 Works cost

 Cost of production

 Cost of sales

 Sales price.



 It discloses profitability of activities

 It helps in cost and inventory control.

 It helps in decision making.



 Non cost expenditure are those which should both be 

considered while calculating or preparing the cost sheet 

which are not actually expensed or incurred in producing the 

product or services. 

 Ex.: Income tax paid, goodwill written off, donations, 

interest on capital etc.



 Direct material costs is that which can be conveniently 

identified and allocated to cost units and form part of 

finished product. e.g., timber in furniture, leather in shoes 

etc.

 Indirect material is those materials which cannot be 

conveniently identified with cost units. e.g., lubricant oil, 

nuts and bolts etc.



 It is unit of product, service or time in terms of which costs 

are ascertained or expressed. 

 Eg.- weights per tons, length per meter etc.





 A cost centers are the departments or sub-departments of 

an organization with reference to which cost is collected for 

cost ascertainment and cost control. 

 Eg.- A lathe machine, a delivery vehicle, a sales area, a 

foreman.



 It is a statement showing various components of total cost of 

output of a particular product or service produced during a 

particular period.

 It may be prepared on actual basis or estimated basis.



 It discloses profitability of activities.

 It helps in cost and inventory control



 Standard costing

 Uniform costing

 Marginal costing



 Operating information is used in both financial account and 

cost account

 It is helpful for preparation of various reports in both.



Financial accounting Cost accounting

The main purpose is to prepare profit and loss 
account and balance sheet

The main purpose is to provide detailed cost 
information to the management.

This are maintained according to the legal 
requirements of the companies act and income tax 
act.

Maintenance of cost accounts is voluntary

It is historical in nature It is estimated price

Costs are not classified in detail cost are classified into direct and indirect cost

Profit and loss are ascertained as a whole during a 
particular period

It shows the detailed profit and loss of each product, 
departments, process etc.

Accounts are closed periodically usually on annual 
basis and reporting is done accordingly.

It is continuous process, accounts are maintained 
product wise, process wise, operation wise etc.

Applicable in all types of business organizations 
irrespective of size and nature

Applicable line business engaged either in 
manufacturing or in rendering services where cost 
per unit to be computed.

Greater control on cash and financial position Greater control on material stores, labour and 
overheads costs by budgetary control and standing 
costing.

Use of statistical techniques like chart graph etc is 
very less

Charts, graphs, diagrams are used in this system for 
informatory reports to the management.



 Advantages to the management 

▪ It discloses profitability of activities

▪ It helps in cost control

▪ It helps in inventory control

▪ It aids in formulating policies

▪ It helps in decision making 

▪ It guides in fixing selling prices

▪ It discloses ideal capacity.

 Advantages to the workers

▪ It rewards the efficient workers

▪ It helps for fixing the standard of efficiently of workers

▪ It provides job security.

 Advantages to government

▪ It helps in preparing national plans for economic development

▪ It facilitates the assessment of excise duty and income tax and formulation of policies regarding industry, export, import and 

taxation.



 Absence of a readymade system

 Cost differences

 Cost differences

 Cost data have no usefulness in themselves

 It is not true or exact cost

 Lack of accuracy

 It is expensive

 System is more complex

 It lacks social accounting

 Not suitable for small units.


