COST SHEET

1. Define costing.

The I. C. M. A., London has defined costing as “the technique and process of ascertaining costs”. According to Wheldon, costing is defined as “the classifying, recording and appropriate allocation of expenditure for determination of costs, the relation of these costs to sales values and ascertainment of profitability”.

In short, costing is the systematic procedure of ascertaining the costs of a product, job or service.

2. Define cost accounting. 

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


In other words, cost accounting is the formal system of accounting cost by means of which cost of a product or service is ascertained and controlled.  

3. Define cost accountancy.

Cost accountancy has been defined as “the application of costing and cost accounting principles, methods and techniques to the arts, science and practice of cost control and ascertainment of profit. It includes the presentation of    information derived there from for the purpose of managerial decision making”.

4. What are the advantages of cost accounting?

The important advantages of cost accounting are as follows:

i) Helps in decision making

ii) Supplies detailed cost information.

iii) Guides in price fixation

iv) Reveals operating efficiency.

v) Helps in inventory control

vi) Helps in cost reduction

5. State with the help of an example the meaning of fixed cost.

Fixed costs are those costs which in the aggregate do not vary with the change in the level of activity or volume of output and remain fixed for a given period of time. Rent, insurance, depreciation of buildings, etc are the examples.

6. State with the help of an example the meaning of variable cost.

Variable costs are those   costs which vary in total in direct proportion to the change in the volume of output. These costs increase in total when the output increases and decrease in total when output falls. Usually, all   direct costs such as direct material cost, direct labour cost and direct expenses are treated as variable cost.

7. Distinguish between fixed cost and variable cost.

	Fixed cost

· Total fixed cost remains fixed irrespective of the level of output.

· Fixed cost per unit decreases when the     volume of output increases


	Variable cost

· Total variable cost varies along with output.

· Variable cost per unit remains constant when the volume of output changes




8. What do you mean by cost centre?
Cost centre is a location, a person or an item of equipment for which cost may be ascertained and used for the purpose of cost control. It may be a department or an area like store room, sale area, or machinery, plant or a person like a salesman or supervisor.

9. Give the meaning of a profit centre.

A profit centre  is a segment of a business that is responsible for all activities involved in the production and sale of products or service. It is responsible for the maximization of profit.

10. Give the meaning of cost unit.

Cost unit is a quantitative unit of product or service or time in relation towhich costs are ascertained and expressed. In short cost unit is a unit of measurement of cost. The following are the different cost units:

Industry




Unit of cost

Mines/Quarries



per tonne

Tile works




per thousand bricks

Textile Mills




per metre

Petrol





per liter

Transportation
per passenger-kilometer/ per                tonne-kilometer

11. Distinguish between cost unit and cost center.

i) Cost centers help in ascertaining the costs by location, equipment or person whereas cost unit breaks up the cost into smaller parts and helps in ascertaining the cost of the product or service

ii) Cost center is divided into two parts- personal & impersonal while cost unit is divided into units of product and units of service

12. Distinguish between financial accounting and cost accounting.

	Basis
	Financial Accounting
	Cost Accounting

	a) Purpose
	To provide accounting information to owners, creditors, government, tax authorities, etc.

(Internal and external use)
	To provide cost information to management

(For internal use)

	b) Statutory requirement
	Accounts have to be prepared and presented according to the legal requirements
	There is no such legal obligation in preparation and presentation

	c) Periodicity of reporting
	Financial statements are prepared periodically (Once a year)
	Cost statements are prepared as and when they are required.

	d) Nature of data
	Financial account records only historical/ past data
	Cost account records both historical and estimated costs/data

	e) Analysis of cost and profit
	Financial account reveals the cost and profit of the business as a whole
	Cost account shows detailed cost and profit data for each product, process, etc.


13. Give meaning & definition of Cost.

Cost is a sum total of all expenditures incurred in producing and selling a product or in rendering a service or in performing a job.  For example, for making a wooden table, money has to spend for three elements like raw material (Wood), labour (Wages to carpenter) and other expenses (rent, insurance, lighting, etc.). The total sum spent on material, labour and expenses constitutes the cost of the wooden table.

The I.C.M.A., London has defined cost as “ the amount of expenditure (actual or notional) incurred on or attributable to a specified thing or activity”.

Cost can also be defined as “ the measurement, in monetary terms, of the amount of resources used for  producing goods or rendering service”.

14. What are the elements of cost?

 
There are three elements of cost, they are:

a) Material Cost: Refers to cost of various materials from which the product is made. Means cost of raw materials, components, spare parts, consumable stores, etc.  Material cost is classified into Direct Material Cost and Indirect Material Cost

b) Labour Cost: Means remuneration such as salaries, wages, commission, bonus, etc. paid to various categories of employees working in a factory or office. Labour cost is classified into Direct Labour Cost and Indirect Labour Cost

c) Expenses: Expenses refer to all costs other than material cost and labour cost incurred. Examples: rent & rates, insurance & taxes, repairs & maintenance, etc. Expenses can be classified into Direct Expenses and Indirect Expenses.

15. Explain the following terms:

a) Direct Material Cost: Refers to the cost of materials which become a major part of the finished product. Such materials can be identified in the product, measured and chargeable to the product. For example, timber used in wooden furniture, leather in shoes, cloth in shirts, etc. 
Note: Cost of direct material includes not only purchase price of material, but also expenses such as import duty, dock charges, freight, carriage, octroi, etc., which are directly incurred on the materials purchased.

b) Indirect Material Cost: Refers to cost of materials, which cannot be easily identified and allocated to particular product. These materials do not become a major part of the finished product. For example thread used for stitching shirts, nails in furniture, glue in shoes, etc.

c) Direct Labour Cost: It is the cost of labour, which is directly engaged in the productive operations. In other words the worker who works directly with raw materials in converting them into finished goods represents direct labour. Cost of direct labour can be conveniently identified with and allocated to a particular product, job or process, 

Following are the examples:

i) 
The labour of a carpenter engaged in the manufacture of wooden furniture

ii) 
The labour of a shoemaker engaged in making shoes.

iii)
The labour of a tailor engaged in the stitching of dresses.

d) Indirect Labour Cost: It is the cost of labour which is not directly engaged in productive operations but engaged in other operations either in the factory or in the office. Indirect labour cost cannot be conveniently identified with and allocated to particular product or job. Following are the examples: Wages or salaries payable to:

i) 
Store keeper

ii) 
Factory and office supervisors

iii)
Clerical staffs

iv) Timekeepers, etc.

e) Direct (Chargeable) Expenses: Any expenditure other than direct material and direct labour directly incurred on a specific product is called direct expense. It can be easily identified with and allocated to a particular product or job.

Following are the examples:

a) Cost of special designs, models, drawings, etc.

b) Experimental cost of any particular product or project

c) Cost of royalties, patents and copyrights.

d) Hire charges of special tools or equipments.

e) Import duty, carriage inward, dock charges, insurance, etc.

f) Indirect Expenses: 
Indirect expenses are expenses other than indirect material and labour which cannot be easily identified with and allocated to particular product. Following are the examples:
Rent, rates, insurances lighting and heating, depreciation, printing and stationary incurred in the concern.

16. Why does profit shown by cost accounting differ from financial accounting?

The various reasons that are responsible for the disagreement of the results shown by the two sets of accounts are as follows:

a) Financial charges are included in financial accounts but not in cost account. Examples are: interest on capital, interest on money borrowed, cash discount, fines and penalties, capital losses, goodwill written off, etc.

b) Appropriations of profits are included in financial accounts but not in cost account. Examples are: income tax, dividends, bonus, and transfers to funds.

c) Financial incomes and profits included in financial accounts but not in cost account. Examples are: interest on deposit, interest on loans granted, and dividend received, cash discount, capital profits, etc.

d) Notional charges included only in cost account.  Examples are: Rent of own business premises, interest on own capital, etc.

e) Under or over absorption of overheads. Cost account is based on estimations where as financial account is based on actual cost.

f) Difference in the method of depreciation.

g) Difference in the stock valuation methods.

17. Define the term ‘cost sheet’

A cost sheet is a statement of cost prepared at given interval of time showing various elements of cost of a product produced, or service rendered during a particular period. This statement gives details about total cost and cost per unit at different stages of production.

18.  What are the uses of a cost sheet?

A systematically drawn cost sheet serves the following purposes:

a) It helps in fixing selling price more accurately.

b) It reveals total cost and cost per unit.
c) It discloses components of total cost.
d) With the help of cost sheet, management can easily compare the costs of two periods. Such comparison is helpful in detecting inefficiency and wastages.
e) It acts as a guide to the producer and helps him in framing production policies.

f) It provides information for preparation of tenders, quotations and estimates.

19. What are the components of total cost?

Important components are:

a) Prime Cost = Direct material cost  + Direct labour cost + Direct expenses.

b) Works Cost = Prime cost + Factory overheads.

c) Cost of production = Works cost + Office & Administrative overheads.

d) Total Cost (Cost of sales) = Cost of production + Selling & Distribution overheads.

20. Define prime cost.

Prime cost is the total of direct material cost, direct labour cost & direct expenses or Prime Cost = Direct material cost  + Direct labour cost + Direct expenses 

21. Define the term ‘overhead’.

Overhead is the aggregate of indirect material cost, indirect labour cost and indirect expenses. Overhead is divided into factory overheads, office & administrative overheads and selling  & distribution overheads.

Overhead = Indirect material cost + Indirect labour cost  + Indirect expenses.

22. What do you mean by works cost?

Works cost is the total of direct material cost; direct labour cost and direct expenses plus factory or works overheads. In other words it is the total of prime cost and factory overheads

23. How is prime cost different from factory cost?

Prime cost is the total of direct material cost, direct labour cost and direct expenses. Where as factory cost consists of prime cost and factory expenses.

24. How is cost of materials calculated?

Cost of materials consumed is the cost of consumption of materials during a particular period. It can be ascertained as follows:









Rs.



Opening stock of materials


……



Add: Purchases



……



Add: Freight & Carriage.


……..



Less: Materials returned


…….



Less: Abnormal loss of material.

…….



Less: Closing stock



…….



Cost of materials consumed:


…….

25. Distinguish between direct labour and indirect labour.

Any labour employed in converting raw materials into finished product is termed as direct labour or direct wages. For example in a printing press, the wages paid to compositors would be direct to the job and hence the amount paid is direct labour charge.


Indirect labour is not directly engaged in manufacturing operations but is engaged for carrying out tasks incidental to manufacturing operations. For example, wages paid to store keeper will be indirect labour and hence the amount paid is indirect labour charge.

26. How is cost of goods sold obtained?

Cost of goods sold is obtained as follows:









Rs.



Cost of production:



……….



Add: Opening stock of finished goods:
………



Less: Closing stock of finished goods:
………






Cost of goods sold:              ………….


27. Give the meaning of scrap.

Scrap is the incidental residue from certain types of manufacturing processes usually of small amount and low value recoverable with out further process.

28. How is closing stock of finished goods valued during the preparation of cost sheet?

Stock of finished goods is generally valued at cost of production. It is calculated as follows:

  Cost of production X Units of closing stock

                     

29. Distinguish between selling expense & distribution expense.

	
	Selling Expense
	Distribution Expense

	1
	These are indirect costs incurred in soliciting and securing orders from customers and efforts to find and retain customers
	These are indirect expenses incurred from the time product is completed in the factory until it reaches its point of sale.

	2
	Examples: Advertisement, salesmen salaries, commission, bonus, publicity, etc.
	Examples: warehouse rent, insurance, carriage, etc.


30. Explain the following terms:

a) Factory Overhead: Indirect expenses which are incurred in the factory and are concerned with the running of the factory are known as factory overhead or works overhead

b)  Office & Administration Overhead: Administrative overhead is cost incurred for making policies, planning and controlling the functions and motivating the personnel of the organization towards attainment of its goal.

c) Selling Overhead: These are indirect costs incurred in soliciting and securing orders from customers and efforts to find and retain customers

d)  Distribution Overhead: These are indirect expenses incurred from the time product is completed in the factory until it reaches its point of sale.

31. What do you mean by work in progress? How is it adjusted?

Work in progress means units which are not yet completed but on which some work has been done. It represents goods, which are in process of manufacturing.


Work in progress valued at prime cost is to be adjusted while determining prime cost and work in progress valued at factory cost is to be adjusted while determining works cost.

32. How do you treat the following:

a) Royalty: Royalty payable is treated as direct expense where as royalty payable on the basis of number of units sold is selling overhead.

b)  Idle Time: Cost of normal idle time is added to works overhead where as cost of abnormal idle time is deducted from direct labour.

c) Sale of defective materials, scrap or waste: Amount realized from the sale of defective materials is deducted while determining cost of material consumed. If produced units are found to be defective and sold as scrap, the amount realised from such sales is to be deducted from factory overheads

d) Cost of rectification of defective units: Added to works overhead.

e) Abnormal wastage of material: Is deducted form direct material.

33. List the items not to be included in the cost sheet:

	· Dividend  & Interest received.

· Rent received.

· Cash discount allowed.

· Interest on debentures.

· Commission received.

· Interest on capital.

· Profit /loss on sale of fixed assets.


	· Fine or penalty paid for breach of contract.

· Compensation payable to employee.

· Income tax and wealth tax

· Donation

· Cash discount received.

· Bonus to employees.

· Underwriting commission,




34. Give examples for factory, office, selling & distribution overheads.

	Factory Overhead
	Administration Overhead

	· Indirect materials, bolts, nuts, screws, thread, nails, lubricants, etc.

· Gas, steam, power, fuel, coal, haulage, lighting, lighting & heating.

· Rent, rates, taxes and insurance.

· Works manager’s salary

· Factory workers salary

· Depreciation, repairs& maintenance

· Oiling and cleaning of machines.

· Technical director’s fees or remuneration.

· Experimental and research expenses.

· Cost of training the new employees.

· Laboratory expenses.

· Supervision, inspection and testing fees.

· Labour office expenses.

· Municipal taxes.

· Cost of rectifying defective output.

· Drawing office expenses.

· Gas turbine running cost.

· Water treatment plant expenses.

· Pay for holiday

· Welfare expenses.

· Employees state insurance.


	· Printing and stationery used in the office.

· Office salaries.

· Office rent, rates and insurance.

· Office lighting, heating and cleaning.

· Depreciation and repairs of office building.

· Legal, bank, audit, postage and telephone charges.

· Trade subscription / trade magazines.

· General expenses.

· Counting house expenses.

· Hire of accounting machines.

Selling Overhead

· Salaries and commission to sales personnel.

· Advertisement and publicity.

· Showroom expenses.

· Exhibition expenses.

· Bad debt

· Collection charges

Distribution Overhead

· Rent, rates, warehouse insurance

· Depreciation of delivery vans.

· Wages of dispatch clerks.

· Freight and insurance charges.

· Discount, commission and brokerage,

· Sample expenses.

· Expenses of catalogues and price lists

· Insurance and taxes of finished goods.

· Warehouse wages.

· Parcels sent to customers.

· Road license for delivery vans

·  Carriage outward.


**********

No. of units produced











PAGE  
1
visit us @ www.geocities.com/rkbusinessclass/

