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DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
referencing this publication are requested to follow the Fair Use Policy of giving due credit to
UNIDO.
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PION: - Lhe o mrncas of Chde maper 1a, obviously,

o alve A cLoar witerswonding of coat accounting and
budgetary tecinicuse for practliang and potential
Manageres, Conuuyuatiibiyy L dinten' S0 confin: myself to
the bare ess. it ti witut g into too mch detail.
Por those whu 7 int 1oate dr a mars s=2rious study of
these techniqu.n, ~ 'ier Ham D2 Sho various textbooks
which give n more T4, nvous treatment of the subjectes

However, 1 sna L endeavorr in thio short paper %0
give anmwers to tho Joloving qaontionsis

1, What ar. . cost .cov arting and budgo taxy
toernique s srd how ere they ralated to the
sther acco iitunsg ek yques?

2, What atcps are frwaaved dn installing cos%
account.iiy, “nd budeetrry gyatens?

3. What ar. th tyruee of cout systems and budgete?

4, lastly, ilw .nn manngoement mak: use of theee
new techriques in dectaion making?

) iﬂg ﬁiﬁm?gﬂﬁ*mmc AND THEIR RELATION TO OTHER

Cost accounting and budgeting techniquus are a part of
what i8 now ¥mown as Manugement Accountancy which aleso includes
ginancial accountin.t, r..turinl control, inbour control,
production contr 1 and the reporting aystunse. The tendency
now 48 to use ul. oo technigues topznther to agsist various
levels of munagumen® b run thely areas nf r<sponsibility
more efficiently.

Pharc are scven Loyor processas insolved an managenent
accountancy tecnninncni-

1, Poreswuiine

2. FPlunirng
In tho e two nertioned processes we decide
ahit 50 ul. bLe dome und prepare plans to achieve
the deusirci nhjectivoa,

3o Organiei: Lefin authority and responsibilities
elenrly.

4, Motivatin;: Lutabl.ehing aound lendrship and
getting the most out of employces through a high
atandary ¢ momle ond co=operations

5, Co-ordirniting: ALl the activitics of a project
ehould b co-ordinatad in such a way that all
units oporate at the highest degree of efficioncy
and produce miximum profit.

6, Controlling:= This involves couparing actual
performance with the standard to ascertain
whether there ave nny deviations and taking
corrective aotion.

7. Communicating: Transrdtting instructions and -
infrrmetion, not only within the organisation,
but als. +~ outeiders like customers, suppliers
and cth rr,




In other vari~. i:7 . . S vovp
an dmportant roln .o ntanc et by rmd fY Lo
{noomoeivabl: fcx ~:, ot aovay ol AoLoatiy

without the ail o° “uete tucho b v’
1. GRS INSTALGy S LTALCT Do JAUTY SYRIEL.

. Whenever - :..i .” vy 'y e e L. montrol systen
{s being introducac, whr.? anept cheoald Yo followed =

A, Burvey cf e .ine v e Yo s1ady prodblems

B, Preprratt . T .roro LY ¢ rennd jodb
degoripilons.,

O, Denipn Sysven: s

1, Materiui acni oy sr:toT mrim will etert
from tae point oF ortesial up to the poir~

1

of 1ecediviv g s lonois g foon ytore,

2. L bour Goatrc.. v e Thia incluades all
4he proceduit . -+, niment to payine
out waze,

3¢ Mnaneinl noonint. seo(ehnrs of

accounts ot oLowet Yo and
vourhere)

4. Cna% raco.atnr

c,oraie S0 hrre and roding of:

P monoarta
. T, oo Andireet
AR T M.

v i 4rect ladvour

e ~ -~
e oty Toed and
P e Sl e
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Y Tyt e sancnsdpands  anA

D. Dafire brati e -
B, Desigu UG D RPN S T

P, Imploment Lo T 7ioUe B and " ~indng
Yhs st lf,

G, Follow-up thi Byuy.ri..

b

T4 should or aparont . . L ~cerv compaly has
got these systoms implemontoc. wony oMl SN have only
got finanoial acounting and nofunl noah cyotemse And

4, needlesu to sy, thcse o panien canmot honefit
from actunl cost eystem. unlenu ‘hoy ard
implemented in conjuotion with rudgeirnry and mtandard

oost systems,




111, H‘Es OF CCST (YSTIMite  Cont SC00UNLiNgG SYotens

UV ded Lt .
~ Atrndort Tonts
w Jrix Drder Coete
- Prenese Coatn

Howover, ln practiecal experience, combinations
of all thr.c types w~iil be found,

S_OF BUDGETS*~ Budg. €9 Are used for future
planning and zortrol wnd they consist of the
followingi-

A, Operating budgcte, These show planned
operations for thu forthcoming poriod. The
operntiong incluicte

1) Sales
ii) Production
i1i) Stocks
iv) Purchueing
v) labour
vi) Costs

- Manufacturing
- selling & distributing
~ Administration

vii) Forecastced profit and loss

viii) Balance Sheet forecast

These will show physical quantities and
monetary valuco

ix) Financi:l Budget, snowing the
anticipnt:d sources and uses of
funds. [Cash Flow)

x; Capita)l Budget showing nlanned
changes in ?ued Asacts,

IVe COST ACCOUNTING, BUDGETING AND T

I havc already indicated the importance of
cost accounting nnd budgeting to managemant, Hero,
I am going to ~ive gome examples of the value of
costing informativn in arriving nt conclusions which
g.llow manigement £ maximite profits or minimise

osscs,

As you may be aware onc of the main probloms
in deeision making 12 to pre~-deteruine, the effect of
8 given docision »n th: long=term efficicncy of the
business, Somc of thc problems which may be solved
by tho usc of cost nccounting and hudgeting tochniques
arel=

1) Profitability of departmonts or
products

?) Pricing of products

3) Suepciding activities (closing dowm)
4) ¥a. 0 or buy decisi ne

i
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5) Expand or by deciul ot
6) Comptiriny Micosines nd rannunl labour

A, As an example of prefitabry of Jdepartuenvs or producis,
consider compary S whica vanufaciurc: tarec products A, B, nn¢d
C, The cost of vuach .t ol e .-
]
- k c
e ohiL T elha UeSha
Salea/Revenu: | oot L RGL00 120,000
Direct Costs
(Direct Materini:

direct labour % otrer
xpenses ) 484000 30,096 92,000

Contribution 112,000 5C 090 28,000

4 Contribution
YF 62k ¢

Product A im more profitable tharn the other two. ARg
other words, the mcre of produc* A that the company produces,
the more profit 1t maukes 1f the marketl accepts excees
quantities and if other comoperating faciors like labour and
machines are availabdle.

3. Exieing

As 3 ruie, trc manngement of any company should be
very ocautious when fixing the price for any new producte.
Alternative courses of action should be censidered, that
is what percontage of profit should be adopted, The
following oxample will illuatratc thc situation, 3 Company
{s marketing a new product, and this is the information
presented to the manageron of the compan :=

1. Porcentage of prafit for other products
of the company is 5% of total costs.

2, The quantity that can be sold if price
is fixed at a profit margian of 25% is
estinated at 10,000 unita,

3, The wut coet of this product is 20/~
at this expected level of production.

4. The quantity that can be sold if the
profit margin ie 154 of coste 18
estirated at 20,000 units, At this level
of production the cost por unit is
UoSh'o 18/-

5. The exprcted yuanctity to be solda-if
profit margir. {s only 10% is 100,000
units and cost por unii at this ilvol
of production i3 U.She. 17/-




Decision:~

(1) & of Profit 25% 158 108 |

(2) Expecte: unntit .
to be acld 20,000 2ty 000 100,000

(3) Cost per uni* )

(Uoshﬂ) 20U/ - ld/- 17/-
(4) Selling Price

(U.Sha 25/= 20/10 18/17
(5) Total Cost of

expocted quiintit ‘ :

to be sold(UeShe 200,000 360,000 1,700,004
(6) Sales (UeShs) 25,0000 Ki4,000 187,0000

Net Profit £ - 5(U.Sha)  50,00C | 54,000 170,000

l

It ia clenr tht mrapcnont will find the decision to
roduce 100,000 uni*ts that rar he anlid at n profit of
0% is the brgt,

Thesc twr xumrles give n ~vimple idea about the
importance of cort nd budgetirg informtaon for decisione
making and c¢tfizi ot rmuning of v companys Other examples
can be given for (o o thor e Llome Tisted above,

In concluazt n, i wigh *~ =rrieas the hape that in
this short payer, 7 ave aiver 1 o dear plteture of the ew
techniques of ~cor accountaney and tudgcting aystems,









