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1.Qn: What are the main objectives of cost accounting? 

Ans: The Main objectives of Cost Accounting are

         1. Ascertainment of cost.

         2. Determination of selling price.

         3. Cost control and cost reduction.

         4. Ascertaining the project of each activity.

         5. Assisting management in decision-making.

         6. Determination of break-even point.

2.Qn: State ‘Essentials of good cost accounting system’.
Essentials of good cost accounting system:

The essential features which a good Cost Accounting System should possess are as follows:

1. Cost accounting system should be tailor-made, practical, simple and capable of

meeting the requirements of a business concern.

2. The data to be used by the Cost Accounting system should be accurate.
3. Necessary co-operation and participation from various departments of the concern is essential for development of a good system of cost accounting.

4. The cost of installing and operating the system should justify the results.

5. The system of costing should not sacrifice the utility by introducing meticulous and unnecessary details.

6. A carefully phased programme should be prepared by using network analysis for the introduction of the system.
Q: Enumerate the factors that cause difference in profits as shown in Financial Accounts and Cost Accounts.
Ans Causes of difference:

(a) Items included in financial accounts but not in cost accounts such as:

Interest received on bank deposits, loss/profit on sale of fixed assets and

investments, dividend, rent received.

(b) Items included in cost accounts on notional basis such as rent of owned building, interest on own capital etc.

(c) Items whose treatment is different in the two sets of accounts such as inventory valuation.

Qn. What are the difference between Financial Accounts and Cost Accounts?

Ans: The difference can be explained as follows:

	      Bases
	Financial accounts
	Cost accounts

	
	
	

	Requirement
	Compulsory
	Voluntary (Except some Manufacturing concerns)

	Accuracy
	Required
	Less required

	Users
	External like Investor, Creditors etc.
	Internal like Management, director etc.

	Time of making
	At the yearend
	Time to time with reasonable gap.

	Activities related
	Concerned with past activity
	Concerned with past as well as future activity


MATERIALS:

1.Qn: Explain, why the Last in First out (LIFO) is better than First in First out (FIFO) or any other method of pricing material issues.

Ans: LIFO has following advantages:

(a) The cost of the material issued will be reflecting the current market price.

(b) The use of the method during the period of rising prices does not reflect high profit in the income statement because the cost is also high.
(c) In the case of falling price, profit rise due to less cost, yet the finished goods  at market price. i.e. low price. The profit will decrease.
(d) During the period of inflation, LIFO will show the correct profit.

2.Qn: Discuss ABC analysis as a technique of inventory control.
Ans:  ABC Analysis as a technique of Inventory Control:

It is a system of inventory control. It exercises control over different items of stores classified on the basis of cost. It is a system of Inventory control. In this system the items are divided into three categories namely “A”, “B” and “C” according to their importance, cost, and percentage of usage.
‘A’ category of items (units) consists of only a small percentage i.e. about 10% of total items (units) handles by the stores but require heavy investment about 70% of inventory value, because of their high price or heavy requirement or both.

‘B’ category of items (units) are relatively less important – 20% of the total items (units) of material handled by stores and % of investment required is about 20% of total investment in inventories.

‘C’ category – 70% of total items (units) handled and 10% of value.

For ‘A’ category items (units), stocks levels and EOQ are used and effective monitoring is done.

For ‘B’ category same tools as in ‘A’ category are applied.

For ‘C’ category of items, there is no need of exercising constant control. Orders for items in this group may be placed after 6 months or once in a year, after ascertaining consumption requirement.

3.Qn: Write short notes on Assumptions in calculating EOQ quantity.
Ans:  Assumptions in calculating EOQ Quantity

· It is assumed that carrying costs are based on the average inventory 

· The annual usage is known and is assumed to be constant.

· The ordering cost per order remains constant and it varies directly with the number of orders.

· The cost per unit to be purchased is known in advance and is assumed to be constant during the year.

4.Q: Discuss the treatment of spoilage and defectives.

Ans: Treatment of spoilage and defectives:

Spoilage:

Normal spoilage are included in cost by charging the loss to the production or charging it to production overhead. 
The cost of abnormal spoilage is charged to costing P&L account.

Defectives:

Normal defectives can be recovered : Charged to Production

                                                                : Charged to general overhead

                                                                : Charged to department.

If defectives are abnormal and are due to causes beyond the control of organization then they should be charged to profit and loss account.
LABOUR:
1.Qn: Describe the factors, which should be taken into consideration before introducing an incentive system.

Ans: An incentive system should encourage workers to give the best. It should increase productivity and be simple to understand. Following are the important factors, which may be considered before introducing an incentive system:

(i) Nature of product

(ii) Quantity of output
(iii) Should cover all categories of workers.

(iv) The incentive system should be acceptable by all the labour trade unions

(v) Easy computation

(vi) No restriction on earrings

(vii) Minimum wages should be guaranteed.

2.Qn: Discuss the treatment of over time premium in cost accounting.

Ans: Treatment of over time premium under Cost Accounting:

The overtime premium is treated as follows:

1. If the overtime is resorted to at the desire of the customer, then the overtime

    Premium may be charged to the job directly.

2. If overtime is restored at the desire of producer, the overtime premium should be treated as overhead cost of the particular department.

3. If overtime is worked in a department due to fault of another department, the

   overtime premium should be charged to the department at fault.

4.Overtime worked on account of abnormal conditions such as flood, earthquakes, civil disturbance etc. should not be charged to cost but to costing Profit and Loss Account.
Note: Above question asked for premium and not for wages.
Premium means extra amount paid to the worker above the normal wage rate.

3.Qn: Give the important steps to be taken to minimize the labour turnover.
Ans: The following steps are useful for minimizing labour turnover:

(a) Exit interview: An interview be arranged with each outgoing employee to ascertain the reasons of his leaving the organization.

(b) Job analysis and evaluation: to ascertain the requirement of each job.

(c) Organisation should make use of a scientific system of placement and promotion for employees.

(d) Organisation should create healthy atmosphere, providing education, medical and housing facilities for workers.

(e) Committee for settling workers disputes.

4Qn: List the various methods of Time booking.
Ans: The various methods of time booking are:

(a) Job ticket.

(b) Combined time and job ticket.

(c) Daily time sheet.

(d) Piece work card.

(e) Clock card.
5Qn: Describe the treatment of idle time?
Ans: Idle Time: is the time for which workers are receiving payment but not utilized on production. i.e. Wages are paid but no production is done by the worker.

Normal Idle time: is the idle time which can not be reduced or avoided by management by using other ways. Eg: refreshment time, Shift time gap
Abnormal Idle time: is the idle time which can be reduced or avoided by management by using other ways. Eg: material shortage etc. Machinery breakdown
OVERHEADS:

1.Qn: Discuss the difference between allocation and apportionment of overhead.

Ans: The following are the differences between allocation and apportionment.

1. Allocation costs are directly allocated to cost centre. Overhead which cannot be directly allocated are apportioned on some suitable basis.

2. Allocation allots whole amount of cost to cost centre or cost unit where as

apportionment allots part of cost to cost centre or cost unit.

3. No basis required for allocation. Apportionment is made on the basis of area,

assets value, number of workers etc.
2Qn: Explain briefly the conditions when supplementary rates are used.

Ans: When the amount of under absorbed and over absorbed overhead is important or large, because of differences due to wrong estimation, then the cost of product needs to be adjusted by using supplementary rates (under and over absorption/actual overhead) to avoid wrong impression.

3Qn: Explain the cost accounting treatment of unsuccessful Research and Development cost.

Ans: Cost of unsuccessful research is treated as factory overhead, if the expenditure is normal and is provided in the budget. If it is not budgeted, it is written off to the profit and loss account. If the research is extended for long time, some failure cost is allocated to successful research.

 COSTING SYSTEMS:

a. JOB COSTING

b. BATCH COSTING

c. CONTRACT COSTING

d. PROCESS COSTING

e. OPERATING COSTING

1.Qn: Differentiate between Job costing and Batch costing.
Ans: Job Costing 
1. According to job costing, costs are collected and accumulated according to jobs. 

2. Each job or unit of production is treated as a separate entity for costing. 3.

3. Job costing may be employed when jobs are executed for different customers according to their specifications. 4.

4. Job costing is suited to industries engaged in printing, laundry, repair shops, locomotives etc.
Batch costing 
1. Batch costing is a form of job costing, a lot of units which collectively known asbatch may be used as a cost unit for ascertaining job. 
2. Such a method of costing is used in case of pharmaceutical industry readymade garment s, industries manufacturing parts of TV, radio sets etc.
2.Qn: List two differences between Job costing and Process Costing

Answer:

 Job Costing and Process Costing

1.  In Job costing the production is by specific orders whereas in the case of
Process costing it is in continuous flow, the production being homogeneous

2. In Job costing costs are determined by jobs or batches of products whereas in process costing costs are compiled on time basis for each process or department

CONTRACT COSTING:

1.Qn: What are the main advantages of cost plus contract?

Ans: Costs plus contracts have the following advantages:

1. The contractor is assured of a fixed percentage of profit. There is no risk of

incurring any loss on the contract.

2. It is useful especially when the work to be done is not definitely fixed at the time of making the estimate.

3. Contractee can ensure himself about “the cost of the contract”, as he is empowered to examine the books and document of the contractor to ascertain the veracity of the cost of the contract.

2.Retention money:

 A contractor does not receive full payment of the work certified by the surveyor. Contractee retains some amount (say 10% to 20%) to be paid, after sometime, when it is ensured that there is no fault in the work carried out by contractor. If any deficiency or defect is noticed in the work, it is to be rectified by the contractor before the release of the retention money. Retention money provides a safeguard against the risk of loss due to faulty workmanship.
3.Qn: Explain the importance of an Escalation Clause in contract cost.

Ans: During the execution of a contract, the prices of materials, or labour etc., may rise beyond a certain limit. In such a case the contract price will be increased by an agreed amount. Inclusion of such a clause in a contract deed is called an Escalation Clause.
OPERATION COSTING:

1.Q: “Operation costing is defined as refinement of Process costing.” Explain it.
Ans: Operation costing is concerned with the determination of the cost of each operation rather than the process:

 --In the industries where process consists of several operations, the operation costing method is applied.

 --It offers better control and facilitates, the computation of unit operation cost at the end of each operation.
2.Q: Select a suitable unit of cost to be used in the following

 (i) Hospital

(ii) City Bus Transport

(iii) Hotels providing lodging facilities

Answer:

Hospital                                                  – Patient / day, No. of beds / day

Citi Bus Transport                                 – Passenger km

Hotels providing lodging facilities     – Rooms/day

MARGINAL COSTING:

Qn: Distinction between marginal and absorption costing:

Ans The main points of distinction between marginal costing and absorption costing are as below:

Marginal costing Absorption costing

	Only variable costs are considered

for product costing and inventory

valuation.
	Both fixed and variable costs are

considered for product costing and

inventory valuation

	 Fixed costs are regarded as period

costs. The Profitability of different

products is judged by their P/V

ratio.


	Fixed costs are charged to the cost of

production. Each product bears a

share of fixed cost and thus the profitability of a product is influenced by the apportionment of fixed costs.

	Cost data presented highlight the

total contribution of each product.

	 Net profit of each product is

determined after deducting fixed cost

and variable costs

	The difference in the magnitude of

opening stock and closing stock does not affect the unit cost of production
	The difference in the magnitude of

opening stock and closing stock affects

the unit cost of production due to the

impact of related fixed cost.


Qn: Explain and illustrate break-even chart.

Ans: In cash break-even chart, only fixed costs are considered. It is computed as under:

BEP (Units) =    Cash Fixed Cost
                                      Cost per Units
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Special Batches for  Income Tax and Cost Accounting and Financial Management Available


