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Role of Cost Accounting in Business Planning, Control, and Decision Making

From your Brutha…
Take care…..
“The modern financial and cost manager is hardly the stereotypical image of a cost accountant but of a successful business consultant” (Hilton et al., 2006). Evolved organizations are leveraging cost accounting techniques to optimize decision making, by better developing planning and control. Cross functional analysis of cost driver data can be transformed into essential depictions of how well resources have been allocated to activities.  Leaders should consistently have access to this kind of information, while employees should value the cost accounting analysis as a means to help the organization goal, thus securing a stronger career path.
When cost accounting measures are implemented, three general areas are developed within an organization: philosophy, attitude, and techniques. Cost management philosophy should grow based on increasing value, while minimizing cost. A prevailing attitude should be that costs always occur as the result of decisions. Proven techniques must be established to measure results and support strategic intent.
Analysts are charged with the responsibility to analyze past data, and to make sense of how activities can be best prioritized to leverage cost strategies. Management can improve planning frameworks and consistently expand efficiencies, by assessing how the financial position relates to cost drivers (activities that cause the costs to be incurred).

Conducting benefit-cost analysis helps to identify organizational strengths and weaknesses in the cost assignment system. This process will reveal opportunities for savings, however, should be approached with caution.  When participants are closely connected to projects, the benefit-cost analysis can be jeopardized due to bias and career interests.  In order to protect the objective view of the assessment, using employees from distant departments can help produce more honest results. 
Management may also decide to use benefit-cost variances to compare planned versus actual results.  This is primarily used to evaluate quantitative information, yet qualitative results may also be processed and in someway quantified.  After significant differences are found, analysts can investigate root causes and improve variance results in the future.
Cost accounting systems can significantly grow a company by helping organize the value chain into various areas.  Every activity, process, and function deserves appropriate levels of attention in order to achieve greater value and efficiency. “You can’t be successful in business unless you understand what it costs to make your product, then you must manage that cost diligently to consistently deliver value to customers at a price they will pay” (Hilton et al., 2006).

Before implementing a cost management system, employees must learn that costs are actually the process of leveraging resources to reach a result. In addition, terms such as expense (cost incurred to generate revenue), product cost (assigned to goods), and cost of goods sold (product costs as expense) should be well understood.  Fundamental elements of cost accounting also include a conceptual framework that should be clearly communicated.  For example, employees should learn that every activity can be linked to the firm strategy, optimally prioritized, and subject to cost management benefit cost analysis.  This knowledge creates a single stream of strategic structure oriented thinking that helps direct day-to-day interactivity.
Ethics

Ethics and strategic cost decisions are inseparable.  The recent ethical challenges of Enron have increased public awareness of the necessity for accountability.  As a result, new standards are expected and now legally enforceable.  Behavior patterns within an organization should be carefully guided, and supported by reflective policies.  Many causes of unethical behavior are often the result of personal pressures, and ultimately lead to wasted time and resources.  Examples of causes are bias, greed, reputation and competition.


When cost accounting information is reported untruthfully, employees will base decisions on faulty data, and potentially ruin opportunities for profitability and sustainability.  In addition, careers can be destroyed because of misstated information.  The firm must consistently remind employees (especially those with extra need for recognition) that unethical behavior is forbidden and punishable. Perhaps the use of real stories, and a cross checking system will assist in supporting an ethical environment.
Absorption and Variable Costing

“Variable costing dovetails much more closely than absorption costing with any operational analyses that require a separation between fixed and variable costs” (Hilton et al., 2006). Absorption costing is the traditional approach that developed from labor intensive environments and focuses on volume-based/unit cost allocations. Variable costing allocates overhead to goods as a product cost, separate from direct material and labor. The difference between the two systems is that absorption applies fixed overhead to product costs until goods are sold, and variable costing views fixed overhead is a period expense.

Separating variable and fixed cost has become a natural effect of automation efforts within the global economic community.  Most managers will prefer variable to traditional accounting practices, because absorption costs can distort product costs.  Each product generally contains different elements of both direct and indirect as materials; therefore, variable costing is mostly preferred. On the contrary, many managers prefer absorption costing with the attitude that fixed overhead should be part of the product cost. 

In conclusion, choosing a cost accounting system depends on the strategic intent of the firm.  Initially, any concepts relating to the use of cost practices can lead to potentially improved resource allocation.  Techniques such as benefit-cost analysis should always be used regardless of final decision-making methodology, and consequent costing systems will reflect the degree of attention given to improvement-based thinking.
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