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Preface

It gives us great pleasure to present our new book “Cost Accounting” for Undergraduate
classes (B.Com., B.Com. (H) etc.) according to New Education Policy (NEP).

The presentbook aims to meet in full measure the requirements of students preparing
for various Commerce and Management courses, opting Cost Accounting in Indian
Universities and Professional courses. The latest syllabus of B.Com, B.Com. (H), BBA,
etc., of universities and professional courses have been thoroughly considered.

The objective of the present textbook is basic treatment of main principles of Cost
Accounting. The standard set for the book is complete clarity for beginners and such
simplicity of exposition to make the text practically the best.

It is with this purpose, the maximum range of illustrations and examples (around
540) form the part of the textbook. The book covers almost all topics of Cost Accounting.
It runs in 15 chapters spreading over 1000 pages and stands as a unique and most
comprehensive treatise of the subject. There are two Appendices — (i) Cost Accounting
Standard (CAS) issued by Indian Institute of Cost and Management Accounting and
(if) Recent Developments in Cost Accounting.

The chapters of the book may be broadly grouped in following heads:

1. Introduction to Cost Accounting: It explains the different aspects of costing and
difference between Cost Accounting and other aspects of Accounting. Elements
of Cost and Methods of Costing are also discussed along with relevant Cost
Accounting Standard (CAS).

2. Heads of Costing: In the next chapters Material Cost, Employees (labour) Cost,
Direct Expenses and Overheads are explained in detail.

3. Activity Based Costing: A new concept of Activity Based Costing (ABC) is
explained in detail in a separate chapter. The concept is an improvement over
Overheads.

4. Unit Costings or Output Costing: It is divided into two chapters — Unit Costing
and Calculation to Tender Prices.

5. Contract Costing: This section includes Job, Batch and Contract Costing in detail
incorporating new CAS.
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6. Process Costing: This part is covered in three chapter — Process Costing
By-product Costing and Operating or Service Costing.

7. Double Entry System in Cost Accounting: Double Entry System in Costing is
explained in two chapters — Cost Control Accounts and Integrated Cost Accounts.
A chapter related to the Reconciliations of Cost and Financial Accounting is also
included.

8. Appendices: There are two appendices given at the end of the book. First is on
Cost Accounting Standards (CAS) issued by Institute of Cost and Management
Accountants and the second on Recent Developments in Cost Accounting.

Thus, it is a complete textbook and students will find it as the best textbook for the
practice and comprehension of the subject.

We are grateful to the management of our publishers, Sultan Chand & Sons, New
Delhi. We are very thankful to Shri Pratap Chand Vaish, Shri GD Chaudhary and
Dr. Shubhra Vaish of the organisation for their editorial guidance. Mr. Srikanth of
Hyderabad has also helped us in preparing the manuscript. We are also thankful to
Editorial and DTP staff of Sultan Chand & Sons for their untiring support. We invite
suggestions and criticism for the improvement of the book.

Dr. M.P. Gupta
Dr. Ajay Gupta



Contents

UNIT-I Introduction

1. Introduction to Cost Accounting 3-61
Introduction 4
Requirement of Management and Limitations of Financial Accounting 4

Measurement of Performance and Efficiency 4
Pricing 5
Control 6
Forecasting 6
Day-to-day Decisions 6
Definitions of Cost Accounting and Related Terms 8
Cost 8
Cost Accountancy 8
Cost Accounting 9
Costing 9
Cost Control 9
Cost Audit 10
Objectives of Cost Accounting 10
Functions of Cost Accounting/Cost Accountant 10
Advantages of Cost Accounting 11
Control over Expenditure 13
Key to Economy 13
Services Rendered by Cost Accounting to the Management 14
Services Rendered to Employees 14
Cost Accounting and Creditors 14
Interest of Public in Cost Accounting 14
Objections to Cost Accounting 14
It is Unnecessary 15
It is Expensive 15
Installation of a Cost Accounting System 15
Factors to be Considered Before Installations 16



“ Contents

Difficulties in Installation of a Costing System

Cost Manual
Legal Requirement

Approach for Ascertaining Costs
Post Costing
Continuous Costing

Methods of Costing
Job Costing
Batch Costing
Contract or Terminal Costing
Unit (Single or Output) Costing
Process Costing
Operation Costing
Operating Costing
Departmental Costing
Multiple Costing

Elements of Costs and Classification of Expenditure

Direct and Indirect Expenses

Manufacturing (Works or Factory) Expenses or Overheads

Office and Administrative Overheads
Selling and Distribution Overheads
Expenses Excluded from Costs
Treatment of Stock
Cost Classified by Variability
Fixed Costs
Variable Cost
Semi-variable Costs
Cost Depends on Circumstances
Types of Costing
Historical Costing
Direct Costing
Absorption Costing
Uniform Costing
Marginal Costing
Standard Costing
Cost Units
Cost Centre
Cost Allocation and Cost Apportionment
Cost Estimation and Cost Ascertainment
Miscellaneous Costing Terms
Responsibility or Cost Centre
Profit Centre
Investment Center
Opportunity Cost
Imputed Costs/Hypothetical Cost
Sunk Cost and Shut Down Cost

17
18
19
20
20
20
21
21
21
21
21
22
22
22
22
22
24
24
25
26
26
28
28
38
38
38
38
40
40
40
40
40
41
41
41
41
43
43
44
44
44
44
45
45
45
45



2.

Contents n

Replacement Cost 45
Incremental Cost or Differential Cost or Marginal Cost 46
Avoidable and Unavoidable Cost 46
Conversion Cost 46
Controllable and Uncontrollable Cost 46
Estimated Costs and Standard Costs 46
Explicit Costs 46
Implicit Costs 47
Product Costs and Period Costs 47
Cost Control and Cost Reduction 47
Cost Control 47
Cost Reduction 48
Difference between Cost Control and Cost Reduction 48
Activity Based Costing (ABC) 49
Reports Provided by Cost Accounting Department 49
CAS - 4, Cost Accounting Standard on “Cost of Production for Captive Consumption” 50
Cost Sheet / Statement of Cost 52
CAS - 22, Cost Accounting Standard on “Manufacturing Cost” 53
Definitions 53
Disclosures 54
Objective Questions 54
Assignments 56
Theoretical Questions 56
Numerical Questions 57
UNIT-II Elements of Cost: Materials and Employees Cost
Materials Cost 65-174
Direct and Indirect Materials 66
Materials Control 66
Definition of Materials Control 66
Objectives of Materials Control 66
Important Requirements of Materials Control (Management Expectations) 67
Materials Purchase Procedure 68
The Purchase Department 68
Centralised and Decentralised Purchasing 68
Duties/Functions of Purchasing Department 69
Co-operation between Purchase Manager and Others—Standard List 69
Documents Used in Material Accounting 70
Purchase Routine 71
Maximum Quantity 72
Fixation of Stock Levels 73
Economic Order Quantity (EOQ) 76
Just-in-Time (JIT) Inventory System 82
Choosing a Supplier and Inviting Tenders 83
Placing of Order 84
Receipt of Goods 84



m Contents

Costing of Incoming Materials 85
Materials Handling Charges 86
Cost of Purchase 87

Valuation of Material Cost — Discount/ Subsidy / Loss, etc., 88
Discount Allowed 88
Duties and Taxes 89
Penalty and Charges 89
Other Expenditure 89
Control over Investment in Stocks or Inventory Control 92

Storing of Materials 95
Bin Card 96
Stock Control Cards 97
Double Bin System 97

Issue of Materials 98
Bill of Materials 99

Inventory Records and Control 99
Perpetual Inventory 99
Continuous Stock-taking 100
Recording of Movement of Materials 101
Difference between Bin Card and Stores Ledger 102
Forms to be used in Inventory Taking 102

Selective Inventory Management: ABC and VED Analysis 103
ABC System of Selective Inventory Management 103
VED Analysis or Vital Essential Desirable Analysis 105
FSNSD Analysis 106

Inventory Turnover Ratios 107

Pricing of Issue of Materials 108
At Cost or First-in-First-Out or FIFO Method 109
Last-in-First-Out or LIFO Method 110
Average Cost Method 112
Replacement Cost or Market Price on the Date of Issue 114
Fixed Price 115
Standard Price 115
Inflated Price 116
Highest-in-First-Out (HIFO) Method 116
Next-in-First-Out (NIFO) Method 116
Moving Average Method 116
Base Stock Method 116
Choice of Pricing Method 120
Materials Abstract or Materials Issue Analysis Sheets 120
Return of Stores or Transfer to Other Jobs 121
Purchase Journal 122
The Stores Ledger Control Account 122

Materials Losses, Wastages and Control 123
Normal and Abnormal Losses 123

Control over Wastage of Materials in a Workshop 124



Contents “

Control Over the Use of Indirect Materials and Spares 126
Reclamation of Loss from Defective Mechanical Unit 126
Miscellaneous Illustrations 127
Stock Levels 127
EOQ & Stock Levels 128
Calculation of Cost of Materials 153
ABC Analysis 156
Pricing of Issue of Materials 159
CAS - 6, Cost Accounting Standard on “Material Cost ” 163
Objective Questions 165
Assignments 168
Theoretical Questions 168
Numerical Questions 169
3. Employees Cost (Labour) 175-268
Direct and Indirect Labour 176
Labour Cost Control 177
Personnel Department 177
Engineering and Work Study Department 177
Time Keeping Department 178
Payroll Department 178
Cost Accounting Department 178
Important Factors for the Control of Labour Cost 178
Assessment of Manpower Requirement 178
Control Over Time Keeping and Time Booking 179
Methods of Recording Attendance and Time 179
Analysis of Time of Direct Workers 180
Time and Motion Study 182
Procedure in Time Study 183
Importance of Time and Motion Study to the Management 184
Control Over Idle Time 184
Control Over Abnormal Idle Time 186
Payment for Overtime 186
Control over Overtime 188
Treatment of Overtime Premium 188
Methods of Wages 189
Criteria for Judging a Wage System 190
Wages on Time Basis 190
Circumstances where Time Rate is Suitable 190
Advantages of Time Rate 191
Limitations of Time Rate 191
Wages on Piece Basis 191
Precaution in Piece Rate Method 191
Circumstances Favouring Piece Rate Method 192
Advantages of Piece Rate Method 192
Limitations of Piece Rate Method 192

Choice between Time and Piece Rate System 193



- Contents

4.

Balance of DEBT System 194
Incentive Plans 194
Halsey Premium Plan 194
Halsey-Weir Plan 195
Rowan Plan 196
Barth Variable Sharing Plan 199
Taylor’s Differential Piece Rate System 200
Merrick Differential Plan 203
Emerson’s Efficiency Plans 203
Gantt’s Task and Bonus Plan 206
Hayne’s Plan 207
The Bedaux Plan 207
Priestman’s Production Bonus 208
Group Bonus 209
Profit Sharing 210
Wages and Cost of Production 211
Payment of Wages 212
Wage Rate for Costing Purposes 214
Control Over Casual, Contract and Other Workers 215
Outworkers 215
Casual Workers 216
Control Over Labour Turnover 216
Causes of Labour Turnover 217
Cost of Labour Turnover 218
How Labour Turnover Can be Reduced 218
Job Evaluation 221
Purposes 222
Advantages to the Employer 222
Advantages to Employees 222
Limitations of Job Evaluation 222
Steps of Job Evaluation 222
Methods of Job Evaluation 223
Merit Rating (Performance Appraisal) 224
Advantages of Merit Rating 224
Shortcomings and Limitations of Merit Rating 225
Miscellaneous Illustrations 225
Objective Questions 262
Assignments 265
Theoretical Questions 265
Numerical Questions 265

UNIT-III Elements of Cost: Overheads

Overheads 271-389
Meaning of Overheads 272
Classification of Overheads 272

Other Classifications 273



Contents n

Fixed Overheads
Variable Overheads
Semi-variable Overheads

Advantages of Making the Distinction between Fixed and Variable Expenses

The Process of Distinguishing Variable and Fixed Costs
Collection and Absorption of Overheads
Factory or Works Overheads
Items Constituting Works or Factory Expenses
Collection of Factory Overheads
Departmentalisation of Factory Overheads
Production and Service Departments
Apportioning of Service Department Costs to Production Departments
Basis for Apportioning Service Department Expenses
Methods of Apportionment of Service Department Overheads
Direct Material and Direct Labour Cost of Service Departments
Some Important Factory Overheads
Depreciation
Interest
Rent
Royalties
Repairs
Fuel and Power
Absorption of Factory Overheads
Criteria of Absorption
Method of Absorption of Factory Overheads
The “Percentage on Materials” or Direct Materials Cost Basis
The “Percentage on Direct Wages” or Direct Labour Cost Basis
The “Percentage on Prime Cost” Basis
Hourly Rate Basis of Absorption
The Machine Hour Rate
Direct Labour Hour Rate
Over — and Under-Absorption of Overheads
Reasons for Over- or Under-Absorption
Treatment of Over- or Under-Absorption of Overheads
Other Overheads
Importance of Other Overheads
Control Over Other Overheads
Office and Administrative Overheads
Absorption of Office and Administrative Overheads
Selling and Distribution Overheads
Absorption of Selling Overheads
Apportionment Over Various Products
Overheads Apportionment Book
Research And Development Costs
Absorption of Fixed Overheads Over Output — Actual or At Normal Capacity
Items Excluded From Cost Accounts

273
273
273
276
276
278
279
279
280
280
283
284
284
285
287
293
293
298
301
301
301
301
302
302
303
303
305
306
308
308
320
325
325
325
336
336
337
337
338
339
342
343
346
347
348
350



n Contents

Activity Based Costing (ABC) 351
Miscellaneous Illustrations 353
Objective Questions 380
Assignments 383
Theoretical Questions 383
Numerical Questions 383

5. Activity Based Costing (ABC) 391-432
Meaning of Activity Based Costing (ABC) 392
Definition of ABC 392

A Comparison of ABC and Traditional Product Cost 393
Implementation of ABC System 394
Identifying Activities 394
Assigning Costs to Activity Cost Centres 395
Selecting Appropriate Cost Drivers (ABC Management) 395
Assigning the Cost of the Activities to Products 396
Purposes and Benefits of ABC 396
Activity Based Budgeting 397
Miscellaneous Illustrations 412
Objective Questions 428
Assignments 428
Theoretical Questions 428
Numerical Questions 428

6. Direct Expenses or Chargeable Expenses 433-435
Meaning of Direct Expenses 434
Characteristics of Direct Expenses 434
Control of Direct Expenses 434
Objective Questions 435
Assignments 435
Theoretical Question 435

UNIT-IV Methods of Costing

7. Single or Output or Unit Costing-1 439-508
Meaning of Unit Costing 440
Statement of Cost 440
Cost Sheet 440
Elements of Cost 441

Treatment of Defective or Rejected Production 444
Production Account 460
Specimens of Production Account 460
Manufacturing Account and Trading Account 466
Miscellaneous Illustrations 467
Objective Questions 499
Assignments 499
Theoretical Questions 499

Numerical Questions 500



Contents m

. Calculation of Tender Price or Estimates/Quotations: Unit Costing-2

Meaning of Tender Price

Tenders of Similar Type Commodity
Tenders for Different Products
Assignments

. Job, Batch and Contract Costing
Job Costing
Documents used in a Job Order Cost System
Job Cost Accounting Procedure
Advantages of Job Order Costing
Limitations of Job Order Costing
Batch Costing
Essentials of Batch Costing
Economic Batch Quantity
Contract Costing
Difference between Job Costing and Contract Costing
Elements of Contract Cost
Materials
Labour
Plant
Indirect Expenses
Cost of Extra Work Done
Cost of Sub-Contract
Cost of Maintenance Periods
Certificate of Work Completed and Payment Received from the Contractees
Cost of Work Uncertified
Profit on Incomplete Contracts
Work-in-Progress Account
Contractee’s Account
Escalation Clause
Cost-plus Contract
Contracts to Run for More than One Year
Contracts Near Completion
Accounting Standard (AS-7) (Revised) and Ind AS-11
Accounting for Construction Contracts
Miscellaneous Illustrations
Objective Questions
Assignments
Theoretical Questions
Numerical Questions

10. Process Costing

Meaning of Process Costing

Definitions

Difference between Process Costing and Job Costing
Process Accounting

Direct and Indirect Expenses

509-536
510
510
511
531

537-625
538
538
538
539
539
550
550
551
557
557
558
558
559
559
559
560
560
560
562
563
563
566
567
568
571
580
583
597
597
601
613
615
615
615

627-737
628
628
629
630
630



n Contents

Wastage and By-Products 631
Normal and Abnormal Wastage 636
Oil Refinery Processes 641
Crushing Process 641
Refining Process 641
Finishing Process 641
Sale of By-Product 644
Work-in-Progress and Equivalent Production 646
Valuation of Work-in-Progress under FIFO Method 647
Normal Losses and Abnormal Losses in Equivalent Production 649
Valuation of Work-in-Progress under Average Method 661
Valuation of Work-in-Progress Under Last-in-First Out (LIFO) Method 666
Inter-Process Profit 667
Operation Costing 673
Miscellaneous Illustrations 674
Objective Questions 725
Assignments 727
Theoretical Questions 727
Numerical Questions 728
11. Joint Products and By-Products Costing 739-784
Meaning of Joint Product and By-Product 740
Joint Cost 740
Methods of Apportioning Joint Costs to Products 740
Physical Volume Method 740
Market Value of Products Method 740
Miscellaneous Illustrations 773
Objective Questions 782
Assignments 782
Theoretical Questions 782
Numerical Questions 782
12. Service or Operating Costing 785-843
Meaning of Operating/Service Costing 786
Unit of Cost in Service or Operating Costing 786
Classification of Cost 786
Transport Services 787
Classification of Cost in Transport Costing 788
Log Book 789
Statement of Operating or Service Cost 790
Purposes of Determining Service/Operating Cost 790
Power, Electricity and Gas Supply Services 795
Canteen Services 797
Hospital Services 799
Hotel Services 800
Costing for IT and ITES 804
Costing of Insurance Company 805

Road Toll Collection 806



Contents n

Miscellaneous Illustrations
Objective Questions
Assignments
Theoretical Questions
Numerical Questions

UNIT-V Cost Accounting Book Keeping: System

13. Cost Book Keeping: Cost Control Account
Cost Control Accounts (Non-Integrated)
Cost Ledger
General Ledger Adjustment or Control Accounts
Cost Ledger Control Account
Accounts in the Financial Books
Entries in Control Accounts
Debit and Credit to Various Control Accounts
Miscellaneous Illustrations
Objective Questions
Assignments
Theoretical Questions
Numerical Questions

14. Integrated or Integral Cost Accounts
Concept of Integrated or Integral Accounts
Preparation of Financial Accounts
Scheme of Making Entries
Third Entry Method
Journal Entries For Integrated Accounts
Objective Questions
Assignments

Theoretical Questions
Numerical Questions

15. Reconciliation of Cost and Financial Accounts
Meaning of Reconciliation of Profits
Remodelling of Financial Books
Reconciliation of Profits
Method of Reconciliation
Items to be Added to Profit as per Cost Account
Items to be Deducted from Profit as per Cost Accounts
Miscellaneous Illustrations
Objective Questions
Assignments
Theoretical Questions
Numerical Questions

Appendix 1 — Cost Accounting Standards (CAS)
Appendix 2 — Recent Developments in Cost Accounting

807
838
839
839
839

847-882
848
848
849
849
849
850
852
865
880
881
881
881

883-908
884
884
884
885
886
905
905
905
906

909-956
910
910
911
912
912
912
924
953
953
953
953

A.959 — A.986
A.987 — A.996



Snapshot of the Book

Assignments
C};f,p fer Chapter Name Pages | Ilustrations| Objective | Theoretical| Numerical
o Type Ques. Questions | Questions
Unit-I Introduction
1. |Introduction to Cost Accounting ‘ 60 ‘ 13 39 ‘ 14 ‘ 6
Unit-II Elements of Cost: Material and Employees Cost
2. Materials Cost 110 70 49 22 28
3. |Employees Cost (Labour) 94 65 47 16 16
Unit-III Elements of Cost: Overheads
4. |Overheads 120 60 60 17 14
5. | Activity Based Costing (ABC) 42 19 10 5 5
6. Direct Expenses or Chargeable Expenses 4 - 7 3 -
Unit-IV Methods of Costing
7. Single or Output or Unit Costing-1 70 46 10 8 21
8. | Calculation of Tender Price or Estimates/ 28 17 - - 12
Quotations: Unit Costing-2
9. |Job, Batch and Contract Costing 90 58 34 1 23
10. Process Costing 112 64 49 9 26
11.  |Joint Product and By-Product Costing 46 29 6 3 5
12. | Service or Operating Costing 60 41 14 8 10
Unit-V Cost Accounting Book Keeping System
13. | Cost Book Keeping: Cost Control Accounts 36 16 20 6
14.  |Integrated or Integral Cost Accounts 26 8 1 6
15. Reconciliation of Cost and Financial Accounts| 48 32 5 9 8
Appendix-1. Cost Accounting Standards (CAS) 28 - - - -
Appendix-2. Recent Developments in Cost Accounting| 10 - - - -
Total 1000 538 361 137 183




About the Book

The present book aims to meet in full measure the requirements of
students preparing for various Commerce and Management courses, .
opting Cost Accounting in Indian Universities and Professional COSEACfouﬂt,!“Q
Courses. The latest syllabus of B.Com, B.Com. (H), BBA, etc., of
Universities and Professional Courses have been thoroughly
considered.

SULTAN CHAND & SONS &

M.P. Gupta & Ajai Gupta
T,

The objective of the present textbook is basic treatment of main |
principles of Cost Accounting. The standard set for the book is
complete clarity for beginners and such simplicity of exposition to
make the text practically the best.

It is with this purpose, the maximum range of illustrations and
examples (around 540) form the part of the textbook. The book covers almost all topics of Cost
Accounting. It runs in 15 chapters spreading over 1,000 pages and stands as a unique and most
comprehensive treatise of the subject. There are two Appendices — (7) Cost Accounting Standard
(CAS) issued by Indian Institute of Cost and Management Accounting and (i7) Recent
Developments in Cost Accounting.

About the Authors

Dr. MLP. Gupta is former Director of Jagaran College, Kanpur. He has been Former Head,
Deptt. of Commerce. VSSD College, Kanpur and Ex. Dean Faculty of Commerce CSJIM,
Kanpur University. He has been visiting faculty member at the Northen India Reginonal
Council of The Institute of Chartered Accountants of India and at Kanpur Chapter of the
Institute of Company Secretaries of India. He has experience of guiding students of
B.Com./M.Com. and Professional Course of C.A., C.S.and CMA for more than 50 years.

Dr. Ajay Gupta is Assistant Professor, Department of Commerce at DSN (PG) College, Unnao
Uttar Pradesh (Affiliated to CSJM University). He has a rich teaching experience of over 20
years.

Sllltan Chand & Sons ISBN 978-93-01820-66-4

Publishers of Standard Educational Textbooks
23 Daryaganj, New Delhi-110002 -
Phones (S): 011-23281876, 23266105, 41625022 [=] " [w]

(0): 011-23247051, 40234454 .
Email : sultanchand74@yahoo.com =
978 64

90€T 21

info@sultanchandandsons.com Scan to Visit Us 939118206




	TC 1306 -F
	Page 1

	TC-1306 (xvi)
	1306_00
	1306_1
	1306_2
	1306_3
	1306_4
	1306_5
	1306_6
	1306_7
	1306_8
	1306_9
	1306_10
	1306_11
	1306_12
	1306_13
	1306_14
	1306_15
	1306_App_A
	1306_App_B

	TC 1306 -B
	Page 1


