                                    THEORY- COST ACCOUNTING
1. INTRODUCTION TO COST ACCOUNTING

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; otherwise it may distort the output of the system.

3. Necessary cooperation and participation of executives 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.
3.Qn: Discuss briefly the relevant costs with examples.

Ans: Relevant costs are those expected future cost which are essential but differ for alternative course or action.

(a) Historical cost or sunk costs are irrelevant as they do not play any role in the

decision making process.

(b) Variable costs which will not differ under various alternatives are irrelevant.

4.Qn: Briefly discuss, how the synergetic effects help in reduction in costs.
Ans: Two or more products are produced and managed together.

The result of combined efforts are higher than sum of the results of individual products. Analysis of synergetic effect is helpful in cost control.
5.Qn: Explain implicit costs and explicit costs with examples..
Ans: Implicit costs are not recorded in the books, as they do not involve any cash payment like interest on own capital, rent of own building. Explicit costs require immediate payment of cash to outsiders 

Out of pocket cost (explicit cost), involving immediate payment of Cash.  Salaries, Wages, Postage and Telegram, Printing and Stationery, Interest on Loan are some examples of Explicit Costs.

6.Qn: Explain controllable and non-controllable cost with examples.

Ans: Controllable costs are those which can be influenced by the action of a specified member of an undertaking. A business organization is usually divided into a number of responsibility centres and each such centre is headed by an executive. 

Controllable costs incurred in a particular responsibility centre can be influenced by the action of the executive heading that responsibility centre. Direct costs comprising direct labour, direct materials, direct expenses and some of the overhead are generally controllable by the shop level management.

Non-controllable costs are those which cannot be influenced by the action of a specified member of an undertaking. For example, expenditure incurred by the tool room is controllable by the tool room manager but the share of the tool room expense which is apportioned to the machine shop cannot be controlled by the machine shop manager. It is only in relation to a particular individual that a cost may be specified as controllable or not.

Note:

1. A supervisor may be unable to control the amount of managerial remuneration allocated to his department but for the top management this would be a controllable cost.

2. Depreciation would be a non-controllable cost in the short-term but controllable in the long terms.
MATERIALS:

1.Qn: Explain, why the Last in First out (LIFO) has an edge over 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 undue high profit in the income statement.

(c) In the case of falling price, profit tend to rise due to lower material cost, yet the finished goods appear to be more competitive and are at market price.

(d) During the period of inflation, LIFO will tend to 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 discriminating control over different items of stores classified on the basis of investment involved. Usually they are divided into three categories according to their importance, namely, their value and frequency of replenishment during a period.

‘A’ category of items consists of only a small percentage i.e. about 10% of total items 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 are relatively less important – 20% of the total items of material handled by stores and % of investment required is about 20% of total investment in inventories.

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

For ‘A’ category items, 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

(i) Bill of material

(ii) Assumptions in calculating EOQ quantity.

Ans: Bill of material

A bill of material is an itemized list of all materials required for a job, process or service. It gives the details of materials necessary and the quantity of each item. Substitute materials, which may be used when the original materials not available are also indicated in the bill of materials. As soon as an order is received, the bill of materials is prepared by the Planning department or Engineering department.

The functions of a bill of materials are as follows.

1. It serves as an advance intimation to all concerned for execution of the order.

2. It enables issue of purchase requisition to Purchases Department to take action for purchase.

3. A bill of material is an authority for the production departments to place requisitions and no frequent back reference to original drawing etc is necessary every time a requisition is made out. The store keeper will issue material only on the basis of bill of materials and material requisition are dispensed with.

4. It helps in evaluating the cost of the order on the basis of bill of materials.

5. A comparison of actual issues with bill of materials helps in revision of bill of materials wherever necessary.

Generally four copies of bill of materials prepared and is given to Stores, Production, Cost Accounts and Planning departments.

Ans: (ii) Assumptions in calculating EOQ Quantity
· It is assumed that carrying costs are based on the average inventory which decreases at a constant rate from the order quantity to zero.

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

· The ordering cost per order remains constant and it varies directly with increase in orders.

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

Qn: Discuss the treatment of spoilage and defectives.

Ans: Treatment of spoilage and defectives:

Spoilage:

Normal spoilage are included in cost either by charging the loss to the production order or charging it to production overhead. The cost of abnormal spoilage is charged to costing profit and loss account.

Defectives:

Normal defectives can be recovered : charged to good 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 there 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) Quantitative measurement

(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 required to cope with general production or for meeting urgent    orders, the overtime premium should be treated as overhead cost of the particular department or cost centre which works overtime.

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

   overtime premium should be charged to the latter department.

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.
3.Qn: Enumerate the remedial 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 recruitment, placement and promotion for employees.

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

(e) Committee for settling workers grievances.

4.Qn: Distinguish between Job evaluation and Merit rating.

Ans: Job Evaluation and Merit Rating:

Job evaluation is the assessment of the relative worth of jobs within a company and merits rating are the assessment of the relative worth of the man behind the job.

Job evaluation and its accomplishment are means to set up a rational wage and

salary structure where as merits rating provides a scientific basis for determining

fair wages for each worker based on his ability and performance.

Job evaluation simplifies wage administration by bringing an uniformity in wage

rates where as merits rating is used to determine fair rate of pay for different

workers.

5.Qn: Enumerate 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.
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.
Qn: Explain single and multiple overheads rates.

Ans:  Single overhead rates may be applied in small firms and only where one single product is manufactured particularly in a chain of continuous process.

The other method which is more commonly used is to determine Multiple rates for each production department, for each service department, for each cost centre, for each product, for fixed and variable overheads. The number of overhead rates which a firm may compute would be fixed after taking into consideration the two opposing factors i.e clerical costs and the degree of accuracy desired.

2.Qn: Explain Blanket overhead rate.

Ans: Blanket overhead rate refers to the computation of one single overhead rate for the entire factory. This is also known as plant wise or the single overhead rate for the entire factory. It is determined as follows:

Blanket overhead rate = Overhead cost for the entire factory for the period
                                           Base for the period (Labour Hours, Machine Hours)

It is useful in companies producing the main product in continue process, e.g. chemical plant, glass plant etc.
3.Qn: Explain briefly the conditions when supplementary rates are used.

Ans: When the amount of under absorbed and over absorbed overhead is significant 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 misleading impression.

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

Ans: Cost of unsuccessful research is treated as factory overhead, provided 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 spread over to successful research.
3.COST BOOK-KEEPING

i.e. INTEGRATED AND NON INTEGRATED ACCOUNTS

1.Qn: Explain essential pre-requisites for integrated accounts.

Ans: Essential pre-requisites for integrated accounts:

(a) The management’s decision about the extent of integration of the two sets of books.

(b) A suitable coding system must be made available so as to serve the accounting purposes of financial and cost accounts.

(c) An agreed routine, with regard to the treatment of provision for accruals, prepaid expenses, other adjustment necessary for preparation of interim accounts.

(d) Perfect coordination should exist between the staff responsible for the financial and cost accounts and an efficient processing of accounting document should be ensured.
2.Qn: 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.

4. 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 and batch costing

According to job costing, costs are collected and accumulated according to jobs. Each job or unit of production is treated as a separate entity for the purpose of costing. Job costing may be employed when jobs are executed for different customers according to their specifications. Job costing is suited to industries engaged in printing, laundry, repair shops, locomotives etc.

Batch costing is a form of job costing, a lot of similar units which comprises the batch may be used as a cost unit for ascertaining job. 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:

(i) Job Costing and Process Costing

- 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

- 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.Qn: “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 distinct 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.Qn 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

reasonable 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.

	Cost data are presented in conventional

pattern. Net profit of each product is

determined after subtracting fixed cost

along with their 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 cash break-even chart.

Ans: In cash break-even chart, only cash fixed costs are considered. Non-cash items like depreciation etc. are excluded from the fixed cost for computation of break-even point. It depicts the level of output or sales at which the sales revenue will equal to total cash outflow. It is computed as under:

Cash BEP (Units) =    Cash Fixed Cost
                                      Cost per Units
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Hence for example suppose insurance has been paid on 1st January 2006 till 31st

December, 2010 then this fixed cost will not be considered as a cash fixed cost for the period 1st January, 2008 to 31st December, 2009.
UNIFORM COSTING:

1.Qn: What items are generally included in good uniform costing manual?
Ans: Uniform costing manual includes essential information and instructions to implement accounting procedures.

(a) Introduction: It includes objects and scope of the planning.

(b) Accounting procedure and planning includes rules, and general principle to be followed.

(c) Cost accounting planning includes methods of costing, relation between cost and financial accounts and methods of integration.

2.Qn: Explain the limitations of uniform costing.

Limitations of Uniform Costing:

Various limitations of Uniform Costing are:

(1) The adoption of uniform costing becomes difficult if firms operate in different

circumstances due to which it is not possible to adopt uniform standards, methods and procedures of cost accounting.

(2) Disclosure of cost information and other data is essential requirement of a uniform costing system. But many firms hesitate to share information with their competitors in same industry.

(3) Small firms in an industry may believe that uniform costing system is only meant for big and medium size firms.

(4) It induces monopolistic trend in the business due to which prices may go up and supplies may be withheld.

Qn: Write a brief a note on Cost Accounting Record rules

Under the provisions of Sec 209 of the Companies Act 1956, as amended, the

Government of India has taken powers to order companies engaged in production, processing, manufacturing or mining activities, to maintain in their books of accounts certain prescribed particulars relating to utilization of material, labour and other items of cost. In exercise of these powers, the Government has from time to time, selected specified industries to be brought under the purview of these provisions of the Act and has framed Cost Accounting Record Rules for each such industry. The rules provide guidelines for the companies to maintain cost accounting records, the details of which vary according to the industry. Some of the main heads under which costs are generally required to be compiled are:

1. Production Materials

2. Consumable stores, small tools and machinery, spares, etc
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3. Power, fuel, steam etc

4. Wages and salaries

5. Service department expenditure

6. Depreciation

7. Royalty and payment of technical aid

8. Overheads

9. Work-in-progress

10. Reconciliation of cost and financial account

11. Stock verification

12. Records for by-products

13. Computation of variances

14. Records for packing

15. Statistical data

Qn: Enumerate the usefulness of Cost audit to the Government.

Usefulness to Government: -

1) Cases for tariff protection can be forcefully put forth if backed by cost audited data from which excesses, abnormal and avoidable expenses have been weeded out.

2) Where Government enters into cost-plus contracts, cost audit helps to fix the price for the contract 

3) Cost audit brings out inefficient units thereby enables the government to take remedial action. 

4) Since cost audit ensures efficient running of enterprises, it promotes competition and facilitates automatic check on inflation

5) Cost audit data helps Government in price fixation on a rational basis.

6) It enables the Government to settle the disputes brought before it.
