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CHAPTER 1 

COMPANY FORMATION 

Q.N.1) Write the meaning of Private limited company. 

ANS: Private limited company is owned privately by a small group of people or by family members. 

They are not allowed to offer shares (in the company) to the general public and can operate 

through just one director. A private limited company cannot trade its shares on the stock market. 

Private companies have several advantages over public companies. A private company has no 

requirement to publicly disclose much, if any financial information; such information could be 

useful to competitors. Private companies also have far less government regulations then public 

limited company. 

 

Q.N.2) Write about Public limited company. 

ANS: Public limited company is owned publicly by a large number of investors. Public Limited 

companies are listed in stock market and their shares are actively traded among its investors. 

Public limited companies can raise capital easily by the sale of its securities. 

 

Q.N.3) What do you mean by company? Write briefly any two features of it. 

ANS: “Company” in the common usage refers to a voluntary association of individuals formed for the 

purpose of attaining a common social or economic end. Strictly speaking, the term “Company” 

has no technical or legal meaning. In the common law, a company is a juristic personality or legal 

person separate from its members. Thus, it exists only in the contemplation of law. 

In other words, a company is an artificial or legal person created and devised by the laws for a 

variety of purposes such as promotion of charity, art, research, religion, commerce or business. 

The company, just like a natural person possesses similar rights and owes similar obligations, but 

has neither a mind nor a body of its own. 

 

Characteristics of a Company 

The definitions quoted above illuminate the principal attributes of a company, otherwise known 

as a corporation. They are given below: 

 

1. Legal Personality 

The law divides person into two kinds viz., 

-natural persons, and legal persons. 

Natural persons are human persons such as men, women, children etc. The natural persons are the 

creations of nature. 

Legal persons or artificial persons, on the other hand, are created and devised by human laws i.e. 

created by a legal process and not through natural birth. 

 

2. Limited Liability 

The principle of limited liability is a feature as well as a privilege of the corporate form of 

enterprise. In other words, the liability of the members is limited. It means that the shareholders 

enjoy immunity from liability beyond a certain limit. A shareholder cannot be called upon to pay 

anything more than the unpaid value of the share that he has undertaken to pay under a contract 

between himself and the company. 
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Q.N. 4) Show the three distinct features between Private Company and Public Ltd. Company. 

ANS: The difference between public and private company can be drawn clearly on the following 

grounds: 

1)The public company refers to a company that is listed on a recognized stock exchange and 

traded publicly. A Private Ltd. the company is one that is not listed on a stock exchange and is 

held privately by the members. There must be at least seven members to start a public company. 

As against this, the private company can be started with a single person. 

2)There is no ceiling on the maximum number of members in a public company. Conversely, a 

private company can have a maximum of 50 members, subject to certain conditions. 

3) It is compulsory to call a statutory general meeting of members, in the case of a public 

company, whereas there is no such compulsion in the case of a private company. 

 

Q.N.5) What do you mean by prospectus? Mention 4 contents to be stated in prospectus. 

ANS: A prospectus is a legal document issued by companies that are offering securities for sale. Mutual 

funds also provide a prospectus to potential clients, which includes a description of the fund's 

strategies, the manager's background, the fund's fee structure and a fund's financials statements. 

Contents of a prospectus: 

1. Address of the registered office of the company. 

2. Name and address of company secretary, auditors, bankers, underwriters etc. 

3. Dates of the opening and closing of the issue. 

4. Declaration about the issue of allotment letters and refunds within the prescribed time. 

 

Q.N 6) Write any four advantages of Public Ltd. Company. 

ANS: Advantages are as follows: 

1)Large Capital: 

Public Limited Company can raise a huge amount of capital as there is no upper limit on the 

number of owners (shareholders) that a public limited company can have. So even if every 

shareholder invests a small amount of money still the company can create a large capital base. 

 

2)Growth Opportunities: 

  As the company has a large capital base growth opportunities are also enormous, especially in 

case of a public limited company. Even after the company has commenced the business, if a 

public limited company requires more capital, it can always issue more shares. 

 

3)Democratic Management: 

Public Limited Companies have a large number of shareholders. The company is run by the 

Board of Directors. And the Board of Directors is appointed by the shareholders. 

 

4)Limited Liability: 

The owners of Joint Stock Company have limited liability. In case the company becomes 

insolvent/bankrupt and is unable to pay off business liabilities out of business assets, the personal 

assets of the owners/shareholders cannot be used to repay the liabilities of the company. 
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Q.N.7) Write in brief about an Article of Association. 

ANS: In corporate governance, a company's articles of association is a document which, along with the 

memorandum of association (in cases where the memorandum exists) form the company's 

constitution, defines the responsibilities of the directors, the kind of business to be undertaken, 

and the means by which the shareholders exert control over the board of directors. It refers to that 

document of the company in which rules of internal management to achieve the objective laid 

down in the memorandum of association are stated. 

 

Q.N.8) Write the meaning of memorandum of Association. Mention any four important contents of it. 

ANS: The memorandum of association of a company is an important corporate document in certain 

jurisdictions. It is often simply referred to as the memorandum. 

It is the most important document of a company. It contains the rights, privileges and powers of 

the company. Hence it is called a charter of the company. It is treated as the constitution of the 

company. It determines the relationship between the company and the outsiders. 

Contents of Memorandum of Association: 

1. Name Clause of Memorandum of Association. 

2. Situation Clause of Memorandum of Association. 

3. Objects Clause of Memorandum of Association. 

4. Liability Clause of Memorandum of Association. 

 

 

CHAPTER 2 

SHARE AND SHARE CAPITAL OF A COMPANY 

Q. N1) What do you mean by share capital and explain its types. 

ANS:  Share capital refers to the funds that a company raises in exchange for issuing an ownership 

interest in the company in the form of shares. There are two general types of share capital, which 

are common stock and preferred stock. The characteristics of common stock are defined by the 

state within which a company incorporates. These characteristics are relatively standardized, and 

include the right to vote on certain corporate decisions, such as the election of a board of directors 

and the adoption of poison pill provisions to fend off potential acquirers. In the event of a 

corporate liquidation, the common stockholders are paid their share of any remaining assets after 

all creditor claims have been fulfilled. If a company declares bankruptcy, this usually means that 

the holdings of all investors are either severely reduced or completely eliminated. 

 

Types of Share Capital: 

(i) Authorized, registered or nominal capital: 

This is the amount of capital with which the company intends to get itself registered. This is the 

amount of share capital which a company is authorized to issue. Nominal capital is divided into 

shares of a fixed amount. It must be set out in the memorandum of association. It can be increased 

or decreased by following the prescribed procedure. 

 

(ii) Issued capital: 

It is that part of the nominal capital which is actually issued by the company for public 

subscription. A company need not issue the entire authorized capital at once. It goes on raising 
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the capital as and when the need for additional funds is felt. The difference between the nominal 

and the issued capital is known as ‘unissued capital’, which can be issued to the public at a later 

date. Where the whole of authorized capital is offered to the public, the authorized and issued 

capital will be the same. Issued Capital cannot be more than the authorized capital. Issued capital 

includes the shares allotted to public, vendors, signatories to memorandum of association etc. 

 

(iii) Subscribed capital:  

It is that amount of the nominal value of shares which have actually been taken up by the public. 

It is that part of the nominal capital which has actually been taken up by shareholders who have 

agreed to give consideration in kind or in cash for shares issued to them. Where shares issued for 

subscription are wholly subscribed for, issued capital would mean the same thing as ‘subscribed 

capital’. That part of issued capital which is not subscribed by the public is called ‘Unsubscribed 

Capital’. Subscribed capital cannot be more than issued capital. 

 

(iv) Called up capital: 

The amount due on the shares subscribed may be collected from the shareholders in installments 

at different intervals. Called up capital is that amount of the nominal value of shares subscribed 

for which the company has asked its share. 

 

Q.N.2 Write the meaning of Preference Share Capital and Explain its types. 

ANS:  Preferred stock is shares in the equity of a company, and which entitle the holder to a fixed 

dividend amount by the issuing company. This dividend must be paid before the company can 

issue any dividends to its common shareholders. Also, if the company is dissolved, the owners of 

preference shares are paid back before the holders of common stock. However, the holders of 

preference shares do not usually have any voting control over the affairs of the company, as do 

the holders of common stock. 

 

The types of preferred stock are: 

I)Callable: 

The issuing company has the right to buy back these shares at a certain price on a certain date. 

Since the call option tends to cap the maximum price to which a preferred share can appreciate 

(before the company buys it back), it tends to restrict stock price appreciation. Conversely, it 

gives a company's management additional flexibility to alter the capital structure of the business. 

 

ii)Convertible: 

The owner of these preferred shares has the option, but not the obligation, to convert the shares to 

a company's common stock at some conversion ratio. This is a valuable feature when the market 

price of the common stock increases substantially, since the owners of preferred shares can 

realize substantial gains by converting their shares. 

 

iii)Cumulative:  

If a company does not have the financial resources to pay a dividend to the owners of its preferred 

shares, then it still has the payment liability, and cannot pay dividends to its common 

shareholders for as long as that liability remains unpaid. Non-cumulative. If a company does not 
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pay a scheduled dividend, it does not have the obligation to pay the dividend at a later date. This 

clause is rarely used, given the obvious negative impact on investors. 

 

iv)Participating: 

The issuing company must pay an increased dividend to the owners of preferred shares if there is 

a participation clause in the share agreement. This clause states that a certain portion of earnings 

(or of the dividends issued to the owners of common stock) will be distributed to the owners of 

preferred shares in the form of dividends. 

 

Q.N.3. Difference between Equity share and Preference share. 

ANS. 1)Meaning:  

Equity shares are the ordinary shares of the company representing the part ownership of the 

shareholder in the company.  

Preference shares are the shares that carry preferential rights on the matters of payment of 

dividend and repayment of capital. 

 

2)Payment of dividend: 

The dividend is paid after the payment of all liabilities. Priority in payment of dividend over 

equity shareholders. 

 

3)Repayment of capital: 

In the event of winding up of the company, equity shares are repaid at the end. In the event of 

winding up of the company, preference shares are repaid before equity shares. 

 

4)Voting rights: 

Equity shares carry voting rights. Normally, preference shares do not carry voting rights. 

However, in special circumstances, they get voting rights. 

 

4)Convertibility : 

Equity shares can never be converted. Preference shares can be converted into equity shares. 

 

5)Arrears of Dividend: 

Equity shareholders have no rights to get arrears of the dividend for the previous years. 

Preference shareholders generally get the arrears of dividend along with the present year's 

dividend, if not paid in the last previous year, except in the case of non-cumulative preference 

shares. 

 

Q.N.4) Write about calls in arrear and calls in advance. 

ANS: Calls in arrear: 

Calls in Arrears refers to the amount called by the company which is not paid by the shareholders 

before the due date fixed for the payment. Such amount is transferred to an account calls in 

arrears account from the call account. 

In other words, calls in arrears are the situation when the shareholder fails to pay the called 
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money in the allocated time by the company. If a shareholder fails to pay the due amount of share 

allotment or calls, the unpaid amount of share is called ‘calls in arrears’. 

 

Calls in advance: 

A company calls for money when needed with a certain date. Some shareholders pay the money 

ahead of the allocated time with their first installments. So, this payment is known as calls in 

advance. So, the payment of the future call money is known as calls in advance by the 

shareholders of the company. 

 

Q.N. 5) Write the meaning of Pro-rata allotment of shares. 

ANS: Pro-rata allotment refers to the allotment of shares in proportion of the shares applied for. When a 

company makes pro-rata allotment, it adjusts the excess money received at the time of application 

firstly, towards the allotment and then towards calls. … 

 

 

CHAPTER 3 

ACCOUNTING FOR DEBENTURE 

Q.N.1) What do you understand by debenture and write any two features of it. 

ANS: Debentures are one of the frequently used methods by which a business can procure long-term 

funds for its initial financial needs or for its subsequent requirements of growth and 

modernization. Funds acquired by means of debentures represent debt and its holders are the 

company’s creditors. 

 

Characteristics of Debentures: 

1. Maturity: 

Unlike share which has no maturity date, debenture matures. The principal amount of debenture 

must be repaid at a definite time stipulated in debenture indenture otherwise creditors may bring 

foreclosure upon the company. 

 

2. Claims on Income: 

Debenture holders have priority of claim to income over shareholders. They have legal recourse 

for enforcing their rights. For protecting their claim to income and assuring regularity of receipt 

of that income, they may even put restriction on dividend payment to residual owners, and 

maintenance of adequate liquidity. 

 

CHAPTER 6 

FINANCIAL STATEMENT ANALYSIS 

Q.N.1) Define the terms financial statement and write any three objectives of financial statement. 

ANS: Financial Statement Analysis is an analysis which highlights important relationships between 

items in the financial statements. Financial Statement analysis embraces the methods used in 

assessing and interpreting the results of past performance and current financial position as they 

relate to particular factors of interest in investment decisions. It is an important means of 

assessing past performance and in forecasting and planning future performance. 
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Objectives of Financial Statement Analysis: 

The major objectives of financial statement analysis is to provide decision makers information 

about a business enterprise for use in decision-making.  

 1. Assessment of Past Performance and Current Position. 

 2. Prediction of Net Income and Growth Prospects. 

3. Prediction of Bankruptcy and Failure. 

 

Q.N.2) State the importance of Financial Statement. 

ANS: The importance of financial statements lies in their utility to satisfy the varied interest of different 

categories of parties such as management, creditors, public, etc. 

 

1. Importance to Management: 

By providing the management with the causes of business results, they enable them to formulate 

appropriate policies and courses of action for the future. The management communicates only 

through these financial statements, their performance to various parties and justify their activities 

and thereby their existence. 

 

2. Importance to the Shareholders: 

Management is separated from ownership in the case of companies. Shareholders cannot, 

directly, take part in the day-to-day activities of business. However, the results of these activities 

should be reported to shareholders at the annual general body meeting in the form of financial 

statements. 

 

3. Importance to Lenders/Creditors: 

The financial statements serve as a useful guide for the present and future suppliers and probable 

lenders of a company. It is through a critical examination of the financial statements that these 

groups can come to know about the liquidity, profitability and long-term solvency position of a 

company. This would help them to decide about their future course of action. 

 

Q.N.3) Give any three limitation of financial statement analysis. 

ANS: Most of the limitations are mainly due to the cumulative effect of recorded facts, accounting 

conventions and personal judgment on financial statements. Unless they are prepared specially 

they fail to reflect the current economic picture of business. As such, financial statements have a 

number of limitations. The important limitations are as follows: 

 

1. Information is Incomplete and Inexact: 

The financial statements are interim reports usually prepared for an accounting period. Hence, the 

financial information as revealed by them is neither complete nor exact. 

The true financial position or ultimate gain or loss, can be known only when the business is 

closed down. 

 

2. Qualitative Information is Ignored: 

Financial statements depict only those items of quantitative information that are expressed in 

monetary terms. But, a number of qualitative factors, such as the reputation and prestige of the 
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management with the public, cordial industrial relations and efficiency of workers, customer 

satisfaction, competitive strength, etc., which cannot be expressed in monetary terms, are not 

depicted by the financial statements. However, these factors are essential for understanding the 

real financial condition and the operating results of the business. 

 

3. Financial Statements Mainly Show Historical Information: 

As the financial statements are compiled on the basis of historical costs, they fail to take into 

account such factors as the decrease in money value or increase in the price level changes. Since 

these statements deal with past data only, they are of little value in decision-making. 

 

CHAPTER 7 

RATIO ANALYSIS 

Q.N.1) What is meant by ratio analysis? Write any two objectives or advantages and two limitation 

of ratio analysis. 

ANS:  Ratio analysis refers to the analysis and interpretation of the figures appearing in the financial 

statements (i.e., Profit and Loss Account, Balance Sheet and Fund Flow statement etc.). 

It is a process of comparison of one figure against another. It enables the users like shareholders, 

investors, creditors, Government, and analysts etc. to get better understanding of financial 

statements. 

Ratio analysis is a very powerful analytical tool useful for measuring performance of an 

organization. Accounting ratios may just be used as symptom like blood pressure, pulse rate, 

body temperature etc. The physician analyses this information to know the causes of illness. 

Similarly, the financial analyst should also analyze the accounting ratios to diagnose the financial 

health of an enterprise. 

The following are the principal advantages and objectives of ratio analysis: 

 

1. Forecasting and Planning: 

The trend in costs, sales, profits and other facts can be known by computing ratios of relevant 

accounting figures of last few years. This trend analysis with the help of ratios may be useful for 

forecasting and planning future business activities. 

 

2. Budgeting: 

Budget is an estimate of future activities on the basis of past experience. Accounting ratios help 

to estimate budgeted figures. For example, sales budget may be prepared with the help of analysis 

of past sales. 

 

3. Measurement of Operating Efficiency: 

Ratio analysis indicates the degree of efficiency in the management and utilization of its assets. 

Different activity ratios indicate the operational efficiency. In fact, solvency of a firm depends 

upon the sales revenues generated by utilizing its assets. 

 

Limitations of Ratio Analysis: 

The technique of ratio analysis is a very useful device for making a study of the financial health 

of a firm. But it has some limitations which must not be lost sight of before undertaking such 
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analysis. 

 

Some of these limitations are: 

 

1. Limitations of Financial Statements: 

Ratios are calculated from the information recorded in the financial statements. But financial 

statements suffer from a number of limitations and may, therefore, affect the quality of ratio 

analysis. 

 

2. Historical Information: 

Financial statements provide historical information. They do not reflect current conditions. 

Hence, it is not useful in predicting the future. 

 

3. Different Accounting Policies: 

Different accounting policies regarding valuation of inventories, charging depreciation etc. make 

the accounting data and accounting ratios of two firms non-comparable. 

 

CHAPTER 10 

COST ACCOUNTING 

Q.N.1) Define cost accounting and define any four objectives and functions of it. 

ANS: As the term itself suggests that cost accounting deals with cost. Cost is the amount of resources 

given up in exchange for some goods or services. The resources given up are money or money’s 

worth expressed in monetary terms. 

The main objectives and functions of cost accounting are as follows: 

1. To record, analyze, and classify the cost of products and operations with a view to ascertain the 

cost per unit of production, also the cost of each element of expenditure and thereby to determine 

the selling price of such products or services. 

 

2. To help management in its task of cost minimization by facilitating cost control through 

standard costing and budgetary control, etc. and enable management to measure the efficiency of 

the organization as a whole or departmentally and also devise means of increasing efficiency. 

 

3. To provide information to enable management to make such tactical decisions as the closing 

down of or continuance of a department, a product mix, make or buy, etc., and also strategic 

investment decisions. 

 

4. To enable management to have frequent review of production, sales and operating by 

supplying information at shorter intervals say, daily, weekly, or monthly about the volumes of 

units produced, accumulated costs together with appropriate analysis. 

 

Q.N.2) Give any two difference between cost and financial accounting. 

ANS: Difference # Cost Accounting: 

1. Cost Accounting explains the principles, techniques and methods for ascertaining cost and to 

find out the variance in comparison with the standard and enquire reasons for such variation. 
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2. The objective of cost accounting is to ascertain the cost and allocates the same in respective 

places. 

 

Difference # Financial Accounting: 

1. Financial accounting maintains records for keeping accounts relating to all monetary 

transaction. 

2. The objective of financial accounting is to maintain records and to prepare final accounts. 

 

Q.N.3) Write any two limitation of cost account. 

ANS: Despite its advantages to various parties such as management, employees, creditors, etc., cost 

accounting has certain inherent limitations or deficiencies, which pave the way for the emergence 

of management accounting. 

Some of these limitations are: 

 

1)Costing data are essentially ‘post facto’ and historical in nature. However, different forms of 

predetermined cost systems such as estimating costing, standard costing, etc. rectify this 

limitation. But they are also notional costs, which enhance the degree of approximation and 

therefore limit accuracy. 

 

2)Cost accounting system is also based on conventional treatment certain items such as 

depreciation, capital and revenue expenditure, fixed costs, wastes, and intangible assets, etc. This 

necessarily introduces subjective elements into the whole process. 

 

Q.N.4) Write any two limitation of financial account. 

ANS: The limitations of financial statements are those factors that a user should be aware of before 

relying on them to an excessive extent. Knowledge of these factors could result in a reduction of 

invested funds in a business, or actions taken to investigate further. The following are all 

limitations of financial statements: 

1)Dependence on historical costs. 

2)Intangible assets not recorded. 

 

Q.N.5) Mention any three advantages and importance of cost accounting. 

ANS: Importance and advantages of cost accounting 

The importance and advance of cost accounting are presented below: 

 

1. Helps in controlling cost: cost accounting helps in controlling cost by applying some 

techniques such as standard costing and budgetary control. 

 

2. Provides necessary cost information: it provides necessary cost information to the management 

for planning, implements and controlling. 

 

3. Ascertains the total per unit cost of production: it ascertains the total and per unit cost of 

production of goods and services that helps to fix the selling prices as well. 
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CHAPTER 11 

COST CLASSIFICATION 

Q.N.1) Define fixed cost, variable and semi-variable cost. 

ANS: Fixed Cost: 

A cost that doesn’t change in a short term, irrespective of how the volume of production or the 

sales may change is the fixed cost. This cost is usually a constant cost for a basic operation of 

businesses or in other words it is a basic operating cost of a business which is crucial and can’t be 

avoided. The value of fixed cost determines the cost of the product and thus the profit and loss 

incurred by the business. 

 

Variable Cost: 

These are the costs that vary as the total cost to the organization when the output (number of 

items or services produced by the unit/business) varies. In other words, we say that a variable cost 

varies in exactly the same proportion as the output varies. Therefore, as sales increase the variable 

costs will increase. 

 

Semi-Variable Cost: 

This cost is a cost which has elements of both fixed cost as well as the variable cost. So a cost that 

contains the components of both the fixed as well as the variable cost is said to be a semi-variable 

cost. In other words, we say that a cost that remains fixed up to a certain level of production and 

changes with the change in the volume of production beyond this level is a semi-variable cost. 

We can see the fixed part as a base level cost that is always incurred while as the variable portion 

of the cost is an additional cost which changes as we change the volume of production. 

 

Q.N.2) Difference between direct cost and indirect cost. 

ANS: The key differences between direct cost and indirect cost are as follows – 

 

1)Direct cost can be identified easily as per the cost object. Indirect cost can’t be identified easily.  

 

2)Direct cost is incurred on specific projects, units, departments, and objectives. Indirect cost, on 

the other hand, is incurred to provide multiple benefits to the business at large. 

 

3)Direct cost is also labeled as the variable cost since it changes as per the unit 

consumed/produced. Indirect cost, on the other hand, is labeled as the fixed cost since it doesn’t 

change with unit consumed/produced. 

 

Q.N.3) What are the elements of cost. 

ANS: 1. Material: 

Material may be classified into direct material and indirect material. 

 

Direct Material: 

All materials, which becomes an integral part of the finished product and which can be 

conveniently allocated to specific physical units is termed as direct material. 
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Indirect Material: 

All material, which is used for secondary purposes and cannot be allocated conveniently to 

specified physical units, is called as indirect material. A few examples are consumable stores, oil 

and waste, printing and stationery material, and etc. Indirect material may be used at the factory, 

office or selling and distribution divisions. 

 

2. Labour: 

Human effort required to convert materials into finished products is termed as labour. It may be 

classified into direct labour and indirect labour. 

 

Direct Labour: 

Labour, which plays an active and direct part in the production of a particular product, is termed 

as direct labour. 

 

Indirect labour: 

It is employed to carry out tasks incidental to goods produced or services rendered. Indirect 

labour cost cannot be practically traced to specific units of output. 

 

3. Expenses: 

Direct Expenses: 

These are expenses, which can be directly allocated to a particular job, product or unit of service; 

They are also called as ‘chargeable expenses.’ 

 

Indirect Expenses: 

These are expenses, which cannot be conveniently and directly allocated to a particular job, 

product or unit of service. They are incurred in common and can be apportioned to various cost 

centers or cost units proportionately on some basis. 

 

Overheads: 

The aggregate of indirect material cost, indirect labour cost, and indirect expenses is termed as 

overheads. Thus all indirect costs are overheads. 

 

CHAPTER 12 

ACCOUNTING FOR MATERIALS 

Q.N.1) What is store keeping and write any two duties & responsibility of store keeper. 

ANS: Store keeper is the important person for the store. He is the in charge of the store department and 

also responsible for store control. The primary duties of the store keeper is various and varied 

according to the organization structure. A store keeper is being the head of a store dept. 

the following duties & responsibility: 

 1)Receiving material, 

  2)Arranging materials, 

  3)Preservation of the material, 

  4)Recording, Issue of material, 
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  5)Issuing purchasing requisition and 

  6) Supervision. 

 

Q.N.2) What do you mean by material control system and write any two objectives of material 

control system. 

ANS: Material control is the main component of the process of material management. 

Control over materials is of utmost importance for smooth and uninterrupted functioning of an 

organization. 

In simple words, material control refers to the various measures adopted to reduce the amount of 

loss of materials at the time of receiving, storing and issuing the raw materials.  

The following are the main objectives of materials control: 

(a) To enable uninterrupted production. 

(b) To ensure requisite quality of materials. 

(c) To minimize wastage. 

 

Q.N.3) Write the meaning of perpetual inventory system. 

ANS:  Perpetual inventory is a method of accounting for inventory that records the sale or purchase of 

inventory immediately through the use of computerized point-of-sale systems and enterprise asset 

management software. 

 

Q.N.4) What do you understand by codification of materials? 

ANS:  Codification of materials can also be termed as the identification of materials. This deals with 

uniquely identifying each item in the inventory. Unique identification of the materials – whether 

they are raw materials, work-in-process or finished goods – is the first step towards a good 

materials management system. 

 

Q.N.5) What is Bin Card? 

ANS:  A BIN Card is a table that records the status of a good held in stock. A typical retailing business 

with a large stock warehouse will use a BIN card to record a running balance of stock on hand, in 

addition to information about stock received and notes about problems associated with that stock 

item. 

 

Q.N.6) What is purchase order? 

ANS: A purchase order is a commercial document and first official offer issued by a buyer to a seller 

indicating types, quantities, and agreed prices for products or services. It is used to control the 

purchasing of products and services from external suppliers. 

 

CHAPTER 14 

ACCOUNTING FOR LABOUR 

Q.N.1) Define Piece rate system and Time rate system. 

ANS: Time rate system: 

Under this system, the amount of remuneration or the total wages outstanding to the workers 

depends on the time for which he is employed. This is a simple and common method of wage 

payment. In this method, the workman is paid an hourly, daily, monthly or yearly rate of wages. 
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Thus, the worker is paid on the basis of time but not on his/her performance or unit of output. A 

number of wages payable to a workman under this method is to be calculated as follows: 

Total wages = Actual time took x time rate 

or, Total wages = Total hours worked x Wages rate per hour. 

 

Piece rate system: 

In this method, wages are paid to the employees after completion of work. Under it, a worker is 

paid on the basis of output not the time taken by him. This is one of the simplest and most 

commonly used systems of wage payment. In this system, the wage rate is expressed in terms of 

per unit of output, per job or per work-order. A number of wages payable to a workman under 

this method is to be calculated as follows: 

Total wages = Total output x Rate per Unit of Output. 

 

Q.N.2) Write the advantages and disadvantages of Time rate system. 

ANS: Advantages of Time Rate System 

The following are the advantages of time rate system: 

 

1)Simplicity:  

It is really easy to understand and simple to calculate the earnings of workers under this method. 

 

2)Guarantee of minimum wages:  

It guarantees minimum wages to the workers. 

 

3)Quality production:  

Since, a number of wages rate is not linked to the quantity of output, this method ensures 

production of better quality due to the careful attention of the workers. 

 

4)Unity among workers:  

Under this system, all workers falling under a particular category are paid at an equal rate without 

any calculation of their quantity of output. It encourages a feeling of equality among workers on 

account of which this method is also favored by trade unions. 

 

Disadvantages of Time Rate System 

This method has the following disadvantages: 

1)No incentive to the efficient workers:  

It lacks incentive to efficient workers since all workers are paid equally and no distinction is 

made between efficient and inefficient workers. So, effort and rewards are not correlated. 

 

2)Go-slow policy: 

The worker in order to earn more wages may try to perform the work slowly which leads to 

increase in labor cost per unit. 
 

3)Dissatisfaction among the efficient workers: 

The efficient workers are paid wages at the rate equal to those payable to inefficient workers, 

which creates dissatisfaction among the efficient workers. 



15 | P a g e  ( P r e p a r e d  b y :  N a r e n )  

 

 

Q.N.3) Write advantages and disadvantages of Piece rate system. 

ANS:  Advantages of Piece rate system 

The advantages of piece rate system are given below: 

 

1)Simplicity: 

  Just like time rate system, the piece rate system is also simple to calculate and easy to understand. 

It does not involve tedious calculations. 

 

2)The incentive to workers:  

This system provides an incentive to the workers to work hard as the wages are paid on the basis 

of the quantity of output, not on the basis of time. So, efforts and rewards are correlated. 

 

3)No payment for idle time:  

Under this rating system, no payment were made to the worker for the idle time as a result of 

which the cost of supervision is not considerable. 

 

Disadvantages of Piece Rate System 

This system has the following disadvantages: 

 

1)Less attention to quality:  

As the payment of wages is made on the basis of output, the workers would try to produce more 

quantity of products and not focus on the quality of products which results in production of less 

quality products. 

 

2)Inefficient use of machines and materials:  

Since, the wages are paid on the basis of the quantity of output, an excessive wastage of materials 

and frequent breakdown of machinery may be caused by the workers due to their efforts to obtain 

maximum output. 

 

3)No guarantee of minimum wages:  

Since, there is a direct relationship between quality of output and wages, the workers suffer if 

they fail to work efficiently. There is no guarantee of minimum daily wages to workers. 

 

Q.N.4) Mention any three difference between Time rate system and Piece rate system. 

ANS: Differences between Time Rate and Piece Rate System of Wage Payment 
 

1)The basis of wages 

Time Rate System: Wage is calculated on the basis of time spent by the workers on the jobs. 

Piece Rate System: Wage is calculated on the basis of output or production. 

 

2)Idle Time 

Time Rate System: There is a possibility of excessive idle time in this system. 

Piece Rate System: There is a less chance of idle time in this system. 
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3)Incentive 

Time Rate System: There is a lack of incentive for the efficient and honest workers. 

Piece Rate System: It encourages motivated workers to produce more and earn more. 

 

CHAPTER 15 

ACCOUNTING FOR OVERHEADS 

Q.N.1) Define fixed overhead and variable overhead. 

ANS: Fixed Overhead: 

Fixed overhead is a set of costs that do not vary as a result of changes in activity. These costs are 

needed in order to operate a business. Examples of fixed overhead costs that can be found 

throughout a business are: Rent and Insurance. 

 

Variable Overhead: 

Variable overhead is those manufacturing costs that vary roughly in relation to changes in 

production output. The concept is used to model the future expenditure levels of a business, as 

well as to determine the lowest possible price at which a product should be sold. 

Variable overhead is the indirect cost of operating a business, which fluctuates with 

manufacturing activity. 

 

Q.N.2) Write in short the meaning of Overheads: 

ANS: Overhead costs are indirect costs that can’t be traced back to a specific product as well as ongoing 

administrative expenses that do not generate revenues. These costs do not involve direct labor, 

direct materials, or direct expenses that customers pay for. 

Overhead includes activities that are not directly related to the products or services that the firm 

offers, but they support the firm’s profit-making activities. 

 

Q.N.3) Write in brief the meaning of allocation of Overhead? 

ANS: Allocation of overhead. Overheads are the common expenses incurred for a number of 

departments and cost centers or cost units. The process of charging such items of overhead to a 

particular department or cost center is known as allocation of overhead. 

 

Q.N.4) Difference between allocation and apportionment of Overheads. 

ANS: The difference between cost allocation and cost apportionment can be drawn clearly on the 

following grounds: 

 

1)Allocation of cost means a process in which the entire amount of overhead is charged to a 

specific cost center. On the contrary, Apportionment of cost can be understood as the distribution 

of proportions of cost items to the cost unit, i.e. product or service or the cost center. 

 

2)Allocation of the cost is possible only when the cost is recognized as particularly imputable to a 

specific cost center. Conversely, apportionment of the cost is needed when the cost cannot be 

allocated to a particular cost center. Instead, the cost is shared by two or more cost centers, as per 

the expected benefit received. 
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3)As allocation of overhead is a sheer process of departmentalization of expenses, the overheads 

are directly assigned to the department. In contrast, cost apportionment involves the proportionate 

distribution of cost to different departments, on a reasonable basis. 

 

Q.N.5) Write the meaning of semi-variable overheads. 

ANS: Semi variable overheads any OVERHEADS that are partly FIXED OVERHEADS and partly 

VARIABLE OVERHEADS with respect to output, so that they vary roughly with output but not 

in exact proportion to it. They include such items as electricity and telephone costs which 

combine a fixed quarterly payment with a charge per unit consumed. 

 

BEST OF LUCK 

 

 


