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COST AND MANAGEMENT ACCOUNTING – I MCOM CA
1. What is cost accounting?


Cost accounting is concerned with, recording, classifying and summarizing costs for determination of cost of products or services. Planning, controlling and reducing such costs and furnishing of information to management for decision making.
2. Define cost sheet.



 “Cost sheet is a statement showing the total cost under proper classification in    a 
logical 
order”. 
– ICMA.

3. Define cost centre?


Cost Centre is defined as “a location or person or place or machine or item of equipment or thing for which cost can be ascertained and used for the purpose of cost control.”
4. Define cost accounting.


Cost Accounting: it is “the method of accounting for cost”. The process of recording and accounting for all the elements of cost is called cost accounting.
5. What is cost sheet?


Coat sheet is a statement which is used to determine the total cost of goods produced or units in a specific period and in which total cost, per unit cost and incurred at various stages from manufacturing a products to the stage of making it saleable are shown. In this way, it can be said that cost sheet is a statement in which the cost of production is presented in an analytical way.
6. What is prime cost?


Prime costs are a firm's expenses directly related to the materials and labor used in production. ... The prime cost calculates the direct costs of raw materials and labor, but does not factor in indirect expenses, such as advertising and administrative.

7. Define cost unit?


Cost unit may be defined as “a quantitative unit of product or service in relation to which costs are ascertained.”
8. What is Historical costing?



 “The ascertainment of costs after they have been incurred.”  Under this method 
all the expenses incurred on the production are first incurred and then the costs are 
ascertained. 
9. What is cost ascertainment?


The primary objective of cost accounting is ascertainment of cost. It is done through the methods and techniques of costing. Costing is the process of collection, classification and analysis of costs or expenses.
10. What is scrap?


Scrap is defined as material that's left over after production. Scrap has a low sales value, if it has any value at all. ... But there's a difference between spoilage and scrap
11. What is cost control? 

Cost control defined as the guidance and regulation by executive action, of costs of operating and under taking. 
12. What is cost reduction?


 It is concerned with reducing cost. It’s concerned with reduction programme which is a continuous process. Cost can be reduced on account of saving in cost.
13. What is cost Audit? 


Cost Audit is the rectification of cost accounts & a cheque on the adherence to the cost accounting plan.
14. What is meant by cost? 


According to shilling law, “Cost represents the resources that have been or must be sacrificed to attain a particular objective”. 
15. What is cost elements? 


The term ‘elements of cost’ has been defined by the official Terminology as “The constituent parts of costs according to the factors upon which expenditure is incurred, namely, material, labour and Expenses”.
16. What is works overhead Budget? 


It sets out the estimated costs of indirect materials, indirect labour and indirect factory expenses, during the Budget period in order to achieve the target. 

17.  What is Administrative overhead Budget? 


This Budget covers the expenditure of administrative office and Management salary. 

18.  What is selling & Distribution overhead Budget? 


This Budget relates to selling & distribution produce for the budget period and is based on sales budget.
19. Explain inventory control?


Inventory control is a system which ensures the maintenance of required quantity of inventories of the required quality at the required time with minimum amount of investment. The term inventory includes raw materials, stores, suppliers, spare parts, tools, components, assemblies, partly finished goods and finished goods.

20. What is purchase report?


Purchase reports are reports exclusively generated for purchase transactions and the items that have purchase information in your organization.
21. What do you mean by time wage system?


Under this system, the wages are paid according to the time spent by workers irrespective of his output of work done. The wage rates are fixed for an hour, a day, week, a month or even a year (seldom used). For example, a wage rate of Rs.
22. What do you mean by EOQ?



Economic ordering quantity depends on many factors like. Cost of purchasing and 
receiving, normal consumption, interest on capital, availability of storage 
accommodation, ordering and carrying costs. Economic ordering quantity is the reorder 
quantity, which is the quantity to be purchased each time an order is placed. EOQ aims at 
minimizing both carrying cost and cost of ordering.
     The EOQ will be determined based on the following formula;
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Where,   EOQ = Economic Ordering quantity.


         
A = Annual Consumption (or) Usage of materials.



B = Buying Cost Per Order.



C = Cost Per Unit.



S = Storage and Carrying Cost.
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23. Write a short on ABC Analysis.


 It is management by exception system of inventory control. In this, Always Better Control (ABC) technique of inventory control, the materials are classified and control according to the value of the materials involved. It is also called proportional parts value analysis.

A = Always (Chemical) B= Better (Sugar Cane) C= Control (Cotton)
24. What is EOQ?


The CIMA official Terminology defines EOQ or Economic order Quantity as “The most economic stock replenishment order size, which minimizes the sum of stock ordering costs and stock holding costs. EOQ is used in an ‘optimizing’ stock control system”.
25. What is re – order level?


This is that level of material at which purchase requisition is initiated for fresh supplies. 

Re-order Level = Maximum consumption x Maximum Re-order period
26. What is stores ledger?


This is the chief accounting record for materials. It is maintained by the cost accounting department. The stores ledger is the key to an effective system of inventory control.
27. What is material control?


“Materials control is the systematic control over the materials at all its stages—procurement, storage and usage—so as to help in maintaining regular and uninterrupted flow of the materials in the production pipeline.” No system of costing can be said to be complete without the proper system of material control.
28. What is Material Cost?


Material or inventory cost control is defined as a systematic control and regulation of purchase, storage and usage of materials in such a way as to maintain an even flow of production at proper times and valued at right prices at the same time avoiding excessive investment in inventories.
29. Define Bin card.


Bin cards are a card placed outside the bin to record all the movement of materials in or outside the bin.
30. What is FIFO?


Under this method, the price of material earliest purchased and kept in stores is charged for the issues first and then the preceding lots purchased are issued. In simple words, the first purchased material is send to the production department as a first.

31. What is LIFO?


 Under this method, the price of material last purchased and kept in stores is charged for the issues first and then the preceding lots purchased are issued. In simple words, the last purchased material is send to the production department as a first.
32. What is Simple Average Method? 


When the variance between purchase prices is very little, this method is the most suitable one. Here the total of the prices of materials in the stock is divided by the number of prices used to ascertain the simple average price.
33. What is Weighted Average Method? 


The weighted average price is calculated by dividing the value of stock in the stores by the quantity in the stock from which materials are to be issued. As this method takes into account the relative weights, it reduces the effect of fluctuations in prices.
34. What is stock Register? 


The store-keeper maintains a stock register. This record of stores may either be a bound book or of lose leaves, often referred to as stock ledger cards.
35. What is Inventory control Techniques? 

The important techniques covered here are 

 ABC analysis, Economic order quantity (EOQ),  Reorder – point, Safety stock.
36. What is Inventory Cost? 


It is commonly said that “it costs to carry inventories”. 
37. What is ordering cost?


These consist of clerical and administration costs associated with preparing purchase orders, taking delivery and paying invoices.
38. What is Danger level?


This is fixed below minimum level. When the stock reaches this level, urgent action for purchase of material is taken. Danger level : Min. rate of consumption x emergency delivery time.
39. Define Maximum level.


The level at above the stock should not be allowed to exceed at any time. Maximum Level = Reorder Level + Re order Qty – (Min. consumption x Min. Reorder period)
40. Define Minimum level.


The level below stock should not be allowed to fall at any time. The stock goes below this level; there is a danger of stoppage of production for want of materials. Minimum Level = (Normal Consumption x Normal Reorder period)
41. What is time keeping?


Time-keeping is concerned with the recording of time of workers for the purpose of attendance and wage calculations whereas time booking is the reporting of each worker's time for each department, operation and job for the purposes of cost analysis and apportionment of labour costs between various jobs and departments.
42. Describe “labour Turnover”?


The rate of change in the composition of the labour force in an organization during a specified period is called Labour turnover.

43. What is labour cost?


Labour cost is the cost of remuneration (wages, salaries, commissions and bonus etc.) of the employees of an undertaking – ICMA.

44. What is the meaning of idle time?


When workers spend their whole time at different job, then the time booked for jobs must agree with the gate time.

45. What is incentive?


Under the method a worker is given wages at the time rate for the time he actually worked and also paid a bonus if he can complete the work in less than the time allotted to do the work. The bonus is paid at a fixed percentage of the time saved, usually 50%, (though the percentage varies from 30% to 70% of time saved).

46. What is over time?


When a worker works above his normal working hours, he is set to be working over time. If a worker works more than 9 hours on any day or 48 hours in a week, the worker is entitled for overtime payment.

47. What do you mean by time booking?


Time booking is recording the time actually spent by a worker on various jobs done by him in the factory for cost analysis and dividing labour cost into various jobs and departments. It also helps in control over wastage of time- idle time.

48. What is indirect labour?


It is the amount of wages paid to work men, who aren’t engaged in the production of goods & services, but at the same time, indirectly keep to the direct labour

49. Give the meaning of Labour Turnover.


It is the number of workers who left the job during a period relative to the average labour force during the period. It is a factor which affects the efficiency of labour and, therefore, labours costs. It means rate of change in the composition of the labour force.

50. What is meant by Idle Time?


When workers spend their whole time at different job, then the time booked for jobs must agree with the gate time.

51. What are the merits of piece rate system?


Workers are paid according to their merits because distinction is made between efficient and inefficient workers. An efficient worker can earn more wages because wages are linked to output. Thus, this method is an improvement on the time wage system
52. What is direct labour? 


The labour spent in altering the construction, composition, or condition of product (i.e.) converting raw materials into finished product is known as direct labour.
53. What is a job card? 


Job cards are prepared by hand or printed. Generally, one land is issued to an operator at a time. When the worker starts the work, the Home is recorded through time recording clock and the same is also punched again when the work is finished.
54. What is over time? 


When a worker works above his normal working hours, he is set to be working over time. If a worker works more than 9 hours on any day or 48 hours in a week, the worker is entitled for overtime payment.
55.  What is labour turn over?


 It may be defined as the rate of change in a labour force that is it denotes the percentage of change in the labour force of an organization. 
56.  What is Time rate system (or) Day rate system?

 
This method relates to the hours, the employee is at work, regardless of output. This is known as Time rate system.
57.  What is piece rate system? 


This method relates to the production or output, regardless of the time taken for production. This is known as piece rate system (or) payment by result. 
58. What are the categories of piece rate system? 

i) Straight piece rate. ii) Piece rates with guaranteed time rates.
 iii) Differential piece rate.
59. What is a labour hour Rate?


 This method refers to the computation of absorption rate on the basis of labour hours spent on producing a particular product. 

The Rate = Production overhead / Labour hours spent
60. Define overhead.


Overhead is defined as “the aggregate of indirect material cost, indirect wages and indirect expenses”.
61. Explain over absorption cost?


If overhead is over absorbed, this means that fewer actual overhead costs were incurred than expected, so that more cost is applied to cost objects than were actually incurred. This means that the recognition of expense is reduced in the current period, which increases profits.

62. Write short notes on apportionment.


The cost is incurred by two or more departments are apportioned on some equipment bases. Under allocation, the entire expenditure is distributed to a particular department. Under apportionment, the total expenditures are distributed among the departments.

63. What do you mean by cost reconciliation?


A statement which is prepared for reconciling the profit between financial account and cost account is known as cost reconciliation statement. A cost reconciliation statement is a statement reconciling the profits or losses shown by cost accounts and financial accounts

64. What is a variable overhead?


A cost which in the aggregate, tends to change indirect proportion to change in the volume of output or turnover. Eg. materials.

65. What is primary distribution?


This is the process of allocation and apportionment of different items of overheads to all the departments.

66. State any two selling overheads?


Selling overhead includes Salesmen's Salaries, Commission, Travelling expenses, Cost of advertisement, Posters, Cost of price list and catalogue, Debt collection charges, Bad debts, Free gift, Showrooms expenses, After-sale service, Legal expenses for recovering debt, etc.

67. What is machine hour rate?


It refers to the cost incurred in running a machine for one hour. 

Machine hour Rate = Production overhead / Total Machine hours
68. What is under absorption?


If the amount absorbed on predetermined rates is less than the overheads actually incurred, it is called under absorption or under recovery.

69. What is absorption of overheads?


Absorption means distribution of overhead expenses allotted to a particular department over the units produced in that department. So charging of overheads to cost units is called absorption of overheads.
70. What is production overhead? 


Production overhead covers all indirect expenses incurred by the undertaking from the receipt of the order for manufacture till it is completed.
71. What is selling overhead?


 Selling overhead covers all indirect expenses incurred in obtaining and retaining a customer.
72. What is Distribution Overhead? 


It covers all indirect expenses incurred from the time the product is put in the finished goods godown till it reaches the customers. 
73. What is Administration overhead? 


It covers all indirect expenses incurred in the formulation of the policy of the organization, its administration and control.
74. What is meant by job costing?


It is a method of ascertaining costs of an individual job or work. It is useful in industries which manufacture a variety of products according to the specifications of customers.

75. What do you mean by abnormal loss?


In certain cases, it can be seen that the loss exceeds the predetermined normal loss any loss exceeding the normal loss is called abnormal loss.

76. Mention four industries where process cost is applied.


Costing is generally used in such industries such as petroleum, coal mining, chemicals, textiles, paper, plastic, glass, food, banks, courier, cement, and soap.

77. What is contract costing? 


It is a form of specific order costing. It is applicable where the work is undertaken according to the specifications of the customer and each work is of a long duration. Each contract is treated as a separate cost unit and assigned a number to ascertain the cost and profit.

78. What is process costing?


Process costing is a method of costing. This method refers to costing of district process involved, while converting raw material in the finished product.

79. What is batch costing?


It is used in industries. Where the goods are manufacture in definite batches. A batch is regarded as a cost unit for which costs are computed. Cost per unit is ascertained by dividing the total cost of a batch by the number of units produced in that batch. It is used in garments manufacture, biscuit manufacture, spare parts & Components manufacture.

80. Write a short note on completed contracts.


If the parties to an agreement could specify their respective rights and duties for every possible future state of the world, their contract would be complete. There would be no gaps in the terms of the contract.

81. What is operating costing?


Operating costing is adopted by those businesses which operate services. These service organizations render services instead of producing & their main feature. The service may be sold by the enterprises to consumers, e.g. Bus companies, tramways, railways, airways & shipping companies, hotels, banking finance and consultancy firms, electricity boards, gas, water and other utility undertakings. The service may also be used within the enterprise e.g. cafeteria, boiler house etc. Operating costing is a method of cost accounting designed to determine the cost of services, and hence justifiably also called services costing.

82. What is work certified?


Work certified – that part of work-in-progress which has been approved or certified or authenticated and valued by the expert called certifier or a value, is known as work certified. 

83. What is running charges?


The running costs of a business are the amount of money that is regularly spent on things such as  Cost of petrol, diesel, mobile oil, grease and other lubricants, depreciation of tyres, tubes and battery, Insurance of transit goods, wages of drivers and cleaners (if paid on mileages run basis). 

84. What are standing charges?


Standing charges are those expenses which remain constant irrespective of the use or running of machine and examples of such expenses are  License fee, insurance, road tax, interest on capital, depreciation of vehicles, and salary of the supervisory and office administration staff. 

85. What is work completed but uncertified?


Work completed but not yet approved by the contractee engineer is known as uncertified work. It is valued at cost.

86. What is Normal on uncontrollable loss?


 Because of the Natural of raw materials, some loss is inherent and is unavoidable. This is known as Normal wastage or Normal loss. 

87. What is abnormal gain? 


If the actual wastage is less than the normal wastage it is known as abnormal effectiveness (or) abnormal gain 
88.  Meaning of management accounting?

Management Accounting is the presentation of accounting information in order to formulate the policies to be adopted by the management and assist its day-to-day activities.

     89.. What are the objectives of Management accounting?

a)Assistance in Planning and Formulation of Future Policies

b) Helps in the Interpretation of Financial Information

c) Helps in Controlling Performance.

d) Helps in the Solution of Strategic Business Problems

e) Helps in Coordinating Operations.

89. What is mean by comparative statement?

The comparative financial statements are statements of the financial position at different periods; of time. The elements of financial position are shown in a comparative form so as to give an idea of financial position at two or more periods. Any statement prepared in a comparative form will be covered in comparative statements.

90.  What is trend analysis?


Trend analysis is a technique used in technical analysis that attempts to predict the future stock price movements based on recently observed trend data. Trend analysis is based on the idea that what has happened in the past gives traders an idea of what will happen in the future.

91. What is financial statement analysis?


The term ‘financial analysis’, also known as analysis and interpretation of financial statements’, refers to the process of determining financial strengths and weaknesses of the firm by establishing strategic relationship between the items of the balance sheet, profit and loss account and other operative data.

92.  Write any two functions of management accounting?

a) Planning:

Planning is formulating short term and long-term plans and actions to achieve a particular end. A budget is the financial planning showing how resources are to be acquired and used over a specified time interval.

b) Organizing:

Organizing is a process of establishing an organizational framework and assigning responsibility to people working in an organization for achieving business goals and objectives. The type of organizational structure differs from one business enterprise to another. In the organizing process, departmentalization can be done by setting up divisions, departments, sections, branches.

93 . Define Management Accounting.

Management accounting, also called managerial accounting or cost accounting, is the process of analyzing business costs and operations to prepare internal financial report, records, and account to aid managers’ decision making process in achieving business goals.

94.  What do you mean by fixed assets?


A fixed asset is a long-term tangible piece of property or equipment that a firm owns and uses in its operations to generate income. Fixed assets are not expected to be consumed or converted into cash within a year. 
95.  State any two advantages of management accounting.

i) It measures the actual performance in comparison with the budgets.

ii) It also helps to improve the relation between the management and labour.
96 . What is budgetary control?


This includes framing of budgets, comparison of actual performance with budgeted performance, computation of variances, finding out their causes and suggesting remedial measures.  
97. What is the item of sources of funds?

May be said to be uses of funds; among sources of funds are cur- rent earnings, short-term borrowing, security issues, and also drafts on cash, for the decrease of an asset may be regarded as a source of funds for expenditure.

98. What are the uses of a funds flow statements?

The basic purpose of a funds flow statement is to reveal the changes in the working capital on the two balance sheet dates. It also describes the sources from which additional working capital has been financed and the uses to which working capital has been applied.

99. Define – ‘Working capital’.

Working capital is the amount of a company's current assets minus the amount of its current liabilities.

100. What is fund from operation?

Funds from operations (FFO) refers to the figure used by real estate investment trusts (REITs) to define the cash flow from their operations. FFO is calculated by adding depreciation and amortization to earnings and then subtracting any gains on sales.

101. Why do you prepare fund flow statement?

Funds flow statement is a statement which is prepared in order to determine the sources and application of funds.  It is used to show the management how the cash is flowing through the company operations. Funds flow statement, which shows the changes in financial position

102. How do you calculate working capital?

Working capital is calculated as current assets minus current liabilities. If current assets are less than current liabilities, an entity has a working capital deficiency, also called a working capital deficit.

103. What is mean by cash trading profit?

Cash trading requires that all transactions have to be paid for by funds available in the account at the time of settlement. It is the buying or selling of securities by providing the capital needed to fund the transaction without relying on the use of margin.

104. What is mean by cash from operation

Cash from operating activities focuses on the cash inflows and outflows from a company's main business activities of buying and selling merchandise, providing services, etc.

105. 
Define uses of fund 

The Source and Application of Funds Statement shows the total sources of new funds raised between Balance Sheet dates and the total uses of those funds in the same period.

106.
Definition of budgeting

       The word budget is derived from ‘Bougettee’ a French word meaning a leather pouch in which funds are appropriated for meeting anticipated expenses. In fact, this is the basic idea behind budgeting. A budget is a statement of expected results stated in numerical terms. It is formed in advance of the period to which it applies. It is an instrument of planning as well as control.

107. 
Define marginal cost

  
Marginal cost is the additional cost incurred for the production of an additional unit of output. The formula is calculated by dividing the change in the total cost by the change in the product output.

108. 
What is budgetary control?

    Budgetary control refers to how well managers utilize budgets to monitor and control costs and operations in a given accounting period. In other words, budgetary control is a process for managers to set financial and performance goals with budgets, compare the actual results, and adjust performance, as it is needed. 

109. 
What is Flexible budget?

       A flexible budget is a budget that adjusts or flexes with changes in volume or activity. The flexible budget is more sophisticated and useful than a static budget. (The static budget amounts do not change. They remain unchanged from the amounts established at the time that the static budget was prepared and approved.) For costs that vary with volume or activity, the flexible budget will flex because the budget will include a variable rate per unit of activity instead of one fixed total amount. In short, the flexible budget is a more useful tool when measuring a manager's efficiency.

110. 
What is standard costing? 

 
 Standard Costing is a costing method that is used to compare the standard costs and revenues with the actual results, in order to arrive at the variances along with its causes, to inform the management about the deviations and take corrective measures, for its improvement.

111. 
What is Master Budget?

     A master budget is an expensive business strategy that documents expected future sales, productions levels, purchases, future expenses incurred, capital investments, and even loads to be acquired and repaid. In other words, the master budget includes all other financial budgets as wells as a budgeted income statement and balance sheet.

112. What is Capital budget?

Capital budgeting is the process a business undertakes to evaluate potential major projects or investments. Construction of a new plant or a big investment in an outside venture are examples of projects that would require capital budgeting before they are approved or rejected. As part of capital budgeting, a company might assess a prospective project's lifetime cash inflows and outflows to determine whether the potential returns that would be generated meet a sufficient target benchmark. The process is also known as investment appraisal.

113. Mention the different methods of Cash budget?

•
Receipts and Payments Method. Under this method, cash budget is prepared in columnar basis. There are two parts. ...

•
Adjusted Profit and Loss Method. This method is also called the cash flow statement. ...

•
Balance Sheet Method. This method is very similar to adjusted profit and loss method.

114. 
What is Cash budget?

     A cash budget is a budget or plan of expected cash receipts and disbursements during the period. These cash inflows and outflows include revenues collected, expenses paid, and loans receipts and payments. In other words, a cash budget is an estimated projection of the company’s cash position in the future.
 115.  What are the Objectives of Capital Budgeting?

         1. To find out the profitable capital expenditure.

        2. To know whether the replacement of any existing fixed assets gives more return than earlier.

        3. To decide whether a specified project is to be selected or not.

        4. To find out the quantum of finance required for the capital expenditure.

         5. To assess the various sources of finance for capital expenditure.

        6. To evaluate the merits of each proposal to decide which project is best.

