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1. What is costing? 

Ans. Meaning of Costing: 

Costing has been defined by the Institute of Cost and Works Accountants, England 

as: “The technique and process of ascertaining costs.” 

Whereas, Wheldon has defined the costing as: 

 “Costing is the classifying, recording and appropriate allocation of expenditure for 

the determination of the costs of products or services, and for presentation of suitably 

arranged data for the purposes of control, and guidance of management.” 

 

2. What is Cost Accounting? 

Ans. Cost Accounting is the process of accounting for costs from the point at 

which expenditure is incurred or committed to the establishment of its ultimate 

relationship with cost centres and cost centres and cost units. In its widest usage, 

it embraces the preparation of statistical data, the application of cost control 

methods and ascertainment of profitability of activities carried out of planned.  

 

3. What is Cost Accountancy? 

Ans. Cost Accountancy is the application of costing and cost accounting principles, 

methods and techniques to the science, art and practice of cost control and the 

ascertainment of profitability. It includes the presentation of information derived 

there from for purposes of managerial decision making. Thus, cost accountancy is 

the science, art and practice of a cost accountant. 

It is science because it is a body of systematic knowledge having certain principles 

which a cost accountant should possess for proper discharge of his responsibilities. It 



is an art as it requires the ability and skill with which a cost accountant is able to 

apply the principles of cost accountancy to various managerial problems. 

4. What are the main aims of Costing? 

 Ans. Main aims of costing are: 

1. To determine the exact cost of each article. 

2. To determine the cost incurred during each operation to keep control over 

workers’ wages. 

3. To provide information to ascertain the selling price of the product. 

4. To supply information for detection of wastage. 

5. It helps in reducing the total cost of manufacture. 

6. It suggests changes in design when the cost is higher. 

7. To help in formulating the policies for charging the prices of the product. 

8. To facilitate preparation of estimate for submitting the rates in tenders or 

quotations. 

9. To compare the actual cost with the estimated cost of the component. 

5. What are the Methods Costing? 

Ans. Following may be considered to be the important methods of costing: 

Each method is explained in short below: 

 

1. Multiple Costs: 

Concerns manufacturing a variety of standardised products, having no relation to one 

another in cost, and the types or process etc. such as type-writer, gramophones and 

cycles, use this costing method. 

2. Job Costs: 

This method is also known as “order costs” or “terminal costs”. In this method all 

the items are charged to a specific order. This method is also adopted by builders, 

contractors etc., as it helps in showing the cost of each contract or job or order of a 

work. 



Daily record of direct material, direct labour and estimated overhead cost for each 

order is recorded in production order or cost sheet and thus the total cost of the job is 

obtained from the cost sheet. 

This method is useful when products produced are in distinguishable lots and it is 

also desirable to keep a separate record of each lot. It is also largely used for costing 

of batches of similar items such as screws, utensils, shoes, nuts and bolts but when 

there is an element of standardisation in the product, standard costing should be 

employed. 

“Job order” costing is a basic costing procedure and this may be used in conjunction 

with costing systems. For example, a factory manufacturing machine tools according 

to customer requirements and in doing so use standard parts and sub-assemblies that 

can be pre-costed. Job order costing will then be necessary only for the non-standard 

parts and for the final assembly details. 

The aim of “job order” costing is to determine the profit or loss earned on each job. 

This serves as a check on the accuracy of the estimates on which prices have been 

quoted. 

3. Departmental Costing: 

This method is adopted in estimating the cost of output of each department 

separately for the manufacture of standardised products. For example, in a steel mill 

there are three separate departments such as blast furnace, open hearth and rolling 

mill department. The cost of all the three is determined separately. 

4. Unit Costs: 

This method is adopted by the firms, which supply a uniform product rather than a 

variety of products such as mines, quarries etc. 

5. Process Costs: 

This method is applied to industries such as oil refining, chemical, paint and other 

similar industries, where the raw material passes through a number of processes or 

operations before it is converted into a final product. By-products should be taken 



into account while calculating the cost of each process of manufacture in this method 

of costing. 

This method indicates the cost of a product at different stages as it passes through 

various processes or operations or departments and, therefore, a comparison of cost 

of various processes is also possible. This method is adopted for mass scale 

production. For example, in garment making, cutting and sewing are two different 

operations. In this system, the cost of the two operations is determined separately. 

6. Operating Costs: 

Firms providing utility services find this method useful. For example, in railway, 

transport service, water works, electricity boards etc., cost is determined on the basis 

of operating expenses and charges are made as tonne-km or passenger per km, per 

1000 litters and kilowatt-hour respectively. 

6. What are the advantages of Efficient Costing? 

Ans. Efficient costing has got the following advantages: 

(i) It helps in tracing wastage, leakage and spoiled material. 

(ii) It gives information regarding profitable and unprofitable activities. 

(iii) It provides an effective check on wage systems. 

(iv) Actual causes of reduction in profits can be easily found. 

(v) It gives information, regarding component parts, whether it is profitable to 

manufacture them in the factory or to purchase from outside market. 

(vi) It also helps in the settlement of wage rates with trade unions at the time of 

dispute. 

(vii) It provides data for comparison between actual cost and estimated cost of an 

article. 

(viii) It provides data for overhead charges etc. to assist in the preparation of 

estimates for future work. 



(ix) It helps the management in forming the policies of price determination. 

(x) It provides information of detailed expenditure, so that it can be checked when it 

is tending to exceed. 

(xi) It keeps control over selling price. 

(xii) The main advantages of costing is to compare the output of the persons of same 

trade and working on same type of machines. 

(xiii) It helps in determining the efficiency of administrative and operative functions 

and decides the weak point, where wastage and expenses need check. 

(xiv) It helps the planning department in deciding about the quantity of material 

required and the sequence of operations on the job. 

7. Write the relation between Financial Accounting and Cost Accounting. 

Ans. Cost accounts and Financial accounts which are kept quite separate in 

a business concern, are similar in certain respects while in some other respects these 

differ from each other. The various similarities between cost accounts and financial 

accounts may be given as follows: 

(i) Both cost accounts and financial accounts are maintained on the basis of Double 

Entry System of Accounting. 

(ii) Recording of transactions, both under cost accounting system and financial 

accounting system, is made on the basis of common vouchers, invoices and 

documents. 

(iii) Both cost accounts and financial accounts disclose the profit or loss of the 

business. 

(iv) Both cost accounts and financial accounts involve the process of matching the 

costs and revenues of the related activity for the current period. 

(v) Both the accounting systems contain the record of direct costs and indirect costs. 



(vi) Both the accounting systems enable the business concern to compare and 

reconcile the trading results. 

(vii) Both the accounting systems assist the management in formulating the future 

business policy and making various managerial decisions. 

8. What are the necessary steps for installation of Cost Accounting System? 

Ans. The seven main steps for installations of a costing system are: 1. Objectives 

to be Achieved 2. Study the Product 3. Study the Organisation 4. Deciding the 

Structure of Cost Accounts 5. Selecting the Cost Rates 6. Introduction of the 

System 7. A Follow-up. 

 

Step1. Objectives to be Achieved: 

The objective to be achieved should be very clear so that a thrust is given to that 

aspect. If the main objective is to expand production then the costing system should 

give more attention to production aspect, if the emphasis is to improve marketing of 

products then that area should be cared well. 

Step2. Study the Product: 

The study of the product is very essential. The nature of the product determines the 

type of costing system to be used. A product requiring high costs on materials will 

need a costing system giving main emphasis on pricing, storing, issuing and 

controlling of material cost. 

On the other hand, if the product requires high labour cost then efficient system of 

time-recording and wage payment will be essential and the same will be true of 

overhead cost too. 

 Step3. Study the Organisation: 

An effort should be there to introduce the costing system in the existing 

organisational set up. As for as possible, the organisation should be least disturbed. 

It becomes, therefore, necessary to see the nature of the business and of the 

operations, the extent of authority and responsibility, the methods of dealing with 

wastages of materials, the system of wage’ payment, the sources from which the cost 

accountant has to derive information etc. 



Step4. Deciding the Structure of Cost Accounts: 

A decision about the structure of cost accounts is the next step in the process of 

installing a costing system. The details of a suitable costing system should be 

worked out. The type of manufacturing process will determine the structure of cost 

accounts. 

The sequence of production line should be followed by the costing system. The 

system should be so designed that there is a gradual build-up of the cost at each 

significant stage of production. 

 Step5. Selecting the Cost Rates: 

A decision is required for the allocation of various expenses among different 

products. What expenses are direct and what expenses are indirect? From indirect 

expenses an allocation is made among factory, office and selling and distribution 

overheads. This division of expenses will help in determining the cost rates. 

 Step6. Introduction of the System: 

The success of the costing system will depend upon its proper implementation. Its 

implementation will be possible with the full co-operation of employees in the 

organisation. There is a general human tendency to oppose new things. This can be 

tackled by properly explaining the system to the employees and the benefits accruing 

from its implementation in the future. 

If required, the system should be gradually introduced instead of implementing it in 

full. At one stage the system may cover labour costs, at another time it may include 

materials cost and so on. As far as possible the existing routine should not be 

disturbed. The whole-hearted support of all employees will be helpful in making the 

costing system a success. 

 Step7. A Follow-up: 

A follow-up of the system is essential to make it practicable and useful. When a 

system is put into actual practice then its weaknesses and deficiencies may be 

realised. While collecting cost information from various sources there may be some 

difficulties in compilation of information, the data may not be sufficient; there may 

be delays in supplying information. 


