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1.1.- COST ACCOUNTING

- Y
= s [ (P . e 5 ’ .. /e
~ ,:rlh1~1 : ,MF?Fll}g and-Definition:of Cost. . i e s
i :1: ;ota? qxgendlture‘}nclusive of ‘money;-labour- and time ifncurred:on’ moods v -
2?3 ::rr!\:r:lef)_lsc-call.zd SOSt”. In certain exceptional situations, the costs which ' =
2 ' considered as expenses in the prese 5 i : " =
the record books, =R P nt sc?enar_lo 'rmght not go into ' .
ks '_ -. o ‘.- . . ) e,
ﬁe.QUICqmc ol iniation and consumption: of resources is denoted in monctary
l'?m'le_The producer firms "use it as 4n intemnal control proceéss and it is not e
-accessible to third parties. - A : : =
i'hc :crm Cost’ is th ' : . 5 o e
. T . L0 S the money used for-the purpose of producing something. ~
Since it-has. been -already utilised,

It is not available for any other usc. -
t for acquiring something. From business :
rmred for acquisition and repair purpose

The ‘cost also includes the money spen
point-of -view, ‘the expenditure incu
.. consututes-as “‘cost™. 5

According fo ICMA, London, “Cost
(actval ordnotional
_ Or cost-unit™. -

is’ the amount of expenditure . -
) incurred on, ‘or attributable to, -a specified thing or activity - - ' ¢

-
-> - e

- ? 4

According to Anthony and Wel%h, “Cost is a measurement in monetary terms 1
.. of the amount of resources used for some purposes'’. -0 )
: - y gy

wiwcl.l.2. Meaning and Definition-of Cost. Accounting. ...
Cost Accounting may be defined “as, “the process of accounting for cost™. The =~
. process involves recording as well.as controlling of various costs. This is a

formal system of accounting which ascertains and controls costs related ‘to
various products and services.

According to the ICMA, London, cost accounting is “the¢ process of
accounting for cost which begins with the recording of income and expenditure

and ends with the preparation of periodical statements and reports for
ascertaining and controlling costs™.

According to L.C. Cropper, “'cost accounting means a specialized app[icalic;r.;
‘of the general pﬁncip’lcs of accounting-ir} ‘order .{o asceriain .Ult’.'CDSt of
producing and marketing any .unit of manufacture or of carrying. out any:
particular job or contract”. ; T Cade 0

-
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.. -4) Ceost Accounting is a Prefession: Of late, the cost accounting has been

0,

- 3) Cost Accounting is'an Art: Coél_éxccounﬁng may also be considéred as'a °

- _ |
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1:1.3. I‘ eatures of Cost Areeunting l !

Cost accounting is charactcnzcd by the following features:

1) . Cost Accoﬁnhng is a Branch eof Know-lcd.ge Generally cost accounting 13
pcrcelved to Beé oné of the brancbes of financial accounting. However, a §
close study of tbe ‘Subject x:cvcals that if i5-d separate stream of knowledge: -
mdependem of!financial accounting. The undcrlymg concepts, pnncxplcs]
conventions, etc. pertaining to cost accounting gives it a status: of a self-
‘'sufficient deCIphnc Such prmmples rules, etc., however, differ from onc
industry to anodier.. .

2) Cost Accounting is a Science: Cost accounting may be considered as a
- science (although not a perfect as. the narural science), as u exhibits -all-the-=
features as ‘per the definition of science (science may- ‘be defined “as
“acquisition of knowk,dgc through the medium of study and / or practice™).
The subject essentally entails an orderly knowledge of costing aspects of !
” vanous products and processes. However, -the subject also covers a broad
range of numerous fields of knowledge such as law, office nanagement,

. data processing, productien management, material control, etc.

form of *Art’, l\eepmo in view the.application of its pnnciples,, _procedures
and techmques in solving many of the management problems. Such
management problems may relate -to cost assessment, monitornmng the
costing aspect (and thereby having a check over vanous costs), forecasting
- of proﬁtab:luy etc.:

evolved as a significant and challerging profession. A considerable

the developing ‘countries) have shown inclination to get trainéd and Jom;'

this proféssion. Thig has prompted the authorities of various coumrxcs o

to establish profess:ona] bodies to cater to the needs of such aspirtag
students. Some Bf such professional bodies are ‘Natioral Assoeciation of
Accountants’ of USA, ‘The Institute of ‘Cost and Management
Accountants’ of UK, and ‘The Institute of Cost and Works;

last many ycars

1.1. 4 F unctmns of Cost Accoxmhng

Cost accounting serves various functions which are as {ollows:

1) Ascertainment of Cost: .The process of ascertainment of costs involves.

computation of costs which has been incurred. The costs may be ascertained’
for different products, services or activities using various costing methods.

PDetermination of costs 1S 1mportant for\the purpose of controlling them and.

for providing cost information to the top rmanageracot for dec1510n mamo It

" shouid. bz ensured that the costs of a pardcular product or service are

-

PP AR s g G L

~ Accountants’ of India: The number of students interested in joining the
~Z- “profession of cost ‘accounting; has ‘shown a growing tcndency over th

‘number of students all over the world (from the developed as well as™ -

VT (R L] R LR o



<
bl

ing ij
‘er, d
>dge, -

1plc§J
self-

one

as a

- the~

{-as’
e’).
s of

oad

ent,

3S a3
Ires
uch

ing

en
ble

as-.

in
€S
194
of
ng
ks.

~
o o—— .
v/

.0

P e g VY M ke .
L = 2
v .

-

-.3)

. » L4 . B ¥ O
RV AT PN T S Foma
.

ek 4 of
e R

. ~making, 1o remain competitive in the market, 7L

e T watae

S o Ly SR e el T ¥ T > TN T e Ty~ o~ L o e e e P, L SUP PRI DA oL i ol Sl et v o T
‘activities. carried out or planned is one of the important objeCtives of cost*
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2) Estmation pf Cost: While Costs arc ascertained after it has been incurmed.

the - estimation of costs.is done before their actual incidence. For the
purpose of estimation, an allgwance is generally made for adjusting

dc\r. . 2 . . “ .
dévrallons _as. vanous costs such as matenal costs, labour costs and

overheads tend to fluctuate.

- Control of Cost: Cost.control is related to controlling and reducing costs for

the purpose of' ‘Improving efficiency. Cost contuolrcan achieve this <fficiency
by full utilizaton of output at minimum cost. Two main techniques used for

. this purpose are Budgetary Control and Standard Costing. Undzr this

proccss, \.zarious arcas arc identified where the efficiency may be increased
by Teducing -wastage and costs. Varnous remedial. measures may also be .
‘taken-for costcontrol. =, i, U : R S S 1 TR

.

Reducjﬁon o( '('?ost: T.he ending of cost control function is the stating of cost -
reduction functon. It involveés making actual and permane:" -eduction in the

production. costs of goods and services. It achieves the objective -
by cradicating non-cssental or incfficient activitics. Technological advances

may reader mapy activiies non-essential. Similarly,” brain storming -

sessions may ‘be camed out to Question standard activities. Various areas <4,

e

where costs may be controlled are product designing, administration, finance
and production. S T T

1.1.5. Objectives of Cost Accounting .
Cost accounting serves various objectives which are.as follows: . .
1). Preparation of Cost Statement: Different eléments of total costs are

shown in a cost statement. This statement shows total cost, unit cost, units

.Production process asd .other processes should be constantly reviewed to
maintain . effictency. €ost accountimg presents irformation (such’ as
production units and it.total costs) with proper analysis for different time
periods ranging from daily basis to yearly. Thus, a cost statement serves
complete information took for the management.-

Ascertainmént. of Profitability: . The. determination of ‘pfofits for the:.. =

<O
T -

accounting. When a ‘company enters into the. new product market, the
important: consideration is given to earning profit from that product. ﬁut
the samec consideration ‘should also be given on the cument
actvities/performances at the factory.

Determinatipn of Selling Price: The “demand and supply méchanism
plays a crucial role for any business in determining of tender price. The
tender price concludes total cost plus a margin of profits and proprietois

accounting helps in deciding .of selling price and bifurcate the cost into

" variable and fixed cost in ‘order to assist the organization in price decision

— Do Wk e S

—

. produced and sold, closing stock in terms - of. units--and.-value;.. efco . ......

have to set it after c‘onsMcn'ng the demand and supply. factors. Thus, cosi .

>+ oy >
.
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4). * Formulation of Base for Business_ Policys CGost-accounting, objective-helps in
formulating . of business, policies-.and assisting in deccision making. The

~ management deals with- various crucial matiers-and.for propgr profit pl,mning,

=< _ they have to analyze various factors such as grosgs-profit apglysis, the cost-
volume-profit rclationship, the break-cven point .of .,sales, and. the

differential costing method, cte:

‘ 5) .Helpful in Managerial Decisions: 'Cost accounting is framed in a manner
1 to help the management. It.provides information for making various .
| * decisions such as “‘product diversification”, “fixing of selling prices” and
l “make or buy decisions”. It is also helpful for cvaluating a “product line”,
!

7 “factory shut down decision” and *determination of ‘alternative methods of -

~ manufacture”. Cost accounting is useful for the purposc'of_makj'ng various

other decisions such as “shut down decision”, “dropping a product line”,

"y

“key factor arecas” and “selection of profitable product-mix™.

'
e

1.1.6. Advantages of Cost Accounting

.Cost q‘ccoundhg has many advantages which arc as follows: .. . - ol
1) Aid to Management: Cost accounting helps the management in taking
' various decision regarding different functions. The data provided by cost.

accounting helps the management in determining unprofitable activitics.

e a0
U
i

Cost accounting provides information which may be used for submitting

tenders. It also aids in the process of framing policies. Elimination of -
wasteful activities leads to higher profits: A well-established cost-
accounting system helps in producing reliable data. ' :

. ORI YT §

T " The cost atcouritnig systeris serve the management in following ways:
‘ i) Help in Eliminating and Turning Unprofitable Activities: Cost
1 accounting can help in disclosing profitable and ‘unprofitable activities.
1 The management can then decide to.'take appropriate measures for
'i making unprofitable into profitable activities.. =
e R e e S S LD E -sHelpful-in:Comparison-of -Data: Cost accounting-also-provides data -
= g for the purpose of making comparisons which cnables to measure the’
j . T _efficiency of:the business. e 0 0 g ' o
1 iii) Provide Information on Cost Estimates: Cost accounting is helpful
7] for making appropriate bids and tender price quotations.
" - iv) . Helps in Managerial Decision Making: Cost accounting helps in
. n.. ~agerial decision making as it explains costs incurred and profits
made for various lines of business. :
.? 2) Advantage to Employee: Cost accolnting helps’in .reducing costs
g - ® : and increasing profitability with regard to cost incurred - and .
PR production unit required in different department and processeés. It is ©
ST T s sosalsozbelpful-forsthe, purpose of introducing incentive compensation
= syvstcm and bonus plans, . < ,. 4 P! s

s ep AR Ak S Pany B

It also helps in mecasuring efficicncy of various processcs and functions.-"
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3)° Uscful for ‘Outsidecs: An ‘efficién( cost accounting system is good for
“outsiders (creditors, investors and ‘bankers) ‘as wel
cost accounting system helps them in evaluating financial soundness of the
' organizatjon. . -Organjzations with well-established - accounting: system
are considered to be more efficient. This can help the firm in attracung

morc investment. -
4) Useful for Government and the- Soc'ie:ty: ,Cost accoun.ting - helps
organizatious in reducing costs and increasing profits. It results 1n paymcpt
of higher taxes which helps the society and economy. Cost control helps io

providing- goods at lower costs. Cost accounting also helps -in- making
national policies. R e - rase

.. g
= Tl Ll s K v o [ ¢

{17. * Disadvantages of Cost Accounting - -

. Cost accounting has several shortcomings which are as follows: .
1) System is More Complex: Establishing cost accounting processes 1s a complex - -

system. It requires various forms and formulas for proper. calculatdons and,
presentadons. This system may be difficult to implement The ‘employees may
- also resist its implementation.  The complexity of theygystérn may- make 1t,
_ difficult for a firm to implement it. o :

2) .Expensive: Cost accounting system is not only complex but zlso involves
outflow of substantial amount of funds .which provide surety of increased .

wages for the workaholic employées. The ample of investment and work
* fequired in the process.of analysis, allocation and absorption of-overhead.
Many small and medium scale organizations ‘may -not afford such
‘expenses. It should be established that the "benefits derived® from Such

. system.are.higher.than. the costs involved. The cost involved is one of the .

biggest imiting factors for a fairm.. . .

3) Inz_xﬁpljéabﬂity of Costing Method and Tc_chniqu;:; Different

organizations use different techniques and methods.of cost accounting.
These methods are based on the nature and requirements of different
‘circumstances. [t should be ensured that accounting procedures are in
accordanée with the requirements of the organization. Due to this reason, a

- >-~firm mneeds 10~ design~its> 0Wn+accounting=system=to. suit=itszproceduress o

making the process more difficult and expensive.

4) ‘No Sotial Accounting: Cost accounting does not deal’ with social costs’

and thus provides one-sided view. It does not take cognizance of social
duties of the firm.

5) Frequent-Reconciliation: Cost accounting may show results ditferent

" from financial accounting. In such cases, there is need to reconcile both the
systems. Such reconciliations are resource intensive and may prove to be a
Limitng factor. ; -

- 6) Duplication of Work: Cost accounting system is used 1n conjunction <with.

financial accounting. This may lead to duplicity of efforts. For many firms,
*financial-accounting serves these purposes in an economic manner.

L-THe data provided by -

arimm,
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The elements of cost are shown as in figure below:

\® ‘ Elements of Cost’ .°} * *

1
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Material: Commodities or substances used for, manufgcturing products are.
- called materials. Materials can be either Direct or Indirect. -~ _
i) Difrect Material: This- material ‘can be directly -identified with the )
. -product. Direct materials can also be easily measured and thus charged
_ directly to.-the: praduct. For example, quantity of wood used for =
rnaking a table can be identified directly to the product.

1

O @

¥

. Following are the main characteristics of direct materiai:

o esianase o ~a) . All materials: purchased -specifically for- a:particular job, . order‘or = -1

= b) Subsequent issues of. materials from store for a. particular job,
order or process. )

c) Al the components ate produced or purchased.

d) Materal adnsferred among various processes.
") Primary packing material such as cardboard boxes.
ii) Indirect Material: These material§ are used for manufacturng a :

product but these are not direct mateYials as these cannot be directly -

tracked back to the product. These ancillary materials are known as
.indirect material. Main examples of-indirect material are consumable
Stores and threads. .- e e "
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2) Labour: lee matedal, labour can also be dlr(.u or-indirect. ~
1) Direct Labour: Direct labour includes employees and workers p

directly involved in the production of the goods. This type of labour

can be identified-with the goods or services. The compensation paid to |
direct tabour is known as direct wages. For example, wages paid to a B
cook in a.restaurant is included in the above category. //

11) IndJrcct Labour: Labour which is ancillgry to thc production of o
goods or services is known as indirect labour. The wages paid to such :
labour are known as indirect wages. Such costs cannot be traced back
or identified with. the product. Salariés paid to supervisors come under /
this category. . _ . s

it »_,-,;::‘3) Expenses Expenses may aJso be duect or,xndl;éétj. _'M."'J B R \'a TA&E
i) Direct Expenses: These are expenses which: are lnc‘urrc,d in lhl. B
-. process -of manufacturing of goods or rendering a service. It does not o
- include direct wages and direct material costs. Main instances of such
: costs are Research & Development €xpenses. 3 S
i
' Follewing atre some of the examples of direct expensec " '/,
§ "a)” Hiring cxpenses for a machmery or an mstmment for a spea..mc ; '
1 .product: . . ] P
, é b) Costs associated with special drawings, layouts or designs. |
3 <) Maintenance cost of specific equipment's. : ¥
N d) Royalues related with production. ] M
N . . 7 q
1 ii) Indirect Expenses: The expenses which are not directly identifiable with [ e |
~a parucular product or service are catboonzea under this head. FOIIOng £
i . are the main example of such expensés: . A
4-- - - “a) [Factory or production expenses, r ]
-f . ; b) -Office and administrative expcnses and r'“,
3 c) Selling and distribution expens\.s ~

-4) " Overheads: This category includes cost of indirect material, -indirect
labour and indirect cxpenscs Fol]owmg are the main c&tegoncs of

~ gapensscgverheadsy-7 LT s TP IS o AN A LS St St e s § ""-E.:‘".-"f
¥ Bt & Produchon or Factory Overhead: ’I'hxs category showe thc aggxegatc =
of indirect. wages, indirect material costs and indirect expenses y
incurred for various manufacturing activities. Such overheads stan .
with the supply of raw matcrial and continue till the primary packing
of finished goods. -
~Examples of production overhead are: |
a) Indirect Material Cost J =
e Cost incurred for consumablc stores and Suppllcs like 7o
lubricating ojl, etc. )
] ; ’ Fgale Cost of pnnung, postagc &. stauonary uwd in production . - :
.:] e T ,departmcm. DI Wt o< o7 e rngbad 3 A I K g e ‘ ' “:
;o

con ol ey |- S s )1- . l-’ ..l.".. . [
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b) Indirect Labour Cost = .
¢ Salary  payable to SUp'crvisdr, wo'rks x‘nanagcr and
departmental supcrintcndcnts

e Contribution to ESI,.P.F., leavc pay. matermty pay, etc,

¢) Indirect Expenses , ek, . o .
* Rent, rates and taxes of- factory bmldmg ' : A}

* Repairs, insurance and depreciation of factory b\uldmg plant
and machmery and furniture.

* Factory telephonc expenses. “ETEN

” - F . ]
T -

N Lighting,. hcaung and  cleaning of factory. ATl e R o H J %
u) Administration. Overhead: This category mcludes indirect matenal ' .
~ cost, indirect wages and indirect expenses incurred for strategic, ’ ;
control'and admxmstrauon purpOses .
* .Following are the some examples ofadnﬁHjSu-éﬁVe overheads: - E a

. a) .I“‘%‘::‘VlatenalsCost X T . 35 I
S e ting, postage and stauonery cxpcqscs- incurred by,

administration department . :
*  Expenses incurred for dusters; brushes etc., for cleaning.

' b) P Indirect Labour Cost - ;
' « Salary payable to manaomg dLrector whole time director,
general manager,. finance - manager, accounts . manager, ‘
- secretary; legal* manager . dnd other  staff workmg in
administration department. ¥ :

.. --Remuneratxon paid to mternzﬂ,sand statutory cost, and financial . .
_auditors, légel advxsor< ; . y

c) Indlrect Expenses .'- o
» Rent, rates and taxes of office building.

* Repairs, insurance and depreciation of office building,
cqunpmcnt and fumlrure : . 2

P o
.

t i eiiTelephone. expensés by ‘administration department gt 'i 2 5—-'&.
. L:ghtmg, heatmg and clcamng of Adn*umstratxon office. |

iii) Selling Overhead Thxs category shows thc aggregate of all mdlrcct ‘
material costs, indirect wages and indirect expenses incurred for
generating and sustaining demand for product and services. It also -
includes the costs for fulfilling such demands ' ==

Examples of selling overhead are:
a) Indirect Materials Cost

» Cost of printing, postage g.nd ‘station€ry used in sales v
department.

e L

CEELEEES redie i Cost of catalogues; Tist br'i‘cé's;'et'a; ":*_f‘?«:""“ m‘*.:' .w.uc:'xzf
= : &= v -_- 7 ‘.A
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- Iudlrcct Labour Cost —_— - @ (
e Salary of sales chrcctor, sales.. managOIS sales officers,
_salesmen and other staff workms in salcs dg;pamncm !
|". :

Cornnussxon to selling ugcnls . s
”.4s . Z-.j . LT & SIS Sl c . ‘
c) Indirect Expenses ¥ it B0 .

e  Rent, rates and taxes of sales ofﬁcc'and showroom Co
‘e Repairs, insurance and dcprecmuon of sales office building, f})‘
equipment and furniture. bt
. ,_-» _Telephone expenses of sales ofﬁcc N— —
S ~ Lighting, heaung and cleamno of sales ofﬁce RV e dart s Y
..,.— Advertising. . _ L
e Bad Debts. . _ ‘ : o 'san
¢  Debt collection charges. ' -
. Travellmg expenses of salesmen. o~
.. Emertammem expenses on customer -
iv) Distribution Overhead: This category mcludcs indirect matcnal cost, =
indirect wages and indircct expenses incurred in packing finished ;
products for dispatch and making them available to customers. <

Examples of distribution overhead are:
Indirect Materials Cost
- o Cost of pnntmg, postage and stanonew used by distribution

a)

b)

¢  Costof sccondary packagmg of products .
~*  Cost of matena]s ‘used in reconditioning of empty contamers

I

Indxrect Expenses

"

office.

returned by customers for re-use.

ndirect Labour Cost
"Salary of staff attached to distribution office like, packers,
- dispatch staff.

- Salary of driver for distribution vehlclc G RN s e

Rent, rates and taxes of distribution ofﬁcelgodown/ storage/
warehouse.

Repairs, insurance and depreciation of distribution office
building, equipmeént and furniture, deli- >y van.

Telephone expenses of distribution office.

Lighting, heating and cleaning of distribution ofﬁcc
Deprccxatxon repairs and running expenses of dehvery vans.
"Freight and carriage outward: :

. f--.-InsuranS:‘c of finished'stock in'godown: -+ 4 s R ]

- e *
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?n::jy bc class.ified into a) Dir ct Cost, ____ m;mms o
e ) Indircct Cost according to | W
elemcnts viz., Maténals, Labour and e ﬁgic;?gﬂ’st
- Expenses. i e .
i) Material: Substance or [ Fuactions/Operation
commodities’ uséd for prboducing — Production Cost
_ @ product.are called ‘Matenials”. __|. — Adndinistration Cost
““Materals' “consumed™ ‘may be. & ‘-_T:.Sx;flhr.’g Costeemiames
direct or indirect. T il
L Research Cost
a) D.lrect Matertial: The | - DcvelopmcmCost
L.ierials- which  can  be L Pre-Production Cost -
directly identified with the _____ Nature/Bchaviour
product are called ‘“‘Direct )
Material”. These matedals :I\:/li:zb(l:ziosi 4
can be easily measured and | = Committed-Cost
can be dircctly charged to -~ | | Discrefionary Cost
the product. For example, “— Semi-varable cost
steel used for producing a  |—— Controliability
. container. — Controllable Cost
b) . Endirect Material: These - Uncoiuelishic Cost.
materials are vused for [ Ne!'maﬁfy
producuon but .cannot be - - +— Normal Cost
chrcctly xdenuﬁed w:th t;be. : *""Absormal Cost
product. —— TFime ofPenodvcrty
These expenses are included — Historical Cost
in overhead categorf. Main — Funae Cost
examples of this gategory —— Produact Cost '
are consumable stofes and — Product Cost
TR stauonz_uy - ‘.‘..,, e T e Period Cost R e
i1) Labom‘ Like matenal labour Decision-Making
can also be divided m+ direct | I Marginal Cost -
and indirecl category. — Differential Cost
a) Direct Labour: Wages and t— Joint Cost
salaries paid to workers and — Shut down Cost
~employees directly involved =~~~ [~ Sunk Cost
in the proccsg of — Opportunity Cost
. — Imputed Cost
manufactur‘x.ng goods is \ — Out-of-Pocket Cost
known -as “Direct Labour”. . — Replacement Cosi
Wages paxd to .a machine: :L— prograramed Cost.
operator is am ex ple of' : g
o sionny e direct Jabour.w v v duaae Y"“I,“’i R R T TR T A e
? WLy Rt 2ETRE i r " 3

TRy
-1.1.9.

Tht_tlc are several ways in whic
main basis of cost classification:

MBA
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ClaSSlﬁcatmn fCosts a° -

costs may be classxﬁed Followmo are the
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b) _ Indirect Labour. ‘Wages .and salaries payabic to workers’
ancillary to production process fre included in “Indircct Labour”.

The contribution of such workeys cannot be d:recdy traced to the
product. For example, wages|for store Lecpers is mcluded in
indirect labour category.

iii) Expenses: Expenses’ may also be direct or indirect.
a) Direct Expenses These expenses are incurrcd in relation t6 a
specific product. This category, does not include direct material
- cost_and direct wages. For example, cost of secret t‘ormula and"-
specxa.l drawing are included in tms ca[eg,or\’

| e :3_"'»‘?b},'i—:»lnd1rect _Expenses:-These;: e#p»nses _cannot:-be - directly and”
" “completelyv allocatcd to spccxtu. product or cost centre, OfﬁCL dﬂ(.. 1
', admuinistrative e).p\,nses are mc.qudcd under this cateoory . BE T

2} Accordlng to Functions or Opemhonf; On  the basts of functions.: the
costs may be classified as under: :
i) Production Cost: Production: cost’ pm,lude all such costs - sspiliteh are
" - incurred ‘directly for: producing g lods  either, mmally or - (hrough‘
- machine. It includes direct materia cost, direct ‘labour costs. -direct
expenscs and- ovcrhead expenses rclaﬁ::d to producuon - e ; e e

0
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Admuystratlon Cost: It include ar]l costs associated with cost of | 3
) . formulating the pohcy and . meagures requu"ed for rumning the
1 . . . [ operatons. However, these coscs‘ are ‘not directly traceable to.-
' ' oduction, selling and distributioh or. research and development .
activities. Salaries paid. to manaocnal personacl and wo—i\ers are'

g . ... ... included in this category- .. . : . . : X
- Scl{ing Cost: This category includes cost of all the acuvmes Wthh aid
in the process of selling the goods. Jt includes sales promouon COSIS it

consumer services costs and selling. 1brgamzat10ns Theése costs help in’
g the revenue of the firm by, ensuring customer satisfaction.

S
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Dlsmbuhon Cost: This cost mcludes .packing expenses and other

_.expenses. related 1o mzking the product .available_for distributing and.

o] Bt F‘;‘%A:f‘:"’f:""dlspatch f{includes salary of dlspa(ch clerks and running expenses SPof

.
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dehvcry trucks. . ; . 2 o
v) Research Cost: The rcsearch cost is incurred for the purposc of carrying

out research in order to come up with new manufacturing processes o
for improving the quality of the product. . '

SECW RS
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_HDevelopmenl Cost: This is the- cost of convemng _research mto
practical mode. .

_Pre-Production Cost: These are the costs incurred In case of a new
manufactunno unit. Costs associated with the launch of a new product
also come undet this category.: These costs are treated as- deferred

e [GVENUE: exp°ndlmre as these are matched agamst the cost'vof_._'future

o M S 7. A

e " production. -
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"3) Accordmg to N':ture or Behavior: On the basis of nature, followmg are
* the main categories of costs:
" i) Variable' Cost! These costs change propomonally in' résponse to

: Chlﬂg@ m voluma -af bf’bc]ucbon Diréct matertal auid’ dhlrcct labour

¢~<ts are prime cxamples of vanable cost and includeg fucl expenses,,
'ClCCU'ICl[)r expenses, etc.

* 1i) Fixed Cost:-These costs do not vary w:th the chan"e in level of
- production upto-a certain level. These costs do change in the long run
but remain fixed in the short term. Fixed costs- can be further dxwded
as follows:
~-a) . Committed Fixed Cosls These costs arise due to possession of _
" assets “such “as buxldmg and plants. The main examples are
deprccmtlon. insurance premium and rent. Basic organizational
expenses such as staff salaries are.also included in this -category.
Such costs generally cannot be reduced without having adverse
immpact on the long term performance of the concern.

b) Dlscretlonary Fixed Costs: These costs arc 1ncurred on- the basis
of decisions made by the management. Following are the main -
features of such costs: - ;

* These costs may arise out of regular decisions about the
maximum - outflow. Such decxsxons are generally taken on
annual basis.

e These costs do not have clear correjation between inputs and
outputs

For example, advertising, execut:ves tra.lmng, health care and
teacfung experses are included in this category..

m) Serm-Vanable Cost These costs are partly fixed and partly variable.
These do not bear linear-relationship to the level of production.
Telephone and elecmcxty bills are _examples of such costs.

4) According to Coutrollability: The costs may be divided as follows:
FE v:)-- Conlrol[ab!e Cost:"CIMA states; ““a.cost:which can be-influenced by:
o the action of a ‘specilied -member of an undertakmg" These costs may
be controlled by a specific-authority within a specific period of time.
These are variable costs and can be affected in a time period which is
sufficiently long. It requires _proper delegation of authorty for
effecuve cost control. ©

ii) Uncontrollable Cost: These costs cannot be controlled at any level of _
management.. These costs are defined as.the ‘“‘cost which cannot be
influenced by the-action of a specified member of an. undertakmg"

5) Accordmg to Normahty On the normality basis the c]assxﬁcatmn of costs
is as under: °= ‘ -5
i) N ormal Cost: These are the usual costs which are mcurred for a ngen
g et ICVCI -of outputjunder the;given condeons These costs are charged to*
: cosling profit* and loss account,
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u) Abnormal Cost: These costs occur over and above normal costs :lng
.are not usual costs for a given level of production. These arc 2%

Chﬁfg@d to COQHHQ ﬂl‘bﬁf a#d loss account.

6) ACCOrdlng to Time or Periodicity: These costs may be classdied as below:
- Historical Cost: These are the actual costs which are dctennmed after .
their occurrence. These costs may be calculatéd using financial records
and accounts. Howeveér, these figures may not be appropriate for
future projections dunng the times with frequent changcs These costs

. form the basis of financial accountmg

Al t e

) F‘uture Cost‘ These are Lhe costs Wthh are’ hkely lO be incurred in (hc
future. This is an important category of costs as these can be easily
controlled by the management. These costs- are - also important for
control, pro_;ectlon budgeting and apprzusal S

7) According to Association with Product' On this basis, the costs may be
.classified as follows:

i) Product Cost: These costs can be duectly traced back to a product.
" Product costs are.- the costs'which are assigned to a particular product.
or a line of products. Under marginal costing, product cost-would
include variable manufacturing costs while in the case of absorption
costing, product costs wxll mcludc total manufacrurmfr costs. ‘

ii) Period Cost: These costs ‘are- incurred during” = specified period of

time -and are not assigned to a ‘product. The main examples of such
costs are general and administrative. expenses. These casts.are'charged -

against .revenue of- that .particular period. While fixed . factory -

overheads are -treated as period “costs under marginal costing, thes\,
may bc considered produci cost under absorption cosung

8) Accordmg to Relevance to Decision Makmg and Control Foilowmg'
~-are the main categories of costs under this criteria:

1) Marginal Cost: It is the amount by-which total costs change in

T€sponse ‘(o increase or decrease in.volume-of: output *by one-unit.zniz el

other words, thxs ‘1s the amount “Which could not be avoided if that''
‘particular unit was not produced. ) Ee s

11) Differential Cost: Management is expected to compare the costs of
alternatives proposal in order to make decisions. For this purpose, the

- - COSts Which are common across different alternatives are ignored and

only the - differential is considered. Thus, a dlfferenUal cost- is the
" difference in cost among various alternatives. Incremental cost is the

increase in cost due to the decision whllc decremental cost is the
" decrease in total cost.

.iii)- Joint Cost:. These are the costs mcurrcd upro the point till thc products _
_cannot’ be separately identified. _.Samé raw matenal used for producmg
“iwo different® products 1s7an examplc of~ joint cost These costs.. are
appomoned among concemed products, ' -
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o ; expenchture for equipment -or productive resources which _ has:: no _

S ._'_,"‘ I promoton: €xXpenses—and’ researcj'tw&:dcvclopmcnti‘i”
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iv) Shut- down Costs: Thesc are the costs which arc incurred even if the firm
completely stops producton. Office rent, insurance..premium are
examples of such costs. These costs are important to make decisions
regarding continuing operations during ‘off-scason’. In general, it is
dec:dcd to remain open as long as the revenue is sufficient to meet

vanable costs and a part of fixed costs. :

V) Sunk Cost: These are the costs which have :;ﬂrcady been incurred and

cannot be recovered. These' costs are considered irrelevant for the
purpose of decision making. This cost -may be defined as, *‘an..::

*‘econdmiic relevance to the present decision- -making process”. It may. “also’
‘ be defined as, *‘the dlfference between purchase price and the salvage
- value of the asset" Sunk costs may also bc non—mcr"mcnta.l gosts.” - - T

vi) - Opportunity Cost: These are the econonuc resources whxch are
required to begiven up for accepting one - proposal over’ another._.
CIMA states, Oppormnlty cost is the value of 2 be.ncﬁt sacrificed in
favour of an alternative course of action”. For example, a firm co‘uld.
sell its land for..¥5,00,000 but decided to retain it for setting up a
factory. In such case, ¥5,00.000.is the opportunity cost.

vii) Imputed/Notional Cost: These are the costs which are xmphcu: in thc
product and- are not physically recorded in the accounts: These costs .
are hypotheucal in .nature and do not require ‘actual - cash outflow. .
" Interest on capxta_l is an example of such costs as no ‘actual payment is:
required to -be made. Althouvn no actual payments are made, but an
) estimation of.. eafmncs had the’ funds been invested elsewhere is

made .These costs are xmportant for decxsxon making and forms a part
of opportunity costs. '

] "
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viii) Out ~f_Pocket Cost' These are ‘the costs which’ require an a\_mal
outflow of cash. It includes historical costs as well as future costs.
Most of the expenses fall under this category. These costs -arc
.important for managerial decision  making process and for_dei&ergl_xnxngwﬁ

“~the ‘profitability of a prOJect.‘Man’y “fixed ‘costs and'most of" the‘tf‘anﬁbre"“"
and semi-vanable costs fall under this category. -

.
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1X) Replacement Cost: These costs need to be incumred for replacing a
product with an identical one on the date of valuation. It excludes change
in cost due to improvement in the product. This cost is different from the
actual-acquisition cost of the asset. It represents the outflow reqmred for“"'
replacing an asset at present or at some point in future Gme. ;

29} ot 4 BAPLID
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and have less importance to current processes.. These costs are
incurred - at thé .discretion .of mapagemen: and can be controlled -
. accordingly. Advertising cost .is an example. of snch cost Salc_s

nt* ,pens‘cs a“lso"falf

v d ’ 9 bg,' R ’!""“"‘*““";“t‘:"' di!h'_"«i.’rw'u.#g\._o— et
“under ﬂ'ns category P o - ? : e 0L L

x) Programmed Cost: These costs arg mcurrcd for long-terxn surwval 4
3
A
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1.1.10. Methods of Costing

Methods of cosung may be broadly’ classnﬁéd into two catcot;des-

Methods of Costing

’ -

3

- .Job Costi;w : . e v
= . Process Costing . j
. Batch Costing | .
Contract or Terminal-Costing gg‘etr:éim(gstiwollq))% Costing
- ice osnng —_

Mulupk: orComposntc Costmg - _Operaton. Costing, e e

.. Both thie: categories of the co-;un me - ies
descnbcd in the fonowmg points: £ : lhods and reis: suly S are
1) Job’ Cosung "This type of costing is apphed in busmess Orgamsatxons

-which carry out. prodiction according to the specific requirements of a’

% . customer. Each of such job work (production -of .merchandise) is unique /

b : d1<tmcnvc and customcr-Spccxfic Job costing methad is generally used by ‘

N the business entites engaged in the profession of house~bmldmg, ship-

building, producnon .of machineries, repairing, etc. Job costing method
. may be classified into following sub-categories:

), Batch Costing: Foundadon of this method of costing is the thcory of
contract cosung. It is apphed for ascertaining -the cost of a group
having products’ wnh similar. characteristics. Instead of an individual
produ:t the entire batch contazmng such produ"ts is consxdercd as Qae
unit: = Batch €osting ' method is used efféctively by business

2 R N | enu-epreneur< engaocd in manu!.icmrmg of ‘nuts. and .bolts, mcd:cnm_s-

1 " - 'and other componcnrs which are -produéed in spegific batches. -

Lpeaifd ayda gy w&-;‘n‘r-ﬁ .

I FUY S Do

Contx_-act or Terminal Costing: Foundationgf this method of costing
is based on job costing. It is gencrally used by business enterprises
engaged in the business of house building and civil certractors. The
contract entered into is consxdered as Lhe cost, unit and -relevant ccsts

£ v oy o —Y (XX S e o -
D owas e e i yny, LTl e
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i praasoare: accumu]atcd’accordmg_z R I YA o

i11) Mu.luple or Composite Cosung This method of costing is common
- amongst the enterprises engaged 1n the manufacture -of comp'lex producits,
e.g. aeroplanes, motor cars, etc. In such cases,. accurnulaton of costs is
done in respect of individual components {(consttudng the final product).
Thereafter, their total is taken to arrive at the total cost of the product.

i1)-
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Process Costing: This method of costing is used by those manufacturing
sectors, which are engaged in the manufacwre of products in a contpual
mdnner on an on-going basis, e.g. gas, chemicals, oil, paper,-etc. In case of
such industres, it is not easy to compute the costs of specific units; the
average of total cost is taKen for the number of units praduced. For the
monitoring & supervision purpose,. me total ~COSt. and pcx: umt cost - iS5

nompuxcdarcachsmgeof producion.” T T e »
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Process costing may be classified into followmg sub-catcgoncs
i) ~ Unit or Single Output Costing: ‘This method of costmg is "popular

| amongst the entrepreneurs engaged in the producuon of a single item,
; i.c. the end. products are identical in nature. Per unit cost is computed
by using snmple arithmetic, i.e. dividing the total cost by the total

11) QOperating (Semce) Costing: This method of.costing is common in
the business entities not engaged in manufacturing any product they

arc engaged in providing services, like education, transportanon powcr
CLLRINER : supply. Hosmtals* Eto: ¥ Calculanon*of ‘per - unit “cost-is dlfferent for
{ il "f'? different service providers depending upon the nature of services

provided. Examples of the .units are per student (college), per
passenger (bus), tonne/kilometres (Truck) bed/patlcm (hospltal) etc.

m) Operation Costmg Under this method of costing, the costs are
asscssed opcration-wisc (instead of process-wise). The undcrlymg
presumption of operation-costing is that the ﬁnal accomphshment is

. arnvcd through various operauons ia

1.1.11.  Techniques of Costing

_ chhmques of costing are of the following types: - .- - .
. 1) Historical Costing: Under this technique, the costs are ascertamed after -

. their incurrence. : S Sl

. ..2) . Standard Costmg. Under this. techmquc there are pre—determmed costs
... incurred at the time of optimum operational efficiency_ and unhsauon of

- resources referred to as the standard costs,. which are: compared with -the

actual costs. Variations between the standard casts and the actual costs

1

' .

: .

f become the basxs for initiating corrective measures. =
3

3) Absorption or Full Costmg Under this technique -of costing; a.ll costs
incurred in cornection with the process of manufactunng, .whether fixed -
;- COStsor. varable costs,-are tqke;n mto consideration for. mqwmputgugn of,,,

ek v o ) 8 TSRS
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¢ A ’ Variable or Margmal Costing:-As .the nomenclature 1tse1f indicates; only -
: variable costs pertaining to products or jobs are taken into consideration

| under . this technique. Fixed costs incurred in connection with (i)

production, (u) administrative work, (m) scllmg and-disaibuton; etc. are

charged to the profits of the business orgamsauon during the penod

. '
4 . -which they are incurred. . _ e

~5) Uniform Costing: Under uniform coi ing, applicatibh of sirrxilar oos'.tin'g

prmcxplcs is predicted and as such it should not be considered as a costing

: technique at all, It may be defined as the practice of employing standardized

.- ... . prnciples and methods of cost accounting, adopted by a number of business
LI eptrepreneurs ‘Standardization of: prineiples ‘and *‘methods maymnclude:the-»-

methods of costing, accounting classification including:codes, methods ‘of

:
.o




-.improving the «cost leadership of an organisation. It .involves

. desired benefits. The Japunese were the:first to come

4 - managers may

122,

} I Ll £ e P iy T e AL T RS Tt s
= betmitimted ) R R SR N SO L

. >
- R ey oty L

1.2.1.. . Meaning of Cost Management..~ " i .
Cost management is the process. of taking initiatives and decisions and ai

information relating to the costs.and evaluating the same resulti=~ in the cost
control. To achieve this, there should be constant: communication of the
information by’ the concerned managers. Cost management- should be
-incorporated by the companies as part of their policy’ document to reap the
out with this, concept and

is now followed worldwideé. Nowadays,- companies use ‘cost .management in

order to reduce various costs incurred by them.

Today cost management is considered as part of every business model. but .lhe_v
ail carry in their own way. It hds no single definition. It generally means the long-
run and the short-run planning done by the management to enhance the customer
satisfaction level and at the same time reducing the overall costs. For example,
managers are engaged in deciding about the quality of material (o be used, change

. in the plamt processes and product designs, eic. Aéc_ountipg .fnformation assists
* the managers in deciding this, but the-accounting-information and the system are

not cornplete as they are not the cost management. Cost management is a wider

ms in
gathering the

concept. Though it includes-controlling the costs, but it is.not just limited to this -

only. It also helps in planning and increasing the sales and the profits. For

example, in order to increase the revenue from operations and the profits;

opt for certain advertisements and sales promotion;expenses
R R R S A e R e T G R

A =T S e T

Objectives of Cost Management

Following are the objectives of cost management:

1) Spending Timely: Ensure that the expenditure is carmried out in terms of
the budget and the set standards. There do not exist any undue deviations;

IS e A A TR T

-2) Spending Wisely:Ensure that the value for tHe amount spent 1s obtained. =

No part of the amount. expended should g0 waste;

3) Spending Correctly: Ensure the expenditures are carried only for those
items which is required for; 5 : :

4) Spending Perceptively: Ensure that spc‘n'ding:_ versus  achievement.

I L
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1.2.3. Apphcatlon/Scope of Cost Management

The scope of cost management is as follows:
1) Cost Ascertainment: It involves collecting and analysmg (he details of the
expenses incurred. It also includes measuring the expenses at different !
production levels and to cstabllsh a relation between the production and the 2
-exp=nses.
“i) .With the difference in methods for the collection of the expenses, there §
originates the difference in the costing systém as h;stoncal costs,.

n) The difference in methods of the measurement 5 producuon ‘also §
results in the different methods of costmg as the spec:ﬁc order costmg

and the operatmg costmg

Thus, to establish a relation with the productxon and the- expenscs ‘there 8
exist different techmques of costmo such_ as maromal costing and i

. absorption costing:-—=: RTINS - : g

Z) ‘Proper- VIatchmo of Cost with Revenue: Under’ tl’us. penodxc statcxnents §i
are prepared to identify the cost ‘and the’ mcome data. nmatched with, Lhe :

revenue of that period.. . e gn e 3

* © 3) " Aids to Managemient: Cost managemént not only provxdes the details 1bout the:s
cost of the various products, jobs and the services, but also provndes with- the §
standard to be set for varicus costs. It helps in identifying the wastages: ‘and taking -;

..cormrective. and_preventive measures. Investigations and -policies are- rmade andz
conducted to ensure xhe most proﬁtable situation for the company <L L

3

4y Cost Control: Tt s1gmﬁes complying with the standards.” Certain standard
" cost levels are fixed and the actual costs incurred .then compare* with thatg
level. Any adverse deviation found ffom the $tandards' is ther ‘corrected.
'.’1
Certain techniques like standard costing and budgetary control are used to:
'carry out the cost aud:t and reporting of the cost related information.

Yy

= _. R T >la “
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1._.4 Cost Management Tools i e i
Some of the important .strategies of cost manaoement and their recent. basxc'
ideas are: SR :
Cost Management Tools j
- == - =~ -activity-Based Costing " ———————————
- - Target Costing
L:fc Cycle Costing . — . - ;
4 - = Total Quality Management
. [-‘ Lo .Bcnchma!k,”‘g . | \ Euncﬁgnal Anal'ysi*s': o
s gy 2 .I_-,,.. _ . Back flush Costdng —1 -
St PSR Rl e
- el s B e X s AP = 54 ) Sundis LY - } & s et Seade # 2F -f,.-f" 3-1&}«'»: T%?;-Ju.'f{;iw
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Computerised Costing in
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1) Activity Based Cosung. Under this ‘system, detail destription regarding the o
- .dxffcrent aclivities mvolvcd is made. They are formed the cost pools. Further,. i
. s\,

1t lmprovcs the accuracy of cost analysis by U'ackmg the costs to the cost :

objects. Cost drivers influence the. cost -of the product. In the present "
environment, now the scope of ABC analysis is extended and is now termed \

2)

- Target Cost = Acceptablc Sellmg Price — Desnred Profits

3)

>, e

S AP L E

5).

6).

. management tries to reduce the actual cost.-An attempt is always made to

- material and makmg the finished product

as ABM (ACtlvny Based  Management) and it focuses ‘on’ improving the

operauonal and the management ‘control. It .}zas now s:gmﬁcamly
incorporated in all the busmess areas. '

Target Costing: The target cost of a productis deﬁncd under this strategy -
#oLe sgg;yﬁes the“pncc at'which the:market: 1S"“"ady to accept the: product andi o

¥

““reduced by the“desxred' proﬁts. Tt 'dan beé'th athematwally (fenofed as,” e -'_“'

PN

L1 RN

“'If the target. cost happens to be less "than the dctual cost, then the

~compare the actual cost with the target cost. For all stages of a product. life
cycle, i.e.” planning,.‘designing and. purchasing of a new ptOdUCt
technique is used to control the costs.. . ; "9 -

S

Life Cycle Costmg It is a technique where the costs are momtored fora 2
product for its entire life cycle. The life cycle of a product consists of the

series of steps starting from designing ‘the product, purchasmg the raw_‘ff-_i;:_

{ ’( ";‘* o : ,; >, ;
. These steps include the activities of R&D, adrmmstranon, arketmg and
sales. In olden.days, emphasis was given on the third step, but: ptcsently the

full life cycle is.considered for the cost reduction. So, it hasfw_ldened ‘th
scope and- focus. of the cosung 87

and proccdurcs e framed by thc management to prov1de thc
with the highest satisfaction level. To achieve "this, the
functioning, reliability, durability and serviceability are impro
h.lcl'g means a_ contmuous olmprovcmcnt holds thc key at th

““ongoing process.:

xm.._ 4,_“_. e

Benchmarking: Under this approach a company not on.ly col Y,
its success factors, but also takes mto account the best .prac ices

leaders.in Lhcu scgmcnl

I‘unctxonal Analysis: This technique evaluates lhc )
. cost of every major function in the manufacturmg ﬁ
-is-to:-establish-a; deswed level of* perfor incesand
~achieve- the desired: performance ley %]g‘ ‘
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7) - ‘Back flush Costing: It is the reversal -of the allocation process of costs ar_xd
the cost is flushed through the accounting records as the wo.rks are 'zuound 11§
compleuon s'lagc. The process ot allocation is put on hold till the time goods
are finally manufactured or_sold. As soon as the goods arc co.rnplc(cd an.d
sale-of ‘finished .goods takes place, allocation of the costs is carried out. This

i SYStem is quite distinct from the traditional system, where the costs were

- 3llocated with the starting -of the production.. By adopting this:technique, {f.

' there is no requirement of -preparing the work in process account and the-'I
manufacturing cdsts are directly charged to the finished goods.

0

P 4V ) o Ve

8):. Re-Engineering: This technique focuses more on creating the competitive

B ot :‘:’vt"ad'\{antage. The managerial functions, are - recognised by_the_ﬁrm It is 2
<eiie L dynamic process “involving ‘re‘thinkihyg, ‘fe-designing ‘and’ regearingof . thes
. -business processes. The main areas being the cost; quality, service and the
==~ wea—.Speed. Many UHder-performing', sick' units, considers the same as a mode of
e revival by significantly reducing the costs. Cost accounting and <cost
management supports, this technique to be carried out in an effective manner.

. Computerised " Costing: The use of modem technology has changed
_ completely the processing,-analysing-and the controlling system: Nowadays,

the industries are found using the.computers for all their operations which
has brought accuracy. Computers are used to carry out accounting process
globally. It aids in providing the extensive database of the historical costs
and other information relating to the manufacturing process.
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1.3.1..  Introductiori - SR 1

Strategic, cost management has become an -essential area now days. While
formulating the strategy for the accomplishment of organizational overall ¥
objectives, different cost driver should be clearly identified. Identification of key 3

';,5 cost drivers helps companies to focus on key activities that will constitute almost i :

s e n20 %00l Lthe. total - costsyInview: ofdliis; Tthe - importance -of¢ strategic. .cost: 3 o=

3‘ ~ 777 77" managément should not'be underestimated. This implies that organization shoqld":; it
be installing. appropriate. framework of strategic cost management to reduce its

costs in key areas on which the success .of organization is heavily dependent. ;

N7

To give spotlight to the companies in this complex business model we have °
covered some important aspects of strategic cost management, This can be VEry -

~J

much helpful to thé business world. % ' -e~«-«----m.;, |
5 ©= 1.3.2. Meaning and Definition of Strategic Costi]
_ =~ Management _ e

; ] ’ - Strategic cost management is defined -as the application Offcbsliﬁgfiﬁfovﬂhai‘iénf

e 10, tHe_development -and,.im

plementation . of as:comp

any:s. strategy. .Rapid.}
il s‘w‘.\«;thw’l TR d"'
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hanges-in-the business-environment-andcorresponding changes'in product.
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manufacturing processes have. forced the organizations

to adopt a more bk

proactive and strategic approach towards costing. They realized _that costing
system should be flexible” -enough to ‘support changes in the business : I
environment and help management take better strategic decisions and control. % i-
- Yy
Strategic cost management can be defined as “Scrutinizing every proccas .

within your organization, knocking down departmental barmers. understanding - .
“your suppliers’ business, and hélping to improve their processes :

1.3.3. Applications of Strategnc Cost Management &
There are three basm business areas where ‘strategic cost managemem can be 3
- “izapplied::= AT SRR ; ‘ ;
“I)F’Strangy-‘A strategy ‘i general“terihs refers to a- pl‘an of action “that wﬂl- -,
shape the direction of organization's success. Companies of late have
realizéd the importance of clear articulatiofi “of- strategy and its effective

imp:iementation. Before formulating any strategy, the managermient should i B {1‘
think about the business model whether it is -still .relevant or need-to be.. N |-
changed? Or whether the objectives of the busmess are .gomg to bc Lo ./
accomphshed r.hrough laid-out strategy.- : P e T Sl 3id

The strategic cost managcmcnt framework provxdes a clearﬁpé; AC
addressing costs and dec:swns that affect them. Following are"‘the:sd'u:‘e :

— Customer
) Delivery
Fuanctions™ - Funcuon
Define the Nature Dchvcr Addcd

of the Business " Valueto the
- Customer §

*r(;,xmm@
th.
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O 2) Customer Dehvery Function: This step emphasises morc on value addition
with various activities such as marketing, sales; manufacturing, quality
assurance and control, sourcmg, procurement and logistcs, engmcenng and

2 | maintenance, customer sevice and technical support, etc. Excellence in those

activities can create a sort of competitive advantage for the company if it could
harness 1ts resources mtelhgently than |ts compcutors e

¥ - A »5)'““'Support Funchons. As the name suggests to support the coré activities of
4 business. some secondary activities are to be carried-out'which includes IT,
' Finance and Accounting, HR management. general administration. These
activities will facilitate the performance of the core activities'in a way that
3 -goalS:Q.fﬂ!e ,;,busmcss can- be* accomghshed ‘successfully® without:wasting i’

““lirnited resources. “They will also help-in’ synchromsmg the differént tasks"
which are to be carried-out sunultaneously p

1, 1.3.5.:- Stepsin Strateglc Cost Management
3 ~SCM mcludes following five steps. These stcps can be detaxled out as follows

ey S iy s At it

. Continuous Improvemcm B

""""" . 2 ssisicevssesvi s RO ......-...-..-. ...';o

- Analysis ?‘nd )
Recommendauons =
for C,hangc /

]

[

!

Planning and
Training -

Foct-Finding

3 ‘;2% 5

performance gaps and this. will help to bridge the-v,»g ) |
. already set beforehand: Modifying the targets will lﬁad fo‘"devclo ed
attack which will foster better internal communication v rganisati

Step 2: Planning and Trammg This pla)s a cruéc‘?:al
“strategic cost management progrixﬁhioaﬁiogmplemenn. he
should gather very efficient team members and tramf,:w
" up of project management structure will. facﬂuat
strategic cost management by clearly identifying ’

steenng gundancc and offenng ad hoc assistance.
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- Following are the main 'objectivg::’s of cost sheet: -~ -~ ; Lk

_74)- :The-Cost  sheétis i importani* 651 for ‘making managerial “decisions, -
T4 "making bids and cost control, etc. . : SR B

1) Historical Cost Sheet: Actual costs are used.for-preparing this type of cost '

Step S: Implement. 39
: entation: | _ -~
define respo ; n implementation sta e th ;
1€ monitl:)nprlbmues and accountability of cagéh x:d?\:xscth:ifka;odbc d?culs y
. C
e & and comective actjop should be the taken at :n olling, Y
mme. And this is how the co; N at each stage of

PREPARATION OF COS™ SHEL i
OF COST SHEET. 3
4.1. b2 ot o
1. ia } tMeamng of Cost Sheet
-~ .. This a
S iis c;f;?;tcso show the output during a paniculas period oF time. 1t 415 :
i 1; e 1cation "of~costs: The ‘data” for the ‘purpose of preparing this
e ected from various sources. Thijg¢ sheet is useful for the purpose
ol analysing total cost of production and Cost of sales e “
gz:ssl;:e;:;di stta_temen} which shows per uh;it éb#t.st.mctilré'- f;r various . X
. ction. It is important to id@htffy'-ihé's:agé of ‘p'foductimi and /
. . o . <

- single product.
Cost sheaet may be prepared for différ_ehi-'liine-pcrio"c;,s Eanging'-"fro.x;;’-:wé‘ci'dy to
annually. It bx-furcafes the costs into various categories such as prime, costs, Cost
of production’and total costs. The main classifications used are prife cost, cost. -
of producuon._works_cos_t and cost of goods sold. : R )

1.4.2. - Objectives of Cost Sheet = . -~ .- =

-~

1) _This statemnent shows total cost as well“as ¢ost per unit of production:
2) It also provides detailed ar_1alysi§ -of costs under various categories such as
material cost, labour cost,’etc. = : T - ,

3) It helps in making time series comparison. This is dohe by comparing
current costs with past costs and analysing the deviations. S

o ; o A i NI > e .
CUERANINTE IR e EIn S IR

1.4.3. " Types of Cost Sheet.'..

Historical and estimated data is used for the purpose of preparing costmsh'eg;; -

‘sheet. The statement showing costs after it has been incurred is known as

- historical cost sheet. . e

R

2) Estimated Cost Sheet: Estimated costs are used for pfe'paririg:“tﬁisfftypc; of .
The estimated cost shect is usually: prepared before the

cost sheet. : |
i fbcgin.ning of Qréducdon. Such cost. sheets grc usifu‘l_: foilla:xous plizogcs B
components of cost. The-esfimates are'made using:present conditions.and™ = f
" likely future conditions. 2 Bfm T

Sacg TS
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- Proforma of Cost Sheet

. Particulars- Total | Cost .
Q & ' _ S Cost (%) |[Per Unit
SR SN o 1 ®)
- Opening Stock of Raw Material . : . .

Add: Purchase of Raw Material
) Cammiage Inward

% Other Expenses on Purcha:se

ess: Closing Stock of Raw Material .
irect Material Consumed : P
// JAdd: Direct Labour/\Vage SR s rmeas g s s
e —.l_{Dxrcct Expensesx RS :
e Dlrect Cost/Prime Cost : "B W, :
‘|Add: Factoxy/Manufactunng/Production/Work ©verhead:
. . Facw.y Rent - LT .
.Powcr and Fue]
Haulacw Charges-
g Tndmccl Materjal ) ™
Supervisor Salary - .=
T \Depremalxon on Machmery
oo 0l and Watcr Charges, eic.
Factorv Cost . - ae =
Add: Opening Work-m'Progréss ) "
Less: Closing Work-in- Progress .
. Factory/IVIanufacturmg/Product:on/Work Overhead Cost

~Add Office and Admmxstrauon Overheads:
"Audit Fees - )

Du‘sctQ:Fet;;s oo L = .
Legal Charges ) - o
..Depreciation on furniture " B vl -

General expenses
Postage, Telephone,
Donation, Bank Cha
Omce Cost/Cost of Production
s st TAdd Opening Stock of. Finished Goods_ Rk TR A
fa e Lesss Closing Stock of Finished Goods ™™= aA syt s 3 i
Cost of Goods Sold L, e | =
Add:-Sellirig and Distribution" Overheads: B . 2
Trade Discount, ash Discount Allowed, Brokerage, Commission,
Sample Expenses, Branch Expenses, Delivery Van Expenses,

Adverdsement, Bad Debts, Free Gifts, After-Sale Scrvxce
—--..EXpenses of Catalogue and Price List, Daver

v

b s
Printing and Stauonary
rges, Insurance of Office, Jele,

-'-r -

, Salary; etc,
Total Cost ; . ] —_—_
[Profit/ILoss " \ ; -
ales -
Note:

-1) Factory overhead can be- charocd -on the basis of léb‘our cost.

2) .,Ofﬁee -and,administrative “€xpenses. and: selling- and: Glbmblﬂlﬂﬂ EXDCHSE

can be charged on the- ba31s of work'cost or factory o4 1] e S

¥
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