Com
Pan);tformation, Capi
do you mean by a company?
pﬁ;:*_:’"dcteafgc_i by law to carry on a business
A ite rllabllfhes. perpetual succession & a com
profit having capital divided into transferable shares

Com L

s :)any iS an artificial

P r.an.sferable shares
OCiation of individuals'

!r::eartnl;refs of a company
r In teatures of a com
- Legal Personality: A comgaa:;,

therefore, h :
. has no physical shape or form. Although invisible and intangi
ompany is not connecte

of a natural
l.Perpetual existenp:t:?%ling ani
lavy c»reates the company a
. limited liability.
IV. Democratic managemen
V. Transferability of shares.

What do .

Ans. A pr?vsa?eﬁ'm{?te company mean? Write features of a pri

101 and TEStrictlmlhEG company can be formed with the one mem
s the transfer of share from one shareholder to anoth

B
5 s

tal of Company, Forfeiture and Debenture

for the profit wi
mon seal.

are as follows;
it e

is an artificial person which is created by law.

ble, as a

ndependent body, the life of the C
nd the law brings it to an end.

t.

vate company?
ber but the maximu
er. It is not necé

capital. i
pital. The private company must use the words “Pvt.Ltd" at the end of its name.

Features of Private company a

re as follows;

::t’rclj\c/)a;se company can bg established by a single person.
not need to publish a prospectus at the time of the issue of its share.

I-It-':: ;:r.lvate company must use the words “Pvt.Ltd" at the end of its name.
i stricts the tran_sfer of shares from one person to another person.
need not to obtain the certificate of the business before the commen

5.What does a public company mean? Mention its Features
A Public company is a company the member.

minimum number required for the formation is
and any person can apply for its share. Features/ Advanta

i Share are transferable

ii. Free to invite people to s

6. Differentiate between a private comp

ship of which is open to the gener
seven, but there is no upper limit.
ges of public compan
i, Limited Liabilities iii.
ubscribe to its share and debenture V.

any and a public limited company.

Private limited company

In other word

legal person. i

m number of sharehol
ssary to issué prospée

cement of the business.

al public un

It offers its
y are as given below;

Large capital
Effective and efficient management is possible.

ence. The company

' b! e a' eXISK
th distinct leg pany is @ voluntary

s, “com

n of law and,

contemplatio :
t all the rights

t enjoys almos
eholders. The

xists only in

d with the jife of its shar

ders cannot exceed
ctus to collect share

der the provisions of its Articles. The
share to public through a Prospectus

Public limited company

A public limite
members for its incorporatio

d company requires at least 7
n. Its maximum number

A private limited cormpany can be established by a single member.
Its minimum 1 and maximum number is limited to 101

is unlimited.
it requires the ‘certific
‘certificate ©
its business.

ate of incorporation’ and the
f commencement of bu

siness’' to start

It requires only the ‘certificate of incorporation’ to start its business.

It does not restrict the transfer of its shares.

It restricts the transfer of its shares.

publish its annual financi

It has to

al statements.

Itis not required to publish its annual financial statements

It uses the words 'Pvt.Ltd" after its name

Main document required for pr
i)Memorandum of Association
ii)A

rticle of Association

|t uses the word ‘Ltd’ after its name.

ivate companies and public limited companies
In case of private limited company'.

J
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!n case of public limited company:
g)Memorandum of Association
ii)Article of Association
iii)Prospectus

Article of Association g i |
Ans.. It relates with the internal rules and regulations of the company. It contains rules, regulations and by laws for the interna
Memorandum of

management of the company. Matters related in the Article of Association should not be against the
Association.

Memorandum of Association? i h
Ans. Memorandum of Association is the first document in which the main objective and external rules and regulations of the

company will be stated. It is the constitution of a company. The company should operates as per the terms and conditions
mentioned in the MOA. If the company does not operate as per the MOA, it will be considered as illegal.

Prospectus .
Ans. Prospectus is an invitation to the general public to participate or purchase the shares of the company. We know that public

limited company will manage the capital from the general public by issuing the shares.

Meaning of Share:
The capital of a company is divided into a number of units of fixed value which is called a share.

Types of Share

|l.  Preference Share

Il.  Equity Share ’
Differentiate between equity shares and preference shares.(Meaning and Features)

Equity share Preference share

Meaning :Dividend on preference share is paid

Meaning : Dividend on equity share is paid after the
before the payment of equity share.

payment of preference dividend.

Za;zac;f dividend on equity share may vary from year Rate of dividend on preference share is fixed.

Arrears uf dividend may be accumulated in case of

Arrears of dividend cannot be accumulated in any
cumulative preference share.

case.
In case of dissolution of the company, equity shara
capital is refunded after the repayment of pieference
share capital.

in case of dissolution of the company, preference
share is refunded before the repayment of equity
share capital.

It cannot be convertible. It may be convertible.

Preference shareholders do not have voting rights.

Equity shareholder enjoys voting rights.

Cumulative preference share:

Cumulative preference shares are those shares on which the amount of unpaid dividends is accumulated and is
carried forward as a liability.

Non-cumulative preference share:

They are those shares on which the arrears of dividend do not accumulate.

Redeemable preference share: o , . ]
They are those shares that can be redeemed within a specific period of time. The terms and conditions for

redemption of preference shares need to be specified at the time of the issue of shares
Irredeemable preference share: They are those, which can be redeemed only at the time of liquidation of the

company. . . )
Consert%ble preference share: they are those shares, which can be converted into equity shares. The conversion

ossible when the company provides such option. .
Riﬁr:j:vperﬁble preference share: They are those shares, which can not be converted into equity shares.

Preference share are non-convertible unless otherwise stated.

Share capital.f Il the shares is called share capital. It is an amount investeq by the sha.reholder's, towards the nominal value of
Total amountota capital is the ownership capital of a company raised by the issue of its shares. It is an amount

“share .
_sharetz.dlr;) yottzzfs"‘l_’lgrr‘:hz?ders towards the nominal value of shares.
inves

Types of Share capital.
i

|
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D,
A .
Uéhcoar‘;iztgtl:l Or registered capital:
S :t:::; E:tsementior\.ed in !he Memorandum of Association as the maximum amount 9f share capital is called
its sued capital; &d capital. It is the maximum amount of capital which a company can faise.
'S the part of th i i i .
lsgbscribed capﬁ ;l:,xthonzed capital, which is actually offered to the public for subscription.
(t:ls that part of the issue
alled-up Capital;

€ am i it -
intervalsou‘lr‘]; of share caplta! due on shares is normally collected from the shareholders in instalments at dnff_erept
i 'd e called-up capital is that part of the nominal values of shares subscribed by shareholders, which is
b ed by the Company for payment
aid-up capital: -

Itis the part of calleg :
i ~Up capital, which has be i the company's shareholders.
Write the procedure ol fasus of shares. been actually received from pany

d capital, which is actually taken up by the investors

}te:::; Ah Ctr)]mpany ISSues its shares to the general public through an invitation called prospectus. It issue shares to the public
uSh the prospectus to meet present requirement of the fund. The prospectus of the company includes details about the

Ssmpafny indicating authorized capital, the number of shares issued and the face value of share.
hat is meant by calls in arrears?

::rz.aghen shareholder fails to pay the due amount of share allotment or calls, the unpaid amount of share is called ‘calls in
What do you understand by calls in advance?

'l_'he_ amount of instalments, which have not been called up but received, is known as calls in advance. Calls in advance are
liability and it is shown in liability and it is shown in liability side of balance sheet.

Over-subscription of shares and how is it different from under subscription

Ans. The condition where the share application received is more than the number of shares offered by the company then it is
called over subscription of shares.

What do you understand by pro-rata allotment?

Ans. Under this alternative, the company aliots the shares to all the applicants proparticnately.. The excess application money is
utilized towards the amount due an aliotment and subsequent. It is a process of allotment of shares on proportionate basis.
¥What to you understand by forleiture of shares?

Ans. The term “forfeiture of shares” indicates to the cancellation of shares. This happens when a shareholder fails to pay
ailotment or call or both within the specified date. Forfeiture of shares is a process of withdrawing the shares allotted and seizing
the amount already paid by the defauiters.

What is meant by debentures? Explain.

Ans. A debenture is a certificate issued by a company acknowledging debt of public borrowing. Itis a portion of loan capital. The
owners of debentures are called debenture holders

Types of debentures:

Secured debenture : ) _ N
A debenture which is issued against a specific fixed asset as security is called secured debenture. Upon default of such

debenture on due date, the debenture holder can realize their sum out of the sale realized from such fixed asset. Secured
debenture are also called mortgaged debenture.

Unsecured debenture:

Debentures issued without any security are called unsecured debentures. The holders of such debentures are not given any

security for the issue of such debentures. The holders of such debentures are treated as the general creditors of the company.

Redeemable debenture:

which are to be repaid within a specified date as per the terms of their issue are called redeemable debentures

bentures e _
The de bound to pay the principal to debenture holders after the expiry of the period specified at the time of issue

The company is
Convertible debenture:

ure which is issued with an option to convert it into common share, preference share or a new debenture within a

A debent conversion ratio is called convertible debenture,

speciﬁed period at a
)Non-convertible debenture:

he debentures. which have no option of being converted into equity or preference shares or new debentures are called non

Ll ble debenture.

converti
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- Financial Statement Analysis

1. What are financial statements? Why is financial statement analysis necessary?

Ans The process of interpreting financial statement with specific tool and purpose is known as ﬁna{?cialthstater:?;: an:lysus e
other words. it can be defined as the process of knowing the strength and weakness of an organization through the meaningfy
search of figures contained in the financial statement.

2. What is the importance of analysis of financial statements from the viewpoint of management,
financial institutions?

Ans. The following points are the importance of analysis of financial statements
and financial institutions:

investors, anc

from the viewpoint of management, investors

. . . ility i hare anc
i isi i - Fi i ovides the information about profitability in terms of s
i)For decision of holding share: Financial statement provi o the hasis of which, a0 Iwesio

investment. It also provides the information about earning per share, dividend per share etc.
takes decision whether continue to hold or sale out the share.

ii)For future decision and planning: Financial statement shows the past perfformance qflan organization and past perforr'l:ance‘
is the good indicator of future Therefore, management makes planning and takes decision for the future on the basis of pasi

performance

u)For investment decision: Financial statement makes the comparative analysis of profitability, s_olvency and activities of the
organization. On the basis of these comparative analyses an investor may take decision whether to invest or not.

3.Write any three objectives of financial statements.
Ans. Three objectives of financial statements are given below,
i)To provide the operating result of the company.
i) To provide the financial position of the company, for the specified period of time.
1i)To provide financial information to the external as well as internal users.
4. Discuss the limitations of financial statements analysis.
Ans. The limitations of financial statements analysis are;

Not free from bias: Financial statement analysis is made as per the personal judgment of analyst. Therefore, the analysis is not
free from the biasness of the analyst.

No possibility to adjust the effect of the price level change: Financial statement analysis is done on the basis of historical data
contained by the financial statement. Therefore, there will not be any adjustment of inflation and deflation and it cannot represent
the current value of the business.

No solution but identification of problems only: Financial statement analysis shows the strength and weakness of the
organization or it identifies the problem only but it does not provide any guidelines for the solution of the identified problems

Chance of wrong analysis: The accuracy of financial statement analysis mostly depends u

r pon the ac
contained in the financial statement. If these figures are manipulated, the analysis also will be the wrong '?:;agchf the ﬁgures
the basis of such wrong analysis may mislead the users in making their decision S1oh mage on

5. Parties Interested in Financial Analysis:
The following parties are interested in the analysis of financial statements:

(1) Investors or potential investors. (2) Management.(3) Creditors or suppliers.(4 i P S
Employees. (6) Government (7) Trade associations. pliers.(4) Bankers and financial institutions. (5)

COST ACCOUNTING

1.Concept of cost accounting
Cost accounting concentrates with accumulation, classification, analysis, recording
reporting and contre of cument and luture prospective of costss Cost accounting i
the classification, allocation, recording, summarization and ) Cont aczount
Objectives of cost accounting f

There can be severs! objectives of cost accounting. However, the following are its important objectives:

allocation, Summarization, interpretation,
s the branch of accounting that deals in

= 4 o . e -
s , 3ol e, 05y
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* Toascerta
™ in cost:
mset :;:::r::: ; (r’,bjed"'e of cost accounting is to ascertain D i Ascertainment of cost is process cf determining
Sifferons Y have been incurred. Genera! SO 8- recut o oty 8¢ N6 U and process costing Due to the
tin the nature of activ oy of e ly. there are two methods of determining the cost i.e job costing and p
- ;bj To control cost: stry. different methods of cost may be apphed
ectives of i ng. |
SOatng o Cost accounting s to control Over the cost by using various techniques such as standard costing, inventory control, marginal
. A
Cost acegfng:;:;d:ﬁ ;nformTtion for decision making:
forma i ' - -
Cost.ac To fix the selling pﬁ?:;! em of accounting and provides information for various managenal decisions like
. ﬁinﬁgﬁeﬁ;‘;,?i pm:i'de the detailed information about the cost of a product or service to determine the selling -
osting profit or loss:
Cost accounting a - p—_—
o cogst Scertains total cost and total revenue of every product or services or job and calculates proft orloss "y omenns
* To provide information in i
preparation of financial statements:
Inventory should be valued for preparation of financial statements by comparing cost price and L

Importance and advantages of cost accounting

Cost aco%ur:tmg provides immense advantages to a firm It alsc can be explained in terms of importance
. elping in ascertaining of cost: .
Cost accounting uses different methods of costing such as job costing. process costing etc. applying this costing method e

process or job 1s ascertaned
* Helps in inventory control:
echn

It helps in inventory conitro! using vanous techniques ik ABC analysis, economic order quantity, stock level etc.

e  Helps in measurement of efficiency: )
It helps in mezsuremert of efficiency of aperatons thraugh establishment if standards and various analysis

e Helps in preparation of budget. .
mpatstonal xdget, production budget, matenal purchase budget, flexidle budget etc

it helps 111 praparaton of »2nous budge's sLch 25 saies

LIMITATIONS OF COST ACCOUNTING

ng also sufiere from & nuUIrDEr of Lmitatons stch as follows

Cost aczount:
Unnecessary It s unnecessary because # invalves duplication of work, many geod enterprisa aie functioning without any casting
i I dditionai cost
nsive because the instaliation of cost accounting system involves a I o
o industries: It 1s inapphcable to many industries A single costing system m 1y rot be applicabie to o'l ndustes
em may be specally designed to meet the need of a specific industry
s.bie that two equally competent cost accounts may arrnve at different result fFom the same

system

« Expensive:
Inapplicabie to many :
pecause the costing sys .
Lack of uniform procedure: it is pes
information t and financial accounting may not be equal to each other In cost accounting certain incomes such as
os! tc. are not recorded and certain expenses such interest paid, dividend. loss on sale of fixed

Result shown by €
ansfer fee e
interest, dvidend. share L hown in financial accounting

s
assets are not shown but these items are

imitati inancial accounting
L'm"t?t‘cgor:fﬁf?gfal‘;o suffers from imitatons Some notable ones are as follows.
Financial @ oo
Mo e sccou m'::::"{d provide detailed cost informaton for different depantment, processes, product, job, different services
does not make evaluation performances of units, departments. and processes

Financial awous‘ uLm financial accounting

and functions - lysis of cost: , . ; ,
. No c,,ssmcwon :sn:y.f?:t:'e and behaviour are essental for controlling cost and identifying responsibilities. Financial accounting
Segregation oef ;0; cost in terms of benaviour such as vanabie of fixed costs, nor does it classify in terms of nature such as direct and
r
does not seg
ingirect c‘:se!:ennimﬂm‘ of its outputs in order to sell them But. financial accounting does not d i
. 2 oe'r,yd:r:n must determine prces elermine the seiling prices of
V!
the firm$ dards: re the eficency in the use of m,
. NouseOf ST any standard cosing 10 meass ey atenal. labour and expenses
i doss wrol over cost

No con
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Difference between cost accounting and financial accounting

ING
COST ACCOUNTING FINANCIAL ACCOUNT!

i — The main objectives of financial accounting areto report
e an otjective of eost accounting is to record and financial results in terms of profit or loss and financia

report costs of output. pasition of a firm.

Cost accounting Segregates cost into fixed and variable Financial accounting does not segregate costs into fixed
portion. and variable portion.

Its user are mainly managers who use the cost data for Its users are owners, managers, creditors, employees,

their decision making purpose. workers, consumers and government.

It is voluntarily required for the firm to keep costlt is legally required for the firm to maintain financial
accounts. accounts.

Itis primarily applied in manufacturing concerns. It is generally applied in all types of business concerns.

METHODS OF Costing

Methods of costing are the procedures of ascertaining costs of output, process or operation. Since the nature of industry differs
from one another, the methods of costing also differ. Important methods of costing are as follows:

* Job order costing: A method of cost accounting used to determine the cost of producing unique or customized
products or services. Example designing software program

* Process costing: A method of cost accounting used to determine the cost of producing same products through
continuous processes. Example cost of producing unit of biscuit.

* Service costing: The method of costing which is used for ascertaining the costs of service rendered is known as
service costing. Under this method, the cost of per unit of senvice rendered such as Cost per passenger kilometre, cost
per ton kilometre, cost per kilo-watt or cost per patient day is determined. Therefore, this method is popular in industries
and institutions that provide services instead of manufacturing products.

* Contract costing: This costing refers to the form of specific order costing, which applies, where work is undertaken to
customer requirements and each order is long duration as compared to job order costing. A job, which is big and
spreads over long periods of time is known as a contract. The method of costing which is used in a contract is called

contract costing. This method is used by builders, civil engineering contractors and construction firms.

CONCEPT OF COSTING

The process of fixing costs of activity is defined as costing. So, costing comprises of collection, classif;
for ascertaining unit cost of product and services. Manufacturing and service industries follow costing
products or

Elements/ Nature

Cost of product of an industry comprisgs of material cost, labour cost and expenses. Therefore, Cost appears int .
labour cost, expenses under the classification of costs based or physical Characteristics. Cost has threzpmain e'eomrgiienal o
raw materials, labour and other expenses. It can be classified into materials, labour ang €xpenses baseq on physical S such as

characteristics.
e Material cost
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Ingj
by rect materi

COS{ nals; Ing
Fu Centres » ‘ndirect maten

;il, ludn Cating ‘;‘: |0°st units. Cost of ::tg?i:tl refers to the matenial costs, which cannot be allocated but can be apportioned to or absorbed

enal contro| | Matenals used for re ai $ incurred for repair or a machine used for printing of text is defined as indirect materials cost.

wﬁ? ;ys?emanc and g Pair, coal, maintenance work etc. are few examples of indirect materials
helps pr ar control o ; .

and timely sutgp'y of e the nght Quah:ye:,? umrg?:n?'?g: storing and consumption of matenals is material control In other words, it 1s @ system,
Matenals by avoiding over a:dsu:gdt:? srt‘gg‘l:u?; R 0 KR TR o L NSS4 Fretoues

Proper co-ordination
.
between sales, production, purchase, receiving, inspection and storage departments.

| tems in
stores s
hould be Codified, classified and standardised.

Issue of ma-
atenals should be in the basis of requisition

o 3 o

M:;gfitall:ecgf Materials control

control ntrol basically aims at efficient purchas ; ; i i i

To Duréf\a e, storage and consumption of materials The following are the objectives of material

To ma:ntalsneurw“ atenals at a reasonable price

To protect makerils sgunts Kovs o b T evel

:urchase control against loss by fire, theft, and leakage.
urchase control refe

good amount of anenﬁort;h;glrtgse of matenals of right quality in right quantity at a reasonable price and at a right ime. It requires a

- purchasing procedures of materials relating to cost, quality, volume, time and delivery of materials

Centralized urchasi
zed purchas|
Ing refers to the purchase of matenals by a single purchase department.. Under this system, the purchasing department

purchases the required
oo req matenals for all the departments and branches of the company.
It uses the specialized knowled
ste s ge and skill by appointing special '

:t ?:ht,s‘abom e y appointing specialized and expert purchasing staff.
: Facfj.ta\es th: standardization of matenals

it citates effective control over purch g |
D;sadvan{ages p ases, by maintaining an efficient system of ordenng. receiving inspection.
1: 12 i‘:\peﬂs:u.e‘ c"f - incraase in administration cost of a separate purchase department.

Lis not suitable when plants of depantments are located far away from one another or are using different materiais

be*:en'."sﬁ:e-d purchasing
Decentralzed purchas g r-;feis to purchasing matenials by all departments and branches independently to ful
« z=n ha cveranme by the decentralized purchasing system. It helps to purchase the mat

fil their needsThe defects of
erials immediately in case of an

centaizad purthass

urgerd s.iuaton
Advantages:
~out of sefting up 2 purchasing department.

It avoids unney essany s
It avoicts delay in purchasing because iha requirad material can be

Disadvaniages:

Trere is chance of overstocking and blocks the capital of the company.

The benefts of a bulk purchase cannot be obtained.

Store-keeping

Store keeping refers t Is for their safe custody til these are issued to the produstion and other departments 1t

involves recening. storing an Is. The term 'stores’ has wide meaning and includes raw materials used in produstion,

consumabie store such as oil. greas ntenance materials etc, stock of work in progress and stock of finished goods.

Objectives of storekeeping

All of proper place for every item of store

Keep every item of stere in fixed place

Maintain proper and upto date records

T s of stores

1 _ycp:ntralized stores

A centralized stores IS mat stly
uch a store is on

company.depamens and bran

for all the
S: z
Advantage wter supervision of store  C. Better layout and control of stores

st b. Be L _
 fdee tore €. Lessspacels occupied

Economy !
g, Minimum investmentin s
rtment and branch. B. increase in the matenial handling cost. C. Greater ris

Disadvantades . ierials to the depa

sending
ized Stores - : :
tral store which receives matenials for and issues them to only one department and not to the whole
company.

easily purchase as and whei required.

the act of storing matena
d issuing of matena
e etc, tocls, pattems, mai

ore ‘”h,‘d‘ receives malerjals for gnd issue them to all departments divisions and production floors of the
one in the company which receives matenals for and issues them to all who need them. The materials required

ches are stored and issued by only one store.

% 4 stores is that type of store »

Deoemrahz lized store may be many in the company, as each department has its own such store. Purchasing and handii :

ch and every department separately. Each and every branch has their own store for operation of Pfoguct!gg of ?atterla!s are
ion activities.
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e Labour cost
Labour cost is the total of wages incurred for the effort or services made by labours in the productions of goods and Services Ty,
Bray

wages paid to the workers are termed as labour costs.

e Expenses
Expenses are the total of costs incurred for production, administration and selling and distributing operations royalties, rent lighting ane}
: ang

welfare expenses. All the three elements of cost can further be divided or grouped into two types based on their nature such a8 direct ang
n

indirect costs.

* Direct costs
Direct costs are those materials, labour and other expenses which can easily be attributed or identified with a unit of product process
operation. raw materials, productive labour, and carriage of materials paid are the examples of direct cost. or

¢ Indirect costs

|

Indirect costs are those types of cost, which cannot easily be attributed to or identified with a unit of product, process or Operation
Therefore, the total of costs of indirect materials, indirect labour and indirect expenses is referred to as indirect costs. repair charges,

salanes, rent, telephone and water.

. Direct materials cost: The cost of materials having physical identity with the end product is defined as direct materials cost. Main raw
materials and necessary components are a few examples of direct materials

* Indirect materials cost: Materials are not used as inputs of product are called indirect materials. Cost of materials incurred for repair
of a machine used for printing of textbook is defined as indirect materials cost.

¢ Direct labour cost:Labour or wages incurred for the operative workers engaged in production process are categorized as direct labour
cost. Wages paid to the workers involved in production and handling materials, workers engaged in productive operation by way of
supervision and maintenance etc is direct labour costs

* Indirect labour cost: Smooth operation of an organization needs operation of account department, marketing department, and
internal transport also besides production department Indirect labour cost mean salary paid to staff.

* Direct expenses: Direct expenses are charged directly to finished product like direct materials cost. It is also called designed
chargeable expenses. These include special layout cost, drawing and designed charges, royalties and so on.
* Indirect expenses:

The cost which is not directly connected with finished product but occur on account of operation are termed as indirect expenses
Indirect expenses are also more frequently called on cost or overheads and include expenses such as canteen expenses. lighting.

heating charge, rent, insurance and so on.

Variability or Behaviour

Variable Cost
Cost which change proportionality with volume of output or services are called variable costs. They increase or decrease in total amount with

the increase or decrease in volume of output. It include direct material, direct labour and fluctuating indirect materials, labour and

manufacturing overheads.

Fixed Cost
Cost that does not change with output is cost. It remains fixed for a stipulated period and for a specific capacity output. Fixed cost is called
constant or capacity cost. For example: depreciation, rent and salaries.

Semi-variable cost 7 o
Those cost which do not change proportionately like varuable costs but their increase will be Ie;s than proportionate unlike the variable costs
is termed as semi-variable cost. The examples of semi-variable costs are salary of supervisors, travelling salesman salary, repair and

maintenance costs etc.

Controllability ) e ; . .
Controllable cost: The cost subject to control or substantial |nflt1_en;:e of a particular manager or individual is called controllable cost
Example; direct materials, direct labour, other overheads such as indirect labour, factory supplies, cutting tools, power costs, repair and

maintenance etc are controllable costs. _ ' ‘
Uncontrollable costs: Costs that are not subject to influence by the action of manager is called uncontrollable costs. These costs remain
unchanged or unaltered. Example: managerial salaries, staff salaries, depreciation after purchase of equipment, rent. Some costs may be

controllable in the short run but not in the long run.

Accounting for Material

i aterials: ) o .
D.rg_"{?::;::ﬁms cost means the cost of materials that can be identified with and allocated to cost centre or cost units. Cost of
|

d to print textbook is direct cost since it is main input of textbook. Thus, main raw materials, and necessary
Papiro:zgts are a few examples of direct materials.
com

!
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ain dif
Ang ifferences between piece rate and time rate s

- Differe
Nces between
: piece rate and time ra
s N e te system

Plece rata Time rate system

=€ System is 3
a metho
Sedin the Quantity of oumut;l t‘:\fewig: payment to workerg Time rate system is a method of wage payment o worker
¥ have produced. based on time spent by them for the production of output.

ystems of wage payment?

It Pays
the
Produceq.  OFeS according fo the units of outpy

It pays the work according to the time spent in the factory.

It
does not Pay for idle time.

It pays for idle time.

Accounting for Overhead

Types of overhead

On the bas; :
* 6ffunction On the basis of elements On the basis of Behavior On the basis of control
_\
: gf?':gtaolZdov‘e rheaa_ - Indirect material - Fixed overhead - Controllable
overhe dmlnlstratwe - Indirect labour - Variable overhead - Uncontrollable
- Selli < - Indirect expenses - Semivariable
elling/Distribution overhead sviarhaad

What is overhead cost?

Ans. Overhead cost is the aggregated of indirect of indirect material cost, indirect labour costs and indirect expenses which cannot be easily
identified with and directly allocated to particular cost centre or cost object. It is known as indirect cost or on cost.

3.What are administrative overhead? Mention any three examples.

Ans. These are indirect expenses that are incurted in cennection with the general administration of the whole concern.. Example. office
salaries, rent, printing and stationary, telephone arid siechicity, depreciation and repair and maintenance of office building, furniture and other
office expenses.

YWhat are selling and distribution overheads? Mention any three examplos of it .

r seiiing and disiribution of finished goods are known as se'iing and distribution overheads. Examples:

Ans. All the indirect expenses incumsd 7or s
free gift, 2dvertisement, showroorn expeiisas, and 50 on.

wWhat is meant by controllable overiieacl? State any three examples of controllahla overhead.

Ans. These are the indirect expenses that the management of a manufacturing concemn can keeo urider s contro!, as they are influenced by
its decisions. Examples: indirect materials, power expenses and lighting expenses.

Why is allocation of overhead important?
is the allotment or assignment of an overhead cost to a particular cost unit If the overhead cost is associated with a single department
szo;tt fefﬁtre the whole amount is charged or distributed among the units of output of that particular department

What is apportionment of overheads?
of charging or apportioning costs to a number of cost centers or cost units. If a given cost is common to two or more

i rocess ; =
It is the pro ters, such cost should be apportioned or divided among these departments on an equitable basis. For examples, the

ents or cost cen

dfnpoau?\rtnOf factory rent should be apportioned to all the departments.
a
Differences between allocation and apportionment of overheads

[}

= Apportionment

Allocati
Wular department or cost centre. It involves two or mere department of=r cost centres
It inv

e — _
. lar department of The process of charging th
rging the costs to a particu ) ging the costs to a number
The process of charging cost centres is apportionment of overheads of departments of

cost centre is allo

__-____,___.—-———-'—‘—"’——— —_—

cation of overheads.
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nal handling cost
Psrza)::r;% i‘:sum: Lef matenal is possible '
Storing and control will be easy and effective
Disadvantagfez:u e
;gfge;::s;% required for individual departments.
Higher amount of investment is required.
Storekeeper

A manufacturing company appoints a person for carefy| storing and safeguarding materials in a store who is called storekeeper. A
storekeeper is a person who i_s the chief of the stores and who is given the responsibility of store management

CLASSIFICATION AND CODIFICATION OF MATERIALS

The process of grouping of materials on the basis of their nature or usage is known as classification. The process of giving district names ang
symbols for each item is called codifi

: cation. Such as Mmaterials are classified as construction materials, consumable stores, spare parts,
lubricating oils etc.

1.BIN CARD
Bin card is a card of certain size which shows the quantity
in the storeg _department to show receipt, issue and balance of

aterials handling in stores.. The terms "Perpetual

inventory" refer to the system of record-keeping and a continue physical verification of the stocks, with reference to store-recorgs.

Advantages of perpetual Inventory System
Helps to control material 2 Facilitates to keep minimum stock 3. Helps to bring unformity in production 4. Operates a:
internal check
Labour cost
Labour is human resources and participates in the process of production. It is an essential factor of producti
the labour, is known as labour cost and it is g significant element of cost of a
rermuneration paid to a worker or an employee for his work or service in producin

on. The amount, which is paid
product..In other words, labour cost is the amount
3 90ods and services.

Direct cost is that labours, which can be easily,identified with specified product, iob or work order.. For exam

tailors in garments industry, washer in cry clinic etc. Remuneration paid to direct labour is termed as direct |
prime cost.

ple: carpenter in furniture hous:
abour cost. It is treated as part ¢

Indirect cost

It is that labour which cannot be easily identified with a specific product or job. It Includes all labour indirectly Involved in converting ray
onsumption o i

matenals into finished goods or in altering the construction. ¢ r condition of the ProductPayments made to the sweepers
watchmen, cleaners, supervisors and accounting personnel are the examples of indirect cost

System of Wage payment
What is the piece rate system of wage payment? How is wage calculated under it ?

Ans. The piece is that system of wages payment in which the workers are paid on the basis of

A ' the units of Output produced. It does no
consider the time spent by the workers. It Pays wages at a fixed piece rate for €ach unit of output prox

duced.
Total wages eamed = output * Piece rate

What are the disadvantages of a time rate system?
Ans. The disadvantages of a time rate system are

i ; i i i lation between effort ang reward

oces not help in increasing output and improving as there IS no corre \ .
Il: g not justiﬁagfe to differentiate between efficient and inefficient workers and skilled and unskilled workers.
It pays for idle time, which increase the cost of production,
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o
aning of allocation of overhead.

the allotm
i ent
Centre, the ﬁ’élgfaassngnmem of an overhead cost to a particular cost unit. If the overhead cost is associated with 3 single departm
Write mount is charged or distnbuted among the units of output of that particular department.
ab0ut the con

Ans Co

Ntrollable
3s they are i“ﬂuen?;;grgeavd: Thegg are the indirect expenses, which the management of a manufa
Overheads. Examples ing s decisions. Therefore, those overheads, which vary due to the mana
Uncontr - - Indirect matenals, power expenses and lighting expenses.

ollabl .
uncontrollable zvg;g:g ad: On the other hand, those indirect expenses that are beyond the control of the management are known as

s. Examples; factory rent, office salaries, depreciation and legal expenses.

Omputer: : Computerized System in accounting | ,
Jerations . It ?;hti computer is an electronic device, which is used to perform substantial computations, including NUMErOUS arithmetic and logic
& most powerful and reliable device that man has ever made.

Write in brief the m

Ans 1t is
or cast

t
rollable and uncontrollable cost with examples.
eep under its control,

ring concern can k
k. e called controllable

gement decisions, ar

w : i
hat is Computerized Accounting System?
corcs andrepo " srst proce: . ] rder to produce accounting
*cords and reports. g System refers to the processing of accounting transaction through the use of computer in o

financial transactions and events to

A co : ' )
vod mputerized accounting system is an accounting information system that processes the : :
g oduce reports as per user requirements. It is a software program which collects, stores and analyzes the accounting date. It is
ased on the concept of database and has two basic requirements: (a) Accounting framework and (b) Operating Procedure
Elements of Computerized system
or touched are called hardware

I Hardware: itis the physical part or component of the computer or the components that can be seen

of the computer. The four types of hardware : Input hardware, Output hardware, Processing hardware, Memory hardware
ms which is required to operate the

[I. Software Softwaig s the core of a computerized accounting system. Itis the set of progra :
nardware The hardware has no use without software. Different types of software are: System software, Application software

Uslity software
i1]. Procecures iv Peopie
DLinportance/Advantages of Computerized Accounting System:
I. Faster processing  fI. Accurate information [II Reliability [V. Up-to-date  v. Security
Automated docurnent production VI Cost effective [X. Quality reports

Limitations of Computerized Accounting System
« Cost of training ~ » Staff Opposition  * Disruption = System failure  + Fear of unemployinernt

» effects on health « [nability to check unanticipated errors  Heavy cost of Installation

v. Data vi. Internal controls

vi. Cfficiency VII.

V' Uses of computer in Accounting
ii. Spreadsheet Software lll. Data Storage

|. Ease of communication :
ijv. Programmed Transactions v. Financial information

Application of Software in Accounting , |
Actouing solwars & 3 Sporast B of computerized accounting system. It is implemented to perform the accounting activity and
generate reports as per the requirements of the user. Accounting software describes a type of application software that records and
pracedsss Aecs sty transactions within functional modules such as accounts payable, accounts receivabie, journal, ledger, payroll fi
and loss account and balance sheet. . payroll, profit

f Accounting Software
ove accounting accuracy
calculations
ducing payroll and administrative cost

Use 0
I Impr
1. Speedup the accounting

1. Reduce overall cost be re
|v. Improve data securty
V. Generate accurate reports
Vi Increase accounting transparency
ance productivity _

\\;ll ill AEAI;?ntain better relationships with the customers
Languaée of 5? : rnz:s;(:::;(s igzsed to translate the software witten in assembly language in to machi

I Assemblé: fware that translate the instructions of higher level languages to machine Iangua_(,;:e code.

[ iler: It is 3 sO

: III ﬁf;“rg;elet It is another type of software ranslator used to translating higher level language instructions ingo machine |,

‘ Ine language instry
clions.

d and Features of Accounting Software
Nee
|

lexipility
1] (F:ost of mamlgna_nce
lli size of organgauon

' Increase efficiency
+f overall cost

V. Reducreydand protection

1 Secur
\i:l Transfer of data
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