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SECTION 1. ACCOUNTING REGION AND AUDIT 

 

1.1 The economic essence of the costs, their recognition and displaying them in 
accounting 

 

In order to effectively use the material, labor, money, information and other 

resources of the enterprise, and hence the implementation of a comprehensive analysis 

of processes and phenomena that negatively affect the economic process of the 

enterprise, the right approach is needed in the formation of production costs, their 

classification and accounting. 

In the theory and practice of economic activity, the interpretation of the 

category of «costs» is ambiguous. This is primarily due to the use of different 

approaches to the valuation of economic resources used in the process of economic 

activity. Costs are an economic category. However, their origin and development are 

considered in the historical aspect. The costs arose with the advent of commodity 

production and trade. Therefore, the disclosure of the essence of costs at different times 

associated with the type of economy, economic structure, form of ownership of means 

of production, the functions of trade as a branch of the economy, as well as with the 

formation and development of economic thought [12]. 

According to A. Smith and D. Ricardo, costs meant social average costs per 

unit of output. In addition, costs were defined as the price of production, taking into 

account rent payments [9, с. 10]. 

Marx's theory of production costs is based on two principal categories: 

production costs and circulation costs. If the cost of production is associated with the 

creation of goods, the cost of circulation - with their sale (purchase and sale) [5]. 

According to the Methodical recommendations № 132, the costs of the 

reporting period are recognized or a decrease in assets or an increase in liabilities, 

which leads to a decrease in equity, provided that these costs can be reliably estimated 

[6]. Expenses are also recognized as expenses of a certain period unambiguously with 

the definition of income for which they are incurred. Expenses that cannot be directly 
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related to the income of a certain period are reflected in the expenses of the reporting 

period in which they were incurred. 

The question of the nature, efficiency of costs and their regulation has been 

studied by many economists (table 1.1.1). 

 Table 1.1.1 

Scientific approaches to the definition of «costs» 

№ Author Essence  
1. Butynets F. [2] Costs are a decrease in economic benefits in the form of 

disposal of assets or an increase in liabilities that lead to a 
decrease in equity (except for a decrease in capital due to its 
withdrawal or distribution by owners). 

3. Drobiazko S. 
[3] 

Costs - a set of resources of all kinds, expressed in a single 
monetary measure, grouped by appropriate characteristics 
and used in key business processes to achieve the objectives. 

4. Bondarenko T. 
[1] 

Costs are a reliably estimated amount of economic resources, 
the consumption of which leads to changes in the composition 
of assets and liabilities and contributes to the goals of the 
enterprise, taking into account the resource nature of costs 
and emphasizing efficiency as a prerequisite for their 
implementation. 

5. Chertkova N. 
[12]  

Costs are the cost of all materials and services spent. 

6. Kostyakova A. 
[4] 

Costs - the use of only those  resources that in determining 
the profit of the entity are considered in accordance with the 
income for the reporting period. 

7. Suk L. [11] The process of converting money into resources has the 
nature of spending and is called «costs». 

8. Pogorelov Y. 
[7] 

Costs from an accounting point of view indicate a change in 
assets and increase liabilities of the enterprise and are focused 
on the calculation of its financial result. 

An important issue on the basis of which the methodology of the study of 

accounting for production costs in enterprises should be formed is their classification 

according to certain characteristics.  

The broadest is the classification of costs according to such characteristics      

(Fig. 1.1.1). 
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Fig. 1.1.1 Grouping costs by classification. 

 

According to our analysis of scientific works, the concept of «costs» scientists 

interpret differently, but invest the same meaning in their interpretation, ie interpret the 

term as the use of economic resources, and the authors Kostyakova A. and       

Pogorelov Y. directly emphasize their compliance with the income for which they are 

incurred. In accordance with the principle of conformity of accrual of income and 

expenses in the financial statements [4, с. 7], costs as an economic category contained 

   Sign of classification 

By method of 
transferring value to 

products: 
1) direct costs; 
2) indirect costs 

By types of products 
(works, services): 

1) costs of products; 
2) costs of product 

groups; 
3) costs of orders 

By economic content 
(cost elements): 
1) material costs; 

2) labor costs; 
3) social security 

contributions; 
4) depreciation; 

5) other expenses 

By calculation items: 
1) raw materials and materials (minus returnable waste) 
2) purchased semi-finished products and components; 

3) fuel and energy for technological purposes; 
4) wages of production workers (basic and additional); 

5) deductions for social activities; 
6) overhead costs; 

7) preparation and development of production; 
8) other production costs 

By management 
functions: 

1) production costs; 
2) non-production 

costs 

Dependencies on the 
feasibility of their 
implementation: 

1) productive costs; 
2) unproductive costs 

By order of calculation 
(composition): 

1) actual costs; 
2 planned (budget) or 

projected costs; 
3) regulatory costs 
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in the financial statements must correspond to the income for which they are incurred 

- so it is impossible to disagree. 

Information on the costs of the enterprise and their disclosure in the financial 

statements is governed by the UAS 16 [8]. According to the Regulation, costs are 

reflected in the accounting at the same time as a decrease in economic benefits in the 

form of disposal of assets or an increase in liabilities that lead to a decrease in equity.  

In accordance with UAS 16, the conditions for recognizing costs are shown in Fig. 

1.1.2. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Fig. 1.1.2. Criteriеs of the recognition costs.* 

* Source: [8]. 

 

It should also be noted that UAS, like IAS, do not specify the procedure for 

accounting. They describe the general rules for evaluating and presenting information 

in the financial statements. Therefore, it would be appropriate to show a comparative 

description of costs in accordance with UAS and IAS (Table 1.1.2) [8]. 

 

 

Criteriеs of the recognition of costs 

costs are reflected  
in accounting at  
the same time as  

a decrease in  
assets  

or an increase  
in liabilities 

the costs of the reporting period are 
recognized as either a decrease in assets 
or an increase in liabilities, which leads 
to a decrease in equity of the enterprise, 

provided that these costs can be 
measured reliably 

costs of a certain 
period are recognized 
simultaneously with 

the determination  
of income for  

which they were  
incurred 

costs that cannot be 
directly related to the 

income of a certain period 
are reflected in the costs 
of the reporting period in 

which they were  
incurred 

costs are recognized by the systematic 
allocation of its cost between the 

relevant reporting periods if the asset 
provides economic benefits over 

several reporting periods 
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Table 1.1.2 

Comparative characteristics of costs in accordance with UAS and IAS  

Characteristic UAS IAS 

Standard that 
regulates 

UAS 16 
 

There is no single standard 

Definition  

Costs - a decrease in economic 
benefits in the form of disposal of 
assets or increase in liabilities that 

lead to a decrease in equity  

Costs are a decrease in economic 
benefits during the reporting 

period that occurs in the form of an 
outflow, a decrease in assets or an 
increase in liabilities that results in 
a decrease in equity unrelated to its 

distribution among equity 
participants 

Classification 
and grouping 

of costs 

Costs are classified according to 
the type of activity from which 

they arose by economic elements 
and cost items 

IAS are based on the generally 
accepted practice of distinguishing 

in the reporting of items of cost 
that arise in the ordinary course of 
business and items of cost that are 
not related to ordinary activities 

Determination 
of costs 

Costs are recognized in the 
reporting when the asset is 

disposed of or the liability is 
increased, which reduces the 

equity of the enterprise, on the 
basis of their systematic and 

rational distribution during the 
reporting periods when the 

relevant economic benefits are 
received 

Costs are recognized on the basis 
of a comparison between incurred 
expenses and income on specific 
items of income, which involves 
the simultaneous recognition of 

income and costs arising directly 
and jointly from the same 

transactions or other events 

Cost 
estimation 

There are no special, set out in a 
separate standard, rules for 
estimating the costs of the 

organization, but the standards 
indicate some features of cost 

estimation 

There are no rules specifically set 
out in a separate standard for 

estimating an entity's costs, but 
some standards contain provisions 

that determine the estimate of 
related costs, which are determined 

in the income statement 

It is the level and dynamics of costs largely depend on the financial 

performance of enterprises and their structural units, so a very important tool in 

achieving high economic results in the enterprise is cost management. Effective cost 

management requires properly organized accounting. 

In accounting, costs are reflected under certain conditions, which we have shown 

in Fig. 1.1.2. 
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Fig. 1.1.2. Conditions for reflecting costs in accounting* 

* Source: [6, с. 8]. 

 

Thus, the role of costs in the economic activity of enterprises is undeniable. But 

only a well-established cost management system will give tangible results in the financial 

and economic activities of the enterprise. Careful consideration of the choice of cost 

classification will determine how well the cost management system is organized. 

Ultimately, the direct dependence of the company's profit on the level of costs in terms of 

finding reserves and reducing them will allow the company to grow faster. Eventually, the 

development of economic entities and this will be a competitive advantage in the market 

[13]. 

Thus, the classification of costs and our defined criteria for recognizing costs 

allow us to effectively manage them and keep a clear record of them. Because the quality 

of accounting work forms the image of the enterprise, and the efficiency and reliability of 

accounting information - the basis of modern effective management.  

Conditions for reflecting costs in accounting 

Decrease in assets or increase in liabilities that                    
lead to a decrease in the company's equity, except                                
for a decrease in capital due to its withdrawal or                

distribution by owners 

A reliable estimate of the amount of costs is possible. 
Compliance with this condition means that the cost 

estimate is based on the provisions of national 

Recognition based on the systematic and rational 
distribution of economic benefits provided by the asset 

over several (depreciation of property, plant and 
equipment, intangible assets, etc.) 

Immediate recognition if the economic benefits do                             
not  meet the criteria for the assets of the  

enterprise  


