
Cost and Management Accounting I 
Chapter I.  Fundamentals of Cost Accounting

1.1 Definition of Cost accounting and Managements accounting
Accounting is a major means of helping managers 

a. To administer each of the activity  or functional areas offer which they are responsible and

b. To coordinate those functions within the framework of the organization as a whole.
Accounting provides information for three major purposes:

1. Routine internal reporting for the decisions of managers.

2. Non routine internal reporting for decisions of managers.

3. External reporting to investors, government authorities, and other outside parties on the organization’s financial position, operations, and related activities.

Management Accounting 

· Measures and reports financial and non financial information that helps managers to fulfil the goals of the organization.
· Concerned with providing information to mangers, i.e. people inside the organization who direct and control its operations. 

· Focuses on internal reporting.

Financial Accounting

· Concerned with providing information to stockholders, creditors and other who are outside the organization.
· Focuses on reporting to external parties. 
· It measures and records business transactions and provides financial statements that are based on GAAPs. 
Managers are responsible for the financial statements issued to investors, government regulators, and other outside parties. Therefore, managers are interested in both management accounting and financial accounting.
1.2 Management Accounting Vs Financial Accounting
· Since planning is such an important part of the manager’s job, managerial accounting has a strong future orientation. But financial accounting primarily provides summaries of past financial transaction. The difficulty with summaries of the past is that the future is not simply a reflection of what has happened in the past. Changes are constantly taking place in economic conditions, customer needs and so on. 
· FA data are expected to be objective and verifiable.  However, for internal uses the manger wants information that is relevant even if it is not completely objective or verifiable. By relevant, we mean appropriate for the problem on hand.
· Timeliness is often more important than precision to managers. If decision must be made, a manager would much rather has a good estimate now than wait for a week for a more precise answer. In addition MA places considerable weight on non monetary data. For example, information about customer satisfaction is more important even though it is difficult to express in monetary value.
· FA is primarily concerned with reporting for the company as a whole. But MA primary focuses much more on the parts, or segments of a company. These segments maybe product lines, sales territories, divisions, departments or ant other categorization of the company’s activities that management finds useful.
· FA statements prepared for external users must be prepared in accordance with GAAPs. External users must have some assurance that the reports have been prepared in accordance with some set of ground rules. MA is not bound by GAAPs. Managers set their own ground rules concerning the content and form of internal reports. The only constraint is that the expected benefits from using the information should outweigh the cost of collecting, analyzing, and summarizing the data.
· FA is mandatory; that is, it must be done. But MA is completely optional, so the important question is always, “Is the information useful?” rather than, “Is the information required?”
· The field of managerial accounting is less sharply defined. That is to say that managerial accounting makes heavier use of economics, decision sciences, and behavioural sciences. The field of financial accounting, in contrast, is more sharply defined. This means that FA makes lighter use of related disciplines.
	Features
	Managerial Accounting
	Financial Accounting

	Users of Information
	Managers at various levels within the organization.
	Interested parties outside the organization.

	Level of Aggregation
	Detailed information on subunits within the organization
	Summarized information on the company as a whole

	Information type
	Economic any physical data as well as financial data
	Financial data

	Regulation 
	Unregulated, limited only by the value-added principle.
	Regulated by GAAP.

	Information Characteristics
	Estimates that promote relevance and enable timeliness.
	Factual information that is characterized by objectivity, reliability, consistency, and accuracy.

	Time Horizon
	Past, present, and future
	Past only, historically based

	Reporting Frequency
	Continuous reporting
	Delayed with emphasis on annual reports

	Sources of data
	The organization’s basic accounting system plus various other sources.
	The organization’s basic accounting system.

	Delineation of activates
	Field is less sharply defined.
	Field is more sharply defined

	Report Requirement
	Not mandatory
	Mandatory for external reports


Cost Accountancy is an essential part of accountancy, which has been developed to meet the managerial needs of business. Starting off as a branch of financial accounting, cost accountancy has developed so fast in the last few decades that it is difficult to give suitable definition, which fully covers its scope.

Further cost accountancy is regarded as the science, art and practice of s cost accountant.

· It is a science in the sense it is body of systematic knowledge having certain principles, which a cost accountant should follow for the proper discharge of his duties.

· It is an art, as it requires the ability and skill on the part of a cost accountant in applying the principles of cost accountancy to various managerial problems.
· Cost Accounting primarily deals with collection, analysis of relevant cost data for interpretation and presentation for various problems of management.

· Cost accounting is a management information system, which analyses past, present, and future data to provide the basis for managerial decision making.
· According to Charles T. Horngren Cost Accounting is “a Quantitative method that accumulates, classifies, summarizes, and interprets information for three major purposes: (i) Operational planning and control (ii) Special decisions and (iii) product decisions. 
· In general, cost accounting is thus concerned with recording, classifying and summarizing costs for determination of costs of products or services, planning, controlling and reducing such costs and furnishing of information to management for decision making.

Cost Accounting

· Provides information for both management accounting and financial accounting.

· It measures and reports financial and nonfinancial information that relates to the cost of acquiring or consuming resources by an organization.

Includes those parts of both management accounting and financial accounting where cost information is collected or analyzed
Thus Cost Accounting is concerned with

· Accounting the costs

· Controlling the costs

· Reducing the costs
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