
ACCT20001 Cost Management Topic Overview 

Lecture 1: Accounting Information for management 

Goal of cost management is NOT to minimize cost but to assist the organisation in achieving the goal of 

maximizing organisational net value. 

The value chain is the sequence of business functions in which utility (usefulness) is added to the products or 

services of an organisation: R&D, design, supply chain, production, distribution, service. 

Differentiate between financial accounting and managerial accounting, and explain how cost 

accounting is related to both. 

Management accounting measures and reports financial information as well as other types of information 

that are intended primarily to assist managers in fulfilling the goals of the organisation. It is the application of 

the principles of accounting and financial management to create, protect, preserve and increase value for the 

shareholders. It is relevant to implement corporate governance procedures, risk management and internal 

controls. 

Financial accounting focuses on external reporting that is directed by authoritative guidelines. Organisations 

are required to follow these guidelines in their financial reports to outside parties. 

The differences…financial accounting provides information used primarily by investors, creditors, and others 

outside a business (external users, thus prepared according to accounting standards). In contrast, managerial 

accounting focuses on information used by executives, managers, and employees who work inside the 

business (internal users, thus no external regulations). Management accounting encompasses financial, non-

financial and qualitative information which may be very detailed/aggregated, whereas financial accounting is 

usually disaggregated, lacking detail and tends to only focus on financial information. Management 

accounting reports can be produced over any timeframe, whereas financial must be produced annually. 

Management accounting shows emphasis on the future, and financial accounting on the past. 

Cost accounting measures and reports financial and non-financial information related to the organisation’s 

acquisition or consumption of resources. It provides information for both management accounting and 

financial accounting. 

Explain what is meant by ‘cost management’ and how it is related to managerial accounting and cost 

accounting 

We use cost management to describe the actions managers undertake in the short-run and long-run planning 

and control of costs that increase value for customers and lower the costs of products and services. E.g. 

managing costs.  

 

Explain the distinction and connection between planning and control 

Planning: Choosing goals, predicting results under various ways of achieving those goals, and then deciding 

how to attain the desired goals.  

Control: Covers both the action that implements the planning decision and deciding on performance 

evaluation and the related feedback that will help future decision making. 

 

The difference…Planning is the theoretical end of the activity, while control is the more applied end. 

Planning involves deciding what to do and when to do it. Control involves making sure that plans are actually 

taking place in practice and responding when things do not according to plan. Planning looks at activities 

sometime in the future. Control looks at activities that are happening now. The point being that there is an 



immediacy about control that is not there in planning. However, because control involves taking 

circumstances into account and re-planning (through feedback), control inevitably involves making plans (or 

more accurately, making new plans). 

(Accounting influences planning control and decision-making through budgets and other financial 

benchmarks, its systematic recording of actual results and its role in performance evaluation). 

 

Differentiate between decision facilitating and decision influencing roles of information within 

organizations, and explain their significance for the quality and completeness of accounting 

information. 

The difference between the two is in terms of when the decision is made relative to when the information 

becomes available. If the decision is made before the information becomes available, then it is decision 

influencing and the other way around would be decision facilitating. 

E.G. if I haven't seen the information (before) and I need to make a decision, my decision will be influenced 

by this information that I am yet to receive. A simple example is when you are influenced to study hard for 

your MST before knowing your marks for it. 

Once you have seen this information, you can then make further decisions based on it. This means it 

facilitates your decision making process so that you can choose the best available option. 

Decision-facilitating -  

Decision: How many employees should I hire for Financial Year 2014? 

Information: Sales revenue for Financial Year 2013 (available on 30 June 2013) 

Time of decision: 10 July 2013 

In this case, the decision is made after the manager has seen the information - decision facilitating purpose 

 

Decision-influencing -  

Decision: Should I work hard this year to increase my bonus? 

Information: Profit for this year 

Time of decision: At the start of the year 

In this case, the decision is made at the start of the year. However, profit for the year isn't available until the 

end of the year. But we know that the manager's bonus is tied to the net profits made by the company. 

Therefore, the profits (although not available yet) influences the manager to work hard/slack off. 

 

Differentiate between long-term and short-term from a cost management perspective. 

If a company emphasises creating long-term value for shareholders, they are likely to outperform those that 

focus on preserving shareholder value in the short-term. Companies whose primary focus is on internal 

control and value preservation do not increase their stock market value as effectively as those that look for 

opportunities to create value. 

Short term is usually the end of the operating cycle and long term is after that. 

 

Describe the six-part framework. 

1. Clarify the decision problem 

2. Specify the decision criteria 

3. Identify (viable) alternatives 

4. Collect relevant information 

5. Evaluate and compare costs and benefits of each alternative 

6. Make a decision. Choose. 

 

The PIER cycle 

- Plan (budget): which products/services to offer? What resources to acquire? Where to sell them? 

- Implement: implement the plan. Use resources to make the product/services. Set performance targets to 

motivate employees to achieve the formulated plan (this stage has elements of both planning and control, e.g. 

use of resources = planning, targets = control) 



- Evaluate: measuring actual performance and trying to understand the reason behind any deviations between 

the actual and the planned results. Which reasons should be investigate? Which are normal, so we shouldn’t 

waste our time? 

- Revise: where we correct, and if necessary, change our beliefs about the best products/services to offer, the 

appropriate amount, the feasibility of performance targets, etc. This updated information then feeds into future 

planning and control decisions.   

 

Lecture 2(a): Fundamental cost concepts 

Explain the concept of a cost object and how specification of the cost object is critical to classification of 

costs 

Cost: A resource sacrificed or forgone to achieve a specific objective (usually monetary). 

Expense: The diminutions of assets (e.g. depreciation). 

Cost objects: Anything for which a separate measurement of cost is required (e.g. east-link freeway, any 

product, service, project, customer, brand category, activities, department, programme; divisions/departments 

and organisation as a whole). 

Cost accumulation is the collection of cost data in some organised way through an accounting system. 

Cost assignment is the general term for (1) tracing accumulated costs to a cost object or (2) allocating 

accumulated costs to a cost object.  

- Costs that are traced to a cost object are direct costs 

- Costs that are allocated to a cost object are indirect costs 

A costing system accumulates costs and then assigns these costs to cost objects. 

 

Explain the key characteristics that distinguish direct costs from indirect costs 

Direct costs of a cost object: Costs that are related to the particular cost object and that can be traced to it in 

an economically feasible (cost-effective) way (traced). These are more accurate than indirect costs. 

Indirect costs of a cost object: Costs that are related to the particular cost object but cannot be traced to it in 

an economically feasible (cost-effective) way (allocated). 

 

Explain cost drivers, variable costs and fixed costs 

Cost driver: Any factor that affects/drives total costs. That is, a change in the level of the cost driver will 

cause a change in the level of the total cost of the related cost object. It is usually the number of something 

(e.g. number of research projects or number of sales personnel or number of items distributed). 

A variable cost is a cost that changes in total in proportion to changes in the related level of total activity or 

volume.  

 

Total variable cost changes as volume changes and 

variable cost per unit remains the same over wide 

ranges of volume within the relevant range. 



A fixed cost is a cost that does not change in total despite changes in the related level of total activity or 

volume.  

 

Total fixed costs remain the same even when the 

volume changes and fixed cost per unit goes down 

as volume goes up. 

 

 

 Direct cost Indirect cost 

Variable 

cost 

Cost object: Assembled car 

Example: Tyres used in assembly of 

car 

Cost object: Assembled car 

Example: Power costs where power 

usage is metered only to the plant 

Fixed cost Cost object: Assembled car 

Example: Salary of supervisor on 

cars assembly 

Cost object: Assembled car 

Example: Annual lease cost at plant 

line 

 

Explain the concept of relevance as it is used in cost management  

Relevant range: The range of the cost driver in which a specific relationship between cost and the level of 

activity or volume is valid. A fixed cost is fixed only in relation to a given relevant range (usually wide) of 

the cost driver and a given time span (usually a particular budget period). E.g. fixed cost of rent is only valid 

up to the capacity of the building. 

Sunk cost: a cost that has already been incurred and thus cannot be recovered/changed no matter which 

action is taken. 

Controllability: the degree of influence that specific manager has over costs, revenues or other items in 

question. 

Controllable cost: any cost that is primarily subject to the influence of a given manager of a given 

responsibility for a given time span. 

Differential cost: difference in total cost between 2 alternatives. 

Opportunity cost: the contribution to income that is forgone by not using a limited resource in its best 

alternative use. The value of whatever we must give up to get it (the value of the next best thing we might 

have had instead). 

 

Lecture 2(b): Resource flow and basic cost classification 

Distinguish between service-sector, merchandising-sector and manufacturing-sector companies  

Service-sector companies: Provide services or intangible products to their customers (legal advice or an 

audit). These companies do not have any stock of tangible product at the end of an accounting period and 

therefore no COGS but have an operating income. Companies include law and accounting firms. 

Revenue – Expenses = Operating Income. 

Merchandizing-sector companies: Provide tangible products they have previously purchased in the same 

basic form from suppliers. Merchandise purchased from supplies but not sold at the end of an accounting 



period is held as stock. The merchandizing sector includes companies engaged in retailing, distributing and 

wholesaling.  

AASB102: Merchandizing inventories 

11: Cost of purchase – net purchases + freight in. The cost of purchase of inventories comprise the purchase 

price, import duties and other taxes (excluding recoverable taxes i.e. GST), transport and handing costs 

directly attributable to the acquisition of finished goods, materials and services. Trade discounts, rebates and 

other similar items are deducted in determining the costs of purchase. 

BALANCE SHEET: Inventoriable costs = Net purchases + Freight-In = inventory. 

INCOME STATEMENT: Sales revenue – Cost of sales = Gross margin 

                 Gross margin – Operating expenses = Operating income 

Inventoriable costs: costs associated with the purchase of goods for resale or costs associated with the 

acquisition and conversion of materials and all other manufacturing inputs into goods for sale. They become 

part of COGS when the goods are sold. 

Operating costs: all costs associated with generating revenue, except for COGS. 

Manufacturing-sector companies: Provide tangible products that have been converted to a different form 

from that of the products purchased from suppliers. At the end of an accounting period a manufacturer has 

stock that can include direct materials, work in progress or finished goods (computers, food processing and 

textile companies).  

AASB102: Manufacturing inventories 

11: Same as above 

12: Costs of conversion – to make raw materials into finished goods. The costs of conversion of inventories 

includes costs directly related to the units of production, such as direct labour. They also include a 

systematic allocation of fixed and variable production overheads that are incurred in converting materials 

into finished goods.  

Fixed production overheads are indirect costs of production that remain relatively constant regardless of the 

volume of production, such as depreciation and maintenance of factory buildings and equipment and cost of 

factory administration and management.  

Variable production overheads are those overheads that vary directly or nearly directly with the volume of 

production, such as indirect labour and material. 

INCOME STATEMENT: Sales revenue – COGS = Gross margin 

                 Gross margin – Other operating costs = Operating income  

Additional notes: 

Prime costs: All direct manufacturing costs (labour + materials). 

Conversion costs: All manufacturing costs other than direct material costs. These costs are for transforming 

direct materials. 

Differential costs: Difference between the costs of two alternative decisions. 

Opportunity costs: The loss of potential gain from other alternatives when one alternative is chosen. 

 


