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Cost Accounting may be defined as “Accounting for costs classification and analysis of

expenditure as will enable the total cost of any particular unit of production to be

ascertained with reasonable degree of accuracy and at the same time to disclose exactly

how such total cost is constituted”.













Concept of Inventory 

Accounting Standard 2 (AS-2)

Tangible Property

1. Sale in the ordinary course of Business

2. In the process for production for sale

3. For consumption in the production of goods or services for sale, including maintenance 

supplies and consumables other than machinery spares

Forms of Inventories:

1. Production inventories: raw materials, parts, components used in the production process

2. In process inventories : semi finished goods, lying at different stage of production

3. Finished Goods inventories: products ready for sale

4. Non production inventories : office stores, machine parts, soap, lubricating oil, etc

5. Scrap inventories: scraps are also sold as form of inventories



Types of materials

1. Direct Materials: materials which are identified with the finished products. Such costs are identified

with the finished goods. Wood in furniture, raw cotton for making clothes

2. Indirect Materials: small value and do not form part of the finished goods. Nuts, pins, screws,

consumable stores, cotton waste etc.

Responsibilities of purchase departments

1. To know the exact specification of materials

2. To know the sources of such materials

3. To continuously search for new sources of supply

Functions of Purchase Department 

1. Choosing sources of supply.

2. Interviewing Suppliers 

3. Obtaining quotations

4. Procuring materials

5. Maintenance of records

6. Approving invoices



Purchase Procedure

1. Receiving request for purchase of materials from stores officers

2. Inviting tenders and quotations

3. Receipt of quotations from suppliers and selecting the suitable suppliers

4. Initiating purchase actions

5. Receiving of materials after proper inspection

6. Transaction with the suppliers

Purchase Requisition

1. Store keeper regularly processes the production level and the store keeper observes that the material 

has reached the reorder level

2. Production planning and control department prepares the bill of materials

3. The plant engineer and work manager maintains the capital asset for their construction

4. Any other person in charge of the department maintains office stationary, safety measures, painting 

and cleaning

5. Purchase requisition is sent for purchase of material of right quality, quantity, in right time







Methods of Purchasing

1. Centralized Purchase: Purchase by a single person or through a particular department

2. Decentralized Purchase: Purchase by a number of persons or through a number of

departments



Goods Received Note: prepared by accounts department with reference to purchase order. 



Functions of a store keeper

1. To receive materials from receiving department and checking them

2. To issue materials to production department against material requisition note

3. To maintain upto date record of receipt

4. To report on waste, scrap, and obsolete stock

5. To keep the store clean and tidy

6. To enter all receipts in the bin card










