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Preface
We are happy to present the book “Introduction to Cost Accounting” to the students of Semester

II of F.Y.BMS to the teachers and the readers. This book is written according to the syllabus
prescribed by the University of Mumbai.

Outstanding Features
1. As per the guidelines of University of Mumbai
2. Simple and Lucid language
3. Bird’s eye-view boxes given in the text provides a snapshot of the subject matter covered
4. Diagrammatic representation
5. Sufficient practical illustrations
6. University illustrations
7. Self-study illustrations
8. Objectives
9. In-depth information

10. Typical illustrations
11. Followed a method of simple to complex.
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Syllabus
UBMSFSII.5 : INTRODUCTION TO COST ACCOUNTING [50 lectures: 3 Credit]

Objectives of the Course:
1. To enable the students to understand the principles and procedure of cost accounting and to

apply them to different practical situations.
2. The primary objective of the course is to familiarise the students with the basic cost concepts,

allocation and control of various costs and methods of costing.
Units Name of the Topic No. of

Lectures
Unit I Introduction to Cost Accounting

(a) Meaning, Nature and Scope
(b) Objective of Cost Accounting
(c) Financial Accounting vs. Cost Accounting
(d) Advantages and Disadvantages of Cost Accounting
(e) Cost Classification (Concept Only)
(f) Types of Costing – Job, Process, Batch and Contract (Concept Only)
(g) Installation of Cost Accounting System.

10

Unit II Elements of Cost
(a) Material – Introduction, Motives of Holding Stock, Stock Valuation

(FIFO and Weighted Average Method), Maintenance of Stock Levels
(b) Labour – Introduction, Labour Remuneration (Time Rate and Price

Rate), Labour Turnover
(c) Overheads – Introduction, Classification of Overheads, Distribution/

Appointment of Overheads
(d) Introduction to Concept of Absorption Costing – Underabsorption/

Overabsorption of Overheads (Concept Only)
(e) Determination of Total Cost/Composition of Selling Price/Cost

Sheets/Translation, Valuation of Closing Stock/Estimated/Tender/
Offer (Basic Numericals)

20

Unit III Reconciliation between Cost and Financial Records
(a) Meaning and Definition, Need for Reconciliation, Causes of

Disagreement, Procedure and Preparation of Statement of
Reconciliation.

10

Unit IV Elementary Principles and Techniques of Marginal Costing
(a) Elementary Principles of Marginal Costing: Meaning, Features of

Marginal Costing, Advantages of Marginal Costing, Limitations of
Marginal Costing and Concept of Profit.

(b) Techniques of Marginal Costing: Contribution, Profit/Volume
Ratio, Break-even Point, Margin of Safety, Cost-Volume-Profit
Analysis.

(c) Basic Problems on Managerial Decision-making (Buy or Sell)
(d) Budgetary Control: Basic Budget, Purchase and Sell Budget.

10



Paper Pattern
Paper Pattern for F.Y. BMS

Duration: 2½ Hours Maximum Marks: 75
N.B: 1. All questions are compulsory.

2. Figures to the right indicate full marks.

Q. 1 Answer the Following (Any Two)
(On Module No. I)
(a)
(b)
(c)

(15)

Q. 2 Answer the Following (Any Two)
(On Module No. II)
(a)
(b)
(c)

(15)

Q. 3 Answer the Following (Any Two)
(On Module No. III)
(a)
(b)
(c)

(15)

Q. 4 Answer the Following (Any Two)
(On Module No. IV)
(a)
(b)
(c)

(15)

Q. 5 Practical Type Question (Module I, II, III and IV) (15)

.
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STRUCTURE
● Introduction

–– Definitions of Cost Accounting
–– Objectives of Cost Accounting

● Nature and Scope of Cost Accounting
● Distinguish between Financial Accounting and Cost Accounting
● Advantages of Cost Accounting
● Limitations of Cost Accounting
● Classification of Cost

–– Types of Costing
● Installation of Cost System
● Theory Questions

–– Write Short Notes
● Objective Questions

INTRODUCTION
Cost: As per the definition by the Chartered Institute of Management Accountants
(CIMA), London, ‘cost’ is the amount of actual expenditure incurred on a given thing.

Costing: The CIMA, London has defined costing as the ascertainment of costs. “It refers
to the techniques and processes of ascertaining costs and studies the principles and rules
concerning the determination of cost of products and services”.
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. ICMA has defined cost
accounting as follows: “The process of accounting for cost from the point at which
expenditure is incurred or committed to the establishment of its ultimate relationship with
cost centers and cost units. In its widest usage, it embraces the preparation of statistical

Introduction to Cost Accounting1
Chapter



data, the application of cost control methods and the ascertainment of the profitability of
activities carried out or planned”.
Financial Accounting: The process of recording, summarising and reporting the myriad
of transactions from a business, so as to provide an accurate picture of its financial
position and performance. The primary objective of financial accounting is the
preparation of financial statements – including the balance sheet, income statement and
cash flow statement – that encapsulates the company’s operating performance over a
particular period, and financial position at a specific point in time.

Definitions of Cost Accounting
1. A type of accounting process that aims to capture a company’s costs of production by

assessing the input costs of each step of production as well as fixed costs such as
depreciation of capital equipment. Cost accounting will first measure and record these costs
individually, then compare input results to output or actual results to aid company
management in measuring financial performance.

2. Cost accounting is the process of collecting information about the costs incurred by a
company’s activities, assigning selected costs to products and services and other cost objects,
and evaluating the efficiency of cost usage. Cost accounting is mostly concerned with
developing an understanding of where a company earns and loses money, and providing
input into decisions to generate profits in the future.

Objectives of Cost Accounting
1. Aids in fixing the prices of products: Cost Accounting helps in the determination of the

cost of the product after which the profit margin is added by the manufacturer and the selling
price of the product is fixed.

2. Helps in taking proper decisions: Taking the decision in respect of the price of the product
is very important for which the comparison of actual and standard cost must be done so as to
analyse the causes of variation and take the correct decision.

3. Disclosure and minimising wastage: It helps in locating the different sources of wastage in
various operations of manufacture like spoilage, leakage, pilferage, inadequate utilisation of
plant etc. By appropriate control measures, these wastages can be avoided or minimised.

4. Economising the cost: It helps the management to economise the cost effectively.
5. Effective control system: It provides effective control on the costs, time and efforts of

labour, machines and other factors of production.
6. Ascertainment of cost: There are two methods of ascertaining costs, viz., Post Costing and

Continuous Costing. Post Costing means analysis of actual information as recorded in
financial books. Continuous Costing aims at collecting information about cost as and when
the activity takes place so that as soon as a job is completed the cost of completion would be
known. Cost Accounting is very important for ascertaining the cost.

7. Cost control and cost reduction: Cost Reduction, may be defined as “the achievement of
real and permanent reduction in the unit cost of goods manufactured or services rendered



without impairing their suitability for the use intended or diminution in the quality of the
product.”
Cost reduction should not be confused with Cost control. Cost saving could be a temporary
affair and may be at the cost of quality. Cost Control and reduction can be done with the
help of Cost Accounting

8. Ascertaining the profit: Cost Accounting helps in ascertaining the profit of any activity
ascertained by matching cost with the revenue of that activity. The purpose under this step is
to determine costing profit or loss of any activity on an objective basis.

NATURE AND SCOPE OF COST ACCOUNTING
The term scope here refers to field of activity. Cost accounting refers to the process of
determining the cost of a particular product or activity. It provides useful data both for
internal and external reports reporting. Internal reporting presents details of cost data in a
summarised and aggregate form. For instance, in case a company manufacturing
electrical goods cost of each product.

In order that cost accounting satisfies the requirements of both internal and external
reporting, the following are the different activities which are undertaken under cost
accounting system:

1. Cost Determination/Ascertainment: This is the first step in the cost accounting system. It
refers to determining the cost for a specific product or activity with a reasonable degree of
accuracy

2. Cost Recording: Recording of costs in the cost journal as per the prescribed rules and
regulations and their subsequent posting to the ledger. It may be done according to integral
or non-integral system. A separate set of books are maintained for costing and financial
transactions.

3. Cost Analysing: Cost Analysing is critical evaluation of cost information to assist the
management in planning and controlling the business activities. Meaningful cost analysis
depends largely upon the clear understanding of the cost finding methods used in cost
accounting.

4. Cost Reporting: This is the ultimate function of Cost Accounting. These reports are
primarily prepared by the management at different levels for internal and external reporting
purpose. Cost reports helps in planning and control, performance appraisal and managerial
decision-making. It is, therefore, necessary for the managers to have good understanding of
different cost accounting concepts.

5. Cost Audit: Cost Audit is the verification of correctness of Cost Accounts, to ensure the
arithmetic accuracy of cost records and also to see whether the principles and rules have
been applied correctly or not.

DISTINGUISH BETWEEN FINANCIAL ACCOUNTING AND COST
ACCOUNTING



Financial Accounting Cost Accounting

1 Meaning The process of recording,
summarising and reporting the
myriad of transactions from a
business, so as to provide an
accurate picture of its financial
position and performance.

The process of accounting for
cost from the point at which
expenditure is incurred or
committed to the establishment
of its ultimate relationship with
cost centers and cost units.

2 Aims It aims at finding out results of
accounting year in the form of
Profit and Loss Account and
Balance Sheet.

It aims at computing cost of
production/service in a scientific
manner and facilitates cost
control and cost reduction.

3 Reporting Financial accounting reports the
results and position of business
to government, creditors,
investors, and external parties.

Cost Accounting is an internal
reporting system for an
organisation’s own management
for decision-making.

4 True and Fair
View

Financial accounting aims at
presenting ‘true and fair’ view
of transactions, profit and loss
for a period and Statement of
financial position (Balance
Sheet) on a given date.

It aims at computing ‘true and
fair’ view of the cost of
production/ services offered by
the firm

5 Used by Financial Accounting is used
even by outside entities.

Cost Accounting is used only by
the management of the concern.

6 Nature Financial accounts are
maintained on the basis of
historical records.

Cost accounts lay emphasis on
both historical and
predetermined costs.

7 Period Financial Accounting is for a
specific period.

Cost Accounting concentrates on
cost centers and not on period.

8 Stock Valuation In financial accounts, stocks are
valued at cost or realisable
value, whichever is lesser.

In cost accounts, stocks are
valued at cost.

ADVANTAGES OF COST ACCOUNTING
1. Guides in decision making: Cost Accounts furnishes vital information to the management

which serves as a guide in making decisions involving financial considerations. For instance,
Whether to make a product buy a product? Whether to eliminate this unprofitable product?
etc.

2. Helps in fixing prices: Cost accounting provides detailed cost data of each product in
amount and unit basis which enables the management for fixation of selling price of the
product. Although sale price is generally related more to economic conditions prevailing in
the market than to cost, the latter serves as a guide to test the adequacy of selling prices.



3. Formulation of future plans: Cost accounting is done on the basis of past experience. It
helps in the formulation of definite future plans in quantitative terms. Estimated Budgets are
prepared based on the past records so as to determine the future price of the product so they
give direction to the enterprise.

4. Disclosure and minimising wastage: It helps in locating the different sources of wastage in
various operations of manufacture like spoilage, leakage, pilferage, inadequate utilisation of
plant etc. By appropriate control measures, these wastages can be avoided or minimised.

5. Locating causes: Cost Accounting locates the exact causes for the causes of increase or
decrease in profit or loss. For instance, identifying the unprofitable products so that
corrective action can be taken to convert them into profitable products or eliminating them.

6. Prevention of frauds: Cost accounting envisages systems of inventory control, budgetary
control and standard costing. Scope for manipulation and fraud is minimised.

7. Increase profitability: Cost accounting reveals unprofitable products and activities.
Management can drop those products and eliminate unprofitable activities. The resources
released from unprofitable products can be used to improve the profitability of the business.

8. Cost control: Cost comparison helps in cost control. Comparison may be period to period,
of the figures in respect of the same unit or factory or of several units in an industry by
employing Uniform Costs and Inter-firm Comparison methods. Comparison may be made in
respect of cost of jobs, process or cost centres. Cost accounting includes effective tools for
comparison such as inventory control, budgetary control and variance analysis. By adopting
them, the management can identify the variations in the actual and the standard cost from the
plans and remedial action can be taken quickly.

LIMITATIONS OF COST ACCOUNTING
In spite of the various advantages claimed by cost accounting, the discipline suffers from
the following limitations:

1. Cost Accounting is costly to operate: It involves heavy expenditure to operate. The
benefits derived by operating the system are more than the cost.

2. Cost Accounting involves many forms and statements: It involves usage of many forms
and statements which leads to increase of paperwork.

3. Costing may not be applicable in all types of industries: Existing methods of cost
accounting may not be applicable in all types of industries. Cost accounting methods can be
devised for all types of industries and services.

4. It is based on estimation: Costing system relies on predetermined data and therefore it is
not reliable. Costing system estimates costs scientifically based on past and present
situations and with suitable modifications for the future. This leads to accurate cost figures
based on which management can initiate decisions. But for the predetermined costs, cost
accounting also becomes another ‘Historical Accounting’.

5. It is not an exact science: Like any other accounting system, it is not an exact science but
an art that has developed through theories and practices.



6. Bias judgements: Many judgements are biased and depend on individual discretion.
7. Difference in opinion: Different views are held by different cost accounts about the items to

be included in cost.

CLASSIFICATION OF COST
Classification of cost means the grouping of costs according to their common
characteristics. As per Cost Accounting Standard 1 (CAS-1), the basis for cost
classification is as follows:

(a) Nature of expense
(b) Relation to object – Traceability
(c) Functions/Activities
(d) Behaviour – Fixed, Semi-variable or Variable
(e) Management decision-making
(f) Production process
(g) Time period

Classification of cost is the process of grouping the components of cost under a common
designation on the basis of similarities of nature, attributes or relations. It is the process
of identification of each item and the systematic placement of like items together
according to their common features.

(a) Classification by Nature of Expense: Costs should be gathered together in their natural
groping such as Material, Labour and Expenses. Items of costs differ on the basis of their
nature. The elements of cost can be classified in the following three categories.
1. Material Cost: Material cost is the cost of material of any nature used for the purpose of

production of a product or a service. It includes cost of materials, freight inwards, taxes
and duties, insurance, etc. directly attributable to acquisition, but excluding the trade
discounts, duty drawbacks and refunds on account of excise duty and VAT.

2. Labour Cost: Labour cost means the payment made to the employees, permanent or
temporary for their services. Labour cost includes salaries and wages paid to permanent
employees, temporary employees and also to the employees.

3. Expenses: Expenses other than material cost or labour cost which are involved in an
activity.

(b) Classification by Functions: A business enterprise performs a number of functions like
manufacturing, selling, research, etc.
Costs may be required to be determined for each of these functions and on this basis
functional costs may be classified into the following types:
1. Production or Manufacturing Costs
2. Administration Costs
3. Selling and Distribution Costs



4. Research and Development Costs
1. Production or Manufacturing Costs: Production cost is the cost of all items involved

in the production of a product or service. These refer to all the costs incurred by the
factory from the receipt of raw materials to the primary packing.

2. Administration Costs: Administration costs are expenses incurred for general
management of an organisation. These are in the nature of indirect costs and are also
termed as administrative overheads. In most of the cases, administration cost includes
indirect expenses like salaries of office staff, accountants and directors, rent, rates and
depreciation of office building, postage, stationery and telephone.

3. Selling and Distribution Costs: Selling costs are indirect costs related to selling of
products are services and include all indirect costs in sales management for the
organisation. Distribution costs are the costs incurred in handling a product from the time
it is completed in the works until it reaches the ultimate consumer. Selling function
includes activities directed to create and stimulate demand of company’s product and
secure orders. Distribution costs are incurred to make the saleable goods available in the
hands of the customer like salaries and commission of salesmen and sales managers,
expenses of advertisement, rent of showroom, depreciation of warehouse or showroom
and insurance of sales office and warehouses, cost of insurance, freight, export, duty,
packing, shipping and maintenance of delivery vans.

4. Research and Development Costs: Research and development costs are the cost for
undertaking research to improve quality of a present product or improve process of
manufacture, develop a new product, market research, etc. And commercialisation
thereof.

(c) Classification Based on Behaviour – Fixed, Semi-variable or Variable: Costs are classified
based on behaviour as fixed cost, variable cost and semi-variable cost depending upon
response to the changes in the activity levels.
1. Fixed Cost: Fixed cost is the cost which does not vary with the change in the volume of

activity in the short run. These costs are not affected by temporary fluctuation in activity
of an enterprise. Example: Rent, Depreciation, etc.

2. Variable Cost: Variable cost is the cost of elements which tends to directly vary with the
volume of activity. In other words, it remains fix per unit but varies with the number of
units produced. Example: Direct labour, Freight, etc.

3. Semi-variable Costs: Semi-variable costs contain both fixed and variable elements.
They are partly affected by fluctuation in the level of activity. These are partly fixed and
partly variable costs and vice versa. Example: Factory supervision, Maintenance, etc.

(d) Classification Based on Costs for Management Decision-making: Ascertainment of cost is
essential for making managerial decisions. On this basis, costing may be classified into the
following types:
1. Marginal Costing: Marginal Cost is the aggregate of variable costs, i.e., prime cost plus

variable overhead. Marginal cost per unit is the change in the amount at any given
volume of output by which the aggregate cost changes if the volume of output is
increased or decreased by one unit.



2. Differential Cost: Differential cost is the change in the cost due to change in activity
from one level to another.

3. Opportunity Cost: Opportunity cost is the value of alternatives foregone by adopting a
particular strategy or employing resources in specific manner.

4. Replacement Cost: Replacement cost is the cost of an asset in the current market for the
purpose of replacement. This, is the cost in the current market of replacing an asset.

5. Normal Cost and Abnormal Cost: Normal Cost is a cost that is normally incurred at a
given level of output in the conditions in which that level of output is achieved.
Abnormal Cost is an unusual and typical cost whose occurrence is usually irregular and
unexpected and due to some abnormal situation of the production.

6. Shutdown Cost: These costs are the costs which are incurred if the operations are shut
down and they will disappear if the operations are continued.

7. Capacity Cost: These costs are normally fixed costs. The cost incurred by a company
for providing production, administration and selling and distribution capabilities in order
to perform various functions.

(e) Classification by Nature of Production or Process like Batch Costing, Process Costing,
Operation Cost, Operating Cost, Contract Costing, Joint Costs, etc.

(f) Classification by Time: A cost item is related to a specific period of time and cost can be
classified according to the system of assessment and specific purpose as indicated in the
following ways: Historical Costs and Predetermined costs. Historical costs are costs incurred
in the past. Predetermined costs are computed in advance on basis of factors affecting cost
elements. Example: Standard Costs.

(g) Classification by Controllability: Controllable and Uncontrollable costs. Controllable costs
are those which can be controlled or influenced by a conscious management action.
Uncontrollable costs cannot be controlled or influenced by a conscious management action.

Types of Costing
The types and techniques of costing are as follows:

1. Historical Costing: ‘The ascertainment of costs after they have been incurred’ is called
Historical costing. Such costs are, therefore, ‘post mortem’ costs as under this method all the
expenses incurred on the production are first incurred and then the costs are ascertained.

2. Standard Costing: ‘The preparation and use of standard costs, their comparison with actual
costs and the analysis of variance to their causes and points of incidence’ is called standard
costing. Here, the standards are first set and then they are compared with actual
performances. The difference between the standard and the actual is known as the variance.
The variances are analysed to find out their causes and also the points or locations at which
they occur.

3. Marginal Costing: Marginal Costing involves the ascertainment of marginal costs and of
the effects on profit of changes in volumes or type of output by differentiating between fixed
costs and variable costs. The fixed costs are those which do not change but remain the same,
with the increase or decrease in the quantum of production. The variables costs are those



which do change proportionately with the change in quantum of production. The marginal
costing takes into account only the variable costs to find out ‘marginal costs’. The difference
between Sales and Marginal costs is known as ‘Contribution’ and contribution is an
aggregate of Fixed costs and Profit/Loss. So, the fixed costs are deducted from the
contribution to find out the profits. Marginal costing is a technique to ascertain the effect on
profits. Marginal costing is a technique to ascertain the effect on profit by the change in the
volume of output or by the change in the type of output.

4. Absorption Costing: It is the practice of charging all costs, both variables and fixed, to
operations, processes or products. This is the traditional technique as opposed to Marginal or
Direct costing techniques. Here, both the fixed and variable cost are charged in the same
manner.

5. Job Costing: The job costing methods are applicable where the unit of manufacture is one
and complete in itself. They include printers, job foundries, tool manufactures, and
contractors, etc. The following methods are included in Job Costing:

(a) Contract Costing: This method if applied in undertaking erecting buildings or carrying
out constructional works, e.g., house buildings, ship building, civil engineering contracts
etc. Here, the cost unit is one and completed in itself. The cost unit is a contract which
may continue for over more than a year. It is also known as the Terminal Costing, since
the works are to be completed within a specified period as per terms of contract or
agreement executed by the contractor and contractee.

(b) Batch Costing: In this method, a batch of similar or identical products is treated as a job.
Here, the unit of cost is a batch of group of products, costs are collected and analysed
according to batch numbers and the costs are ascertained batch wise. This method is
applied in pharmaceutical industries where medicines or injections are manufactured
batch wise or in general engineering factories producing components in convenient
batches.

(c) Process Costing: Process costing method is applicable to those industries manufacturing
an number of units of output requiring processing. Here, an article has to undergo two or
more processes for reaching the stage of finished goods and succeeding process till
completion.

(d) Unit Costing: This method is also known as single or output costing. The objective of
this method is to ascertain the total cost as well as the cost per unit. A cost sheet is
prepared taking into account the cost of material, labour and overheads. Unit costing is
applicable in the case of mines, oil drilling units, cement works, brick works and units
manufacturing cycles, radios, washing machines, etc.

(e) Operating Costing: This method is followed by industries which render services. To
ascertain the cost of such services, composite units like passenger kilometers and tone
kilometers are used for ascertaining costs. For example, in the case of a bus company,
operating costing indicates the cost of carrying a passenger per kilometer.

INSTALLATION OF COST SYSTEM



The costing system of an organisation should be carefully planned in order to achieve its
objectives. The important steps for the installation of a costing system are discussed
below:

1. Determination of objectives: The first step is to clearly lay down the objectives of the
costing system. If the objective is only to ascertain the cost, a simple system will be
sufficient. However, if the objective is to get information for decision-making, planning and
control, a more elaborate system of costing is necessary.

2. Study of the nature of business: The nature of the business and other technical aspects like
nature of the products, methods and stages of production cycle should be carefully analysed.
Such an analysis is necessary to decide the method of costing to be adopted. For example,
contract costing is suitable for large construction projects. Operating costing is adopted by
service industries like transport.

3. Study of the nature of the organisation: The costing system should be designed to meet
the requirements of the organisation. Hence, it is necessary to study the nature, size and
layout of the organisation. The factors to be considered are:

(a) Size of the organisation and the size of the departments.
(b) The physical layout of the organisation.
(c) The different levels of management.
(d) The extent of decentralisation of authority.
(e) The nature of authority relationships.

4. Deciding the structure of cost accounts: A suitable costing system can be developed on
the basis of the study of the nature of business and organisation. The structure of cost
accounts should be simple and in accordance with the natural production process.

5. Determination of cost rates: This step involves a thorough study of the following points for
developing an integrated costing system.

(a) Classification of costs into direct and indirect costs.
(b) Grouping of indirect costs (overheads) into production, administration, selling and

distribution etc.
(c) Methods of pricing issues.
(d) Treatment of wastes of all types.
(e) Absorption of overheads.
(f) Calculation of overhead rates.

6. Organisation of the cost office: The cost office is responsible for the efficient operation of
the costing system. The cost office with adequate staff must be located as close as possible
to the factory. The following are the major functions of the cost office.

(a) Stores accounts
(b) Labour accounting
(c) Recording of cost data and



(d) Cost control.
Further, the role and duties and responsibilities of the cost accountant must be clearly
defined. He must have the necessary authority to discharge his duties effectively.

7. Introducing the system: After completion of the above steps, the costing system may be
formally introduced. Introduction of the system in an existing organisation should be done
gradually. Before introduction, the feature of the systems, its working and advantages must
be explained to the concerned employees to secure their co-operation.

THEORY QUESTIONS
1. Explain the meaning, nature and scope of Cost Accounting.
2. Define Cost Accounting and explain its objectives.
3. Distinguish between Financial Accounting and Cost Accounting.
4. Explain the advantages and disadvantages of Cost Accounting.
5. Explain the various ways of classification of cost.
6. Explain the various types of costing.
7. Explain the Installation of Cost Accounting System.

Write Short Notes
1. Nature of Cost Accounting
2. Scope of Cost Accounting
3. Objectives of Cost Accounting
4. Distinguish between Financial Accounting and Cost Accounting
5. Advantages of Cost Accounting
6. Disadvantages of Cost Accounting
7. Ways of classification of cost
8. Types of costing
9. Installation of Cost Accounting System.

OBJECTIVE QUESTIONS

I. Fill in the Blanks
1. __________ costs are costs incurred in the past.
2. __________ cost is the cost of material of any nature used for the purpose of production of a

product or a service.
3. __________ cost includes salaries paid to temporary or permanent employees
4. __________ cost is the cost of all items involved in the production of a product or service.
5. __________ cost includes indirect expenses like salaries of office staff, accountants and

directors.



6. __________ costs are indirect costs related to selling of products are services and include all
indirect costs in sales management for the organisation.

7. __________ costs are the costs incurred in handling a product from the time it is completed
in the works until it reaches the ultimate consumer.

8. __________ costs are the cost for undertaking research to improve quality of a present
product.

9. __________ cost is the cost which does not vary with the change in the volume of activity in
the short run.

10. __________ cost remains fixed per unit but varies with the number of units produced.
11. __________ costs are partly fixed and partly variable in nature.
12. __________ cost is the value of alternatives foregone by adopting a particular strategy or

employing resources in specific manner.
13. __________ cost is the cost of an asset in the current market for the purpose of replacement.
14. __________ cost is a cost that is normally incurred at a given level of output in the

conditions in which that level of output is achieved.
15. __________ cost is an unusual and typical cost whose occurrence is usually irregular and

unexpected and due to some abnormal situation of the production.
16. __________ costs are the costs which are incurred if the operations are shut down and they

will disappear if the operations are continued.
17. __________ costs are incurred by a company for providing production, administration and

selling and distribution capabilities in order to perform various functions.
18. The primary objective of __________ is the preparation of financial statements.
19. The process of recording and accounting for all the elements of cost is called __________.
20. __________ Accounting is for a specific period.

Ans: 1. Historical, 2. Material, 3. Labour, 4. Production, 5. Administration, 6. Selling,
7. Distribution, 8. Research and development, 9. Fixed, 10. Variable, 11. Semi-variable,
12. Opportunity, 13. Replacement, 14. Normal, 15. Abnormal, 16. Shutdown, 17. Capacity,
18. Financial Accounting, 19. Cost Accounting, 20. Financial

II. State Whether the Following Statements are True or False
1. Cost is the amount of actual expenditure incurred on a given thing.
2. Financial Accounting refers to the techniques and processes of ascertaining costs and studies

the principles and rules concerning the determination of cost of products and services.
3. Financial Accounting is the process of accounting for cost from the point at which

expenditure is incurred or committed to the establishment of its ultimate relationship with
cost centers and cost units.

4. Cost Accounting is the process of recording, summarising and reporting the myriad of
transactions from a business, so as to provide an accurate picture of its financial position and
performance.



5. Cost accounting will not measure and record these costs individually.
6. Cost Accounting helps in the determination of the cost of the product.
7. Cost Accounting helps in locating the different sources of wastage.
8. Cost Accounting helps the management to economise the cost effectively.
9. Cost Analysing is done after cost reporting.

10. Cost Recording is done after Cost analysing.
11. Cost determination is done before Cost Audit.
12. Financial accounting reports the results and position of business to government, creditors,

investors, and external parties.
13. Cost Accounting is an internal reporting system for an organisation’s own management for

decision-making.
14. Financial Accounting is used even by outside entities.
15. Financial Accounting is used only by the management of the concern.
16. Financial accounts are maintained on the basis of historical records.
17. Cost accounts lay emphasis on both historical and predetermined costs.
18. In Cost accounts, stocks are valued at cost or realisable value, whichever is lesser.
19. In financial accounts, stocks are valued at cost.
20. Cost Accounting helps in preventing frauds.
21. Cost Accounting increases the profitability.
22. Cost Accounting is an exact science.
23. Cost Accounting is based on estimations.
24. Costing may not be applicable in all types of industries.
25. Cost accounting is done on the basis of past experience.

Ans: True: 1, 6, 7, 8, 12, 13, 14, 16 ,20, 21, 23, 24, 25.
False: 2, 3, 4, 5, 9, 10, 11, 15, 18, 19, 22.




