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Cost accounting

In order to complete this chapter, you should already:
•	 be able to define and explain the cost concepts, namely direct and indirect 

labour, direct and indirect materials, factory overheads, prime, variable and 
fixed cost and work-in-progress

•	 understand and apply internal control processes and ethics to a 
manufacturing business.

This chapter will cover:

Calculation of
•	 variable and fixed costs
•	 cost of a product using 

variable and fixed costs
•	 unit costs
•	 contribution per unit
•	 break-even point

Balance Sheet Accounts 
Section
•	 raw material inventory

•	 work-in-progress 
inventory

•	 finished goods inventory

•	 consumable stores 
inventory

Cost Accounts Section
•	 direct (raw) materials cost

•	 direct labour cost

•	 manufacturing overheads 
cost

•	 administration cost

•	 selling and distribution 
cost

Nominal Accounts Section
•	 sales

•	 cost of Sales

•	 raw  materials issued

•	 factory wages

•	 factory electricity

•	 factory rent

•	 depreciation on factory 
equipment etc.

Ethics
Internal control

Cost accounting

On completion of this chapter, you should be able to:
•	 calculate variable and fixed costs, cost of a product using variable and fixed 

costs, unit cost, contribution per unit and break-even point
•	 prepare Balance Sheet Accounts Section: raw material, work-in-progress, 

finished goods, and consumable stores inventory 
•	 prepare Nominal Accounts Section: sales, cost of sales, factory wages, factory 

electricity, factory rent and depreciation of factory equipment

•	 prepare Cost Accounts Section: direct/(raw) materials, direct labour, factory 
overheads, administrative, and selling and distribution 

•	 integrate internal control and ethics in a manufacturing business 
environment.


