Abdelhafid Boussouf University Center — Mila

Faculty of Economics, Commercial & Management Sciences

Departement Of Economics

Lectures On : Cost Management

Addressed To 3™ Year Students — 1% Semester

By Teacher: Mekhtout Oumaima

Academic Year 2024-2025



Cost Management:

Introduction

Cost management refers to the process of planning, controlling, and monitoring an

organization's expenses to ensure that resources are used efficiently and that financial goals

are achieved. It is a crucial aspect of business operations, as it helps organizations minimize

costs without compromising quality, thereby enhancing profitability and sustainability.

Key Concepts in Cost Management

1. Definition of Cost Management

« Cost Management (<<t 5_):

The systematic approach to managing costs throughout a project or business operation

to ensure efficiency and profitability.

« Itincludes activities like budgeting, cost estimation, cost control, and cost reduction.

2. Objectives of Cost Management

1. Profit Maximization (g abe):
o Ensuring that costs are minimized to increase profit margins.
2. Resource Optimization (L/sef cpwa):
o Efficiently allocating resources to avoid waste.
3. Cost Control («iuLsiff 4 a<aif):
o Monitoring expenses to ensure they remain within the approved budget.
4. Strategic Decision-Making (Ll sdw/ <l )/ 4 JLid):

o Providing accurate cost data to inform business decisions.

3. Types of Costs in Cost Management



1. Fixed Costs (il cdusif):
o Costs that remain constant regardless of production levels.
o Example: Rent, salaries.
2. Variable Costs (5_stiall dull<il):
o Costs that vary directly with production levels.
o Example: Raw materials, utility costs.
3. Direct Costs (&bl dult<il):
o Costs that can be directly traced to a specific product or service.
o Example: Labor costs for a construction project.
4. Indirect Costs (4l _pé cdullsil):
o Costs that cannot be directly attributed to a specific product or service.
o Example: Office electricity bills.
5. Opportunity Costs (4w dlf i)
o The potential benefits lost when choosing one alternative over another.
o Example: Choosing to invest in a project instead of expanding into a new
market.
6. Sunk Costs (Ll cdusin):
o Costs that have already been incurred and cannot be recovered.

o Example: Money spent on a marketing campaign that didn’t yield results.

4. Processes in Cost Management

1. Cost Planning (i<t bubs):
o Establishing a budget based on the estimated costs for a project or operation.
o Tools: Cost estimation software, historical data analysis.
2. Cost Estimation (i _pad):
o Predicting the costs associated with a project or business activity.
o Methods:
= Bottom-Up Estimation ( o3 Jiw¥/ ;e w1&): Detailed estimation of
each cost component.
= Top-Down Estimation (Jiw3 Lo ¥/ ;e _pad): Using overall project data

to estimate costs.



3. Cost Control (il 4 asaif):
o Monitoring actual costs against the budget and making adjustments to avoid
overruns.
o Example: Reducing unnecessary expenses if costs exceed the budget.
4. Cost Allocation (sl auas):
o Distributing costs across different departments, products, or projects.
o Example: Allocating overhead costs like office rent to various projects.
5. Cost Reduction (st (ads):
o ldentifying areas where expenses can be reduced without affecting quality.

o Example: Switching to a cheaper supplier for raw materials.

5. Techniques in Cost Management

1. Activity-Based Costing (ABC) (&Ll (uluf e ddLcih):
o Allocating costs based on the specific activities that contribute to those costs.
o Example: Identifying the costs of manufacturing each product line.
2. Standard Costing (4.beals 4dtsif):
o Comparing actual costs with predetermined standards to identify variances.
3. Target Costing (4dy-icualf 4dLif):
o Setting a cost target during the design phase of a product to ensure
profitability.
4. Cost-Benefit Analysis (ilefly 4Ll fula):
o Comparing the costs of a decision with the expected benefits to determine its
viability.
5. Lean Cost Management (i of <ul<ifl 5 /)

o Focusing on minimizing waste and optimizing resources.

6. Importance of Cost Management

1. Improves Profitability (Laxs cuad:

o By reducing costs, businesses can increase their profit margins.



2. Supports Strategic Planning (2 dwy/ Lubiil act):

o Provides accurate financial data for long-term planning.
3. Enhances Efficiency (ss4l iz):

o Ensures that resources are used optimally, reducing waste.
4. Facilitates Competitive Advantage (wdlidll 5_pall Jgos):

o Lower costs allow businesses to offer competitive pricing.
5. Ensures Financial Stability (Ao L diwy/ ead):

o Proper cost control helps businesses avoid financial crises.

Conclusion

Cost management is vital for businesses to maintain profitability and achieve long-term
success. By understanding the types of costs, implementing effective processes, and applying

advanced techniques, organizations can optimize their financial resources and gain a

competitive edge.

Terminology :

English Term Arabic Term
Cost Management call<ill 5 )
Fixed Costs A caal)
Variable Costs 5 il Cadlsal)
Direct Costs 5 pilaall Canllall
Indirect Costs 5 phlall e Callall
Opportunity Costs da ) Ca\ss
Sunk Costs 45 cadial)
Cost Planning callsil) Jaydads
Cost Estimation Callall yaE
Cost Control Callil) A oSl
Cost Reduction i<l add

Cost Allocation

Activity-Based Costing (ABC) Lliall jull e dsiil)

Standard Costing 4 sl Adlsdl)
Target Costing Adagiuall AaKdl)
Cost-Benefit Analysis 2ilall 5 dalS3) Jlas

Lean Cost Management

s N Calsall 5 ,))






