
COST ACCOUNTINGCOST ACCOUNTING

DEFINITION

 Cost accounting g
 a type of accounting process that aims 
to capture a company's costs of production 
by assessing the input costs of each step of 
production as well as fixed costs such 

d i ti f it l i tas depreciation of capital equipment
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DIFFERENCES BETWEEN MANAGERIAL
ACCOUNTING AND FINANCIAL ACCOUNTING

Cost (managerial) Accounting Financial Accounting

 Internally focused
 No mandatory rules

 Externally focused
 Must follow externally 

g

 No mandatory rules

 Both financial and non-

 Must follow externally 
imposed rules

 Financial information
financial information 
(subjective)
E h i   th  f t i i l i i Emphasis on the future

 Decisions based on very 
detailed information

 Historical orientation
 Information about the 

firm as a whole
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3
firm as a whole

COMPONENTS OF COST
 Direct materials
 materials that are directly used in making the 

product, also known as raw materials
 Ex. wood used to make tables or furniture

 Direct labor
 labor directly involved in manufacturing the product, 

including people working with their hands or including people working with their hands or 
operating machines used to manufacture the product

 Overhead Overhead
 any cost or expenditure incurred in a project or 

activity, that does not directly contribute to the 
progress or outcome of the project or activityprogress or outcome of the project or activity. 4
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STATEMENT OF COST OF GOODS MANUFACTURED
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STATEMENT OF COMPREHENSIVE INCOME
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STATEMENT OF FINANCIAL POSITION
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VOCABULARIES
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VOCABULARIES
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FINANCIAL RATIOS ANALYSISFINANCIAL RATIOS ANALYSIS
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F RFINANCIAL RATIOS
Liquidity Ratios Efficiency ratios

 Current ratio
= CA/CL

 Total Asset Turnover
= Net Sales/TA

q y y

 CA/CL
 Quick (Acid Test) ratio
= (CA-INV)/CL

 AR Turnover
= Credit Sales/Average AR
 Collection period Collection period
= 365/AR Turnover
 INV Turnover
= CGS/Average INV
 Inventory Conversion
= 365/INV Turnover
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F RFINANCIAL RATIOS
Leverage Ratios Profitability ratios

 Debt to Asset ratio
= TL/TA

 Gross Profit Margin
= (Gross Profit/Net Sales) * 100

g y

 TL/TA
 Debt to Equity ratio
= TL/E

 Net Profit Margin
= (Net Profit/Net Sales) * 100
 Return On Assets (ROA) Return On Assets (ROA)
= (Net Profit/TA) * 100
 Return On Equity (ROE)
= (Net Profit/E) * 100
 Earnings Per Share
= Net Profit/Number of Shares
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 Net Profit/Number of Shares

JUST FOR FUNJUST FOR FUN
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