Intermediate Course

Study Material
(Modules 1 to 2)

Paper:4
Cost and Management

Accounting

(Relevant for May, 2025 and
onward Examinations)

Module - 2

BOARD OF STUDIES
THE INSTITUTE OF CHARTERED ACCOUNTANTS OF INDIA

© The Institute of Chartered Accountants of India



This Study Material has been prepared by the faculty of the Board of Studies. The
objective of the Study Material is to provide teaching material to the students to enable
them to obtain knowledge in the subject. In case students need any clarification or
have any suggestion for further improvement of the material contained herein, they
may write to the Joint Director, Board of Studies.

All care has been taken to provide interpretations and discussions in a manner useful
for the students. However, the Study Material has not been specifically discussed by
the Council of the Institute or any of its committees and the views expressed herein
may not be taken to necessarily represent the views of the Council or any of its
Committees.

Permission of the Institute is essential for reproduction of any portion of this material.

© THE INSTITUTE OF CHARTERED ACCOUNTANTS OF INDIA

All rights reserved. No part of this book may be reproduced, stored in a retrieval system,
or transmitted, in any form, or by any means, electronic, mechanical, photocopying,
recording, or otherwise, without prior permission, in writing, from the publisher.

Basic draft of this publication was prepared by CA. (Dr.) Rashmi Goel

Edition : July, 2024

Committee/Department : Board of Studies

E-mail : bosnoida@icai.in

Website : www.icai.org

Price : 2 /- (For All Modules)

ISBN No. : 978-81-19472-65-9

Published by : The Publication & CDS Directorate on behalf of

The Institute of Chartered Accountants of India,
ICAIl Bhawan, Post Box No. 7100,
Indraprastha Marg, New Delhi 110 002 (India)

Printed by

© The Institute of Chartered Accountants of India


mailto:bosnoida@icai.in
http://www.icai.org/

CONTENTS

MODULE - 1

Chapter 1 — Introduction to Cost and Management Accounting

Chapter 2 — Material Cost

Chapter 3 — Employee Cost and Direct Expenses
Chapter 4 — Overheads: Absorption Costing Method

Chapter 5 — Activity Based Costing
Chapter 6 — Cost Sheet
Chapter 7 — Cost Accounting System

MODULE - 2

Chapter 8 — Unit & Batch Costing

Chapter 9 — Job Costing and Contract Costing
Chapter 10 — Process & Operation Costing
Chapter 11 — Joint Products & By Products
Chapter 12 — Service Costing

Chapter 13 — Standard Costing

Chapter 14 — Marginal Costing

Chapter 15 — Budget and Budgetary Control

© The Institute of Chartered Accountants of India



DETAILED CONTENTS: MODULE-2

CHAPTER 8 — UNIT & BATCH COSTING 8.1-8.30
LEAINING OULCOMIES ...ttt sttt 8.1
ChAPTEN OVEIVIEW ..ottt bbb 8.1
1. INEOAUCTION ...t 8.2

1.1 For industry doing JOD WOTK ... 8.2

1.2 For continuous or process type of iINdUSLIEs.......c..coovrveererrreneirnrirenenns 8.2
2. UNIT COSTING ottt 8.3
3. Cost Collection Procedure in Unit COSTING .....c.vvueueeneeineeeneeseiecireciseseisseieesseseseenne 8.3

3.1 Treatment of spoiled and defective WOrk ... 8.4
4. BAtCh COSTING ..ot 8.8
5. Costing Procedure in Batch COStING ... 8.8
6. Economic Batch Quantity (EBQ) ......ccoovvreerrenrenrieeeseese et sssessesesnnens 8.11
7. Difference between Job and Batch COSting ... 8.15
SUMIMIAIY ettt s bbbttt 8.15
TSt YOUIr KNOWIEAGE ...ttt sttt snses 8.16
Multiple Choice QUESTIONS (MCQS) ..ot sesssssssssssssssssssssssssssssssssssessessens 8.16
TheoretiCal QUESTIONS ...ttt e 8.18
Practical ProbIEMS ...ttt 8.18
CASE SCENATIOS ..ooeerercereeieiieieeee ettt ss s bbbt 8.20
ANSWETS tO ThE MUCQS ...ttt e 8.22
Answers to the Theoretical QUESTIONS ... 8.22
Answers to the Practical Problems ...t ieeseees 8.23
ANSWETS tO the CASE SCENAIIOS ...oueerierireeecieiieiese ettt ss e eeen 8.27

© The Institute of Chartered Accountants of India



CHAPTER 9 — JOB COSTING .......cooviieiiniiieieniinncesncssstssaessssssssssssessssssnsns 9.1-9.23
LEAINING OULCOMIES ...ttt st 9.1
ChAPLEr OVEIVIEW ..ottt ss st s s sttt ns e 9.1
1. JOD COSTING ittt 9.2
1.1 Meaning Of JOD COSTING ....ovvurvrrirriereesese st sessees 9.2
1.2 Principles of JOD COStING ..o sessnes 9.2
1.3 Process of JOD COStING ...t ssseees 9.2
1.4 Suitability Of JOD COSTING ... 93
2. JOD COSt Card/ SREEL ...t 9.3
3. Collection Of COSS fOr @ JOD ...t sseeeen 9.4
3.1 Collection of Materials COSt ... 9.4
3.2 Collection of LaboUr COSt ...t ssseseens 9.5
3.3 Collection Of OVErh@adS ... 9.6
34 Treatment of spoiled and defective WOrk ..., 9.6
4. Accounting Of COStS fOr @ JOD ... 9.8
4.1 Entries in CoNrol ACCOUNTS ... 9.8
4.2 Advantages and Disadvantages of Job Costing ........ccocoeeuneinsreoneieneeunnncs 9.13
43 Difference between Job Costing and Process Costing .......ccccoeceveeunncee. 9.13
SUMIMIAIY ettt bbbt sseeses 9.14
TSt YOUI KNOWIEAGE ...ttt 9.14
Multiple Choice QUESTIONS (MCQS) ..ot sessssssssssssssssssssssssssssssssssessessens 9.14
Theoretical QUESTIONS ...ttt 9.16
PractiCal PrODIEMS ...ttt 9.16
ANSWETS TO TE MUCQAS ..ottt e 9.20
Answers to the Theoretical QUESTIONS ..o 9.20
Answers to the Practical Problems ... ieeseees 9.20

© The Institute of Chartered Accountants of India



CHAPTER 10 - PROCESS & OPERATION COSTING ...10.1-10.50
LEAINING OULCOMIES ...ttt sttt snsssenses 10.1
ChAPLEr OVEINVIEW  ....oceeeeeire ettt st ssssss sttt s st sss s ssen 10.2
1. Meaning Of ProCess COSTING ...ttt sss s ssssss s s 10.2

1.1 BASIC FEATUIES ...ttt 10.2
2. Costing Procedure in Process COStING .......covrerrrrenriinriesisssesssesssssssssssssssssessssssnses 10.3
3. Treatment of Normal , Abnormal Loss and Abnormal Gain..........ccccovveevnneeneee. 10.5

3.1 Normal and ABNOIMAl [OSS ... 10.5

3.2 Abnormal Process Gain/ Yield ... 10.9
4, Valuation of WOrk in-ProCess...........eeenecieeneeiseenesiseesesssesesessessssessnee 10.15

4.1 EQUIVAIENT UNIES oottt 10.16
5 Steps in Process Costing 10.18
6 Process Costing METNOMS ...t ss e sseees 10.19
7. INtEr-ProCeSS Profits ...ttt 10.23
8 OPEration COSTING ...t eese et ssse e ssse e sasesas 10.26
SUMIMIATY ettt st 10.27
Test Your Knowledge..........cooceeneeneencinneenncenecneanne 10.28
Multiple Choice QUESLIONS (MCQS).....ccvvrrurrieieririseieiesississsssssssessss s ssssssssssssessssssssssssses 10.28
Theoretical QUESTIONS ...t 10.31
PractiCal ProBIEMS ...ttt 10.32
CASE SCONATIOS. ccoueeriecirete ettt bbbt 10.37
ANSWETS 10 ThE MCQS ..o 10.39
Answers to the Theoretical QUESTIONS ...t 10.39
Answers to the Practical Problems ... 10.39
ANSWETS tO the CaS@ SCENATIOS .....vuureriereeieeiseeie e sssse s sssesiees 10.49

© The Institute of Chartered Accountants of India




CHAPTER 11 - JOINT PRODUCTS AND BY PRODUCTS 11.1-11.39
LEAINING OULCOMIES ...ttt sttt snsssenses 11.1
ChAPLEr OVEINVIEW  ....oceeeeeire ettt st ssssss sttt s st sss s ssen 11.1
1. Meaning of Joint Products and By Products ..., 11.2
2. ApportionMENt Of JOINT COSES ... sssseses 114
3. Methods of Apportionment of Joint Cost to Joint Products.........ccccecveverrrennecn. 11.4
4, Methods of Apportionment of Joint Costs to By Products........c.cccccveuvrunnennee 11.15

Treatment of By Products Cost in Cost ACCOUNLING .....vvuurveeeeneeeeeiineiieeieeeenee 11.17
SUMIMIAIY ettt s b bbb 11.18
TSt YOUr KNOWIEAGE ...ttt ses s 11.20
Multiple Choice QUESTIONS (MCQS) ..o sssssesssssssssssssssssssssssssessens 11.20
Theoretical QUESTIONS ...t 11.23
Practical ProbIEMS ...ttt 11.23
CASE SCONATIOS. .coueereeeireie ittt bbbttt 11.27
ANSWETS 10 ThE MUCQS ..ottt 11.29
Answers to the Theoretical QUESTIONS ......c..occueiuneeineeireiseeeeseise e sssesiens 11.30
Answers to the Practical Problems ... 11.30
ANSWETS tO the CASE SCENATIOS ...coueereeiireeieeireeiseie e 11.37
CHAPTER 12 — SERVICE COSTING........cccecereeerercrsanennns 12.1-12.73
LEArNING OULCOMES ...ttt 12.1
ChAPTEr OVEIVIEW ..ottt sttt st snses 12.1
1. INEFOAUCTION ..o bbb 12.2

1.1 Application of SErvice COSTING ... essseeseeseens 12.2

1.2 Service Costing vs. Product COStING ..o 12.3
2. Service Cost UNit @nd KPl......c..oeceeneeiecieeisecieessse s ssssesssesseesssessssssssessnas 12.3

© The Institute of Chartered Accountants of India



N o v~ W

10.

11.

12.

2.1 Methods for ascertaining Service Cost UNit ... 127
Statement of Costs for SErvice SECOrS.......orreereeeseeeeesseeseeeeesenns 12.10
Applications of Costing Methods in Service COStiNg ......c.ccevvevrrrnrrerererererennaen. 12.11
CoStiNg Of TraNSPOIt SEIVICES........oieeriereieiieeeie sttt ssssssseses 12.11
Costing of Hotels and LOAGES........cirieeeeesie e ssssssssssseses 12.22
COStING Of HOSPITAIS ..ottt s s ssss s 12.28
7.1 UNIE OF COST ittt ssse s sssss s ssese s 12.28
7.2 COSt SEGIrEGAtiON ...t een 12.29
COStING Of IT BLITES ..ot 12.30
8.1 CONCEPL Of PrOJECT ...ttt sessens 12.32
8.2 EFfOrt INVOIVEd ... 12.32
8.3 Parameters in Computation of Total COSt.......cccecvrievrrcerieerireirninrienianes 12.34
CostiNg Of TOI ROAUS.......overierieieieieies et ss s ssssseses 12.36
9.1 COST INVOIVED ...t 12.37

9.1.1  CAPItal COSES et ssssees 12.37

9.1.2 Operating and Maintenance COostS......c...covmrrrrnrenreneererererennenn. 12.37
9.2 Build-Operate-Transfer (BOT) Approach...........coeenrereeerernneneensenns 12.38
9.3 TOI RALE .ottt 12.38
Costing of Educational INStItUtIONS .........covevrrirrieriece e eeseenes 12.41
10.1  Income of the Educational INStItUtIONS.......cc.coecueeeneeureeneciecerecieeireeanne 12.41
10.2  Expenditure of the Educational Institutions...........ccccceevevrrerrerrerrrrnrenen. 12.41
Costing in INSUrANCE COMPANIES.......vurueeeeereireieieeieeiseaseieessessessssssssssssssssssssasssesanes 12.47
11.1  Income of INSUrance COMPANIES........oc.vvurreerrrerreerrenrenessssssesisssssssssssssssesens 12.48
11.2  Expenditure of Insurance COMPANIES........coccuveeuereereeerneeeeeeessseseeeeesenee 12.48
11.3  Method of Costing in an Insurance Company .........cccoeeverreeneerererneennenn. 12.48
Costing in Financial INSEULIONS. ..o sssessenes 12.51

© The Institute of Chartered Accountants of India



12.1  Cost Measurement in Financial INStitutions.........c.ccoecneeecenecenecenennne. 12.51

12.2  Activity Based Costing in Financial Institutions ........cccocceecnecnecenennne. 12.52

13. Other Services-Costing for POWEr HOUSES .......c.oovuervererrienrineesisessssesssesiesines 12.53
SUMIMIAIY ettt bbbt 12.57
TSt YOUr KNOWIEAGE ...ttt 12.57
Multiple Choice QUESIONS (MCQS) ......rrierrrerrrerirerereiessississsssssssessessssssssssssssssssssssssssssssssessanes 12.57
Theoretical QUESTIONS ...t sssse e sssse e 12.59
Practical ProbIEMS ...ttt 12.59
CASE SCONATIOS. .coueereeeireteeieeee ettt bbb 12.63
ANSWETS t0 ThE MCQQS ..ottt 12.65
Answers to the Theoretical QUESTIONS ... sssseiens 12.65
Answers to the Practical Problems ... 12.66
ANSWErS tO the CaS@ SCENATIOS ......ccuuevueeeeeieeiieeieeisse et sssse e ssssesiens 12.71
CHAPTER 13 — STANDARD COSTING.......ccovciireirninsernsaeesnscsneesssesasssanses 13.1-13.87
LEArNING OULCOMES ...ttt 13.1
ChAPTEr OVEIVIEW ..ottt sttt st nses 13.1
1. INEFOAUCTION ... 13.2
1.1 What is a Standard or Standard COst? ... 13.2

1.2 Why Standard Costing is Needed? ... 13.2

2. TYPES Of STANAAIAS ..ottt 133
3. The Process of Standard COStING ... sesessse s ssseeseeees 135
4, Setting-up Of StanNdard COSt ...t 13.5
4.1 Physical STandards..........c.ccenecincrnereneesenesieesesessseesesessseesesesssesees 13.6

4.1.1  Problems faced while setting physical standards...........cc.c...... 13.8

4.2 Price or Rate Standards ... sssecssenes 13.9

5. TYPES Of VaNANCES .....omeereeiceieciieeeiecsisee e ssee s sseses s s sssses s ssenes 13.11

© The Institute of Chartered Accountants of India




6. Classification Of VarianCes .........cc.rereeeeerieeeiseessesessessssseesssessssesssssessssesenns 13.12
7. Computation Of VAraNCES ... ss st sssssssessseses 13.13

7.1 Material COSt VarianCe ... ssse e 13.14

7.2 Labour COSt Vari@nCe.........ccueeeeeeeieeinesiseeinesssseeisesssesisessssssisesssesssessans 13.24

7.3 Variable Overhead Cost Variance ........ecnecnscenecieceseeneenes 13.36

7.4 Fixed Overhead Cost VarianCe .........c.cccceneeenneeneeenseeneseseesseesssessseeenne 13.38
8. Advantages and Criticism of Standard Costing.........ccccoevuneinerenriennrinniresirenene. 13.49

8.1 Advantages of Standard COStiNg ........cocoeverrrierrinrineesereeee e 13.49

8.2 Criticism of Standard COStING........ouvurenrineeereeineeereeeseeesee e 13.51
SUMIMIATY ettt s s 13.52
TSt YOUr KNOWIEAGE ...ttt 13.54
Multiple Choice QUESTIONS (MCQS) ..o sesissssssssssssssssssssssssssssssssssssssessens 13.54
Theoretical QUESTIONS ...t 13.57
Practical ProbIEMS ...ttt 13.57
CASE SCONATIOS. .coueereeeirete ettt 13.65
ANSWETS t0 TE MCQS ..ottt 13.67
Answers to the Theoretical QUESTIONS ... 13.67
Answers to the Practical Problems ... 13.67
ANSWErS tO the CaS@ SCENATIOS .....ccuuvemeeeeeieeiieeie et sssse e sssesiees 13.85
CHAPTER 14 — MARGINAL COSTING ......ccoeviiruinnninnniesasessasesnsesnsosasssnnses 14.1-14.80
LEArNING OUTCOMES ...ttt bt 14.1
ChAPLEN OVEINVIEW ..ottt sttt sttt ssss s snses 14.2
1. INEFOAUCTION ...ttt 14.2
2 Characteristics of Marginal COStING ........cc.veueeerineeeierineceiseeieseessseesesessssessieees 14.5
3. Facts about Marginal COStING ...t sssss s ssssens 14.6
4 Determination of Cost and Profit under Marginal Costing.......ccc.ccccovevrerunenene. 14.7

© The Institute of Chartered Accountants of India




10.
11.
12.
13.

14.

ADSOIPLION COSTING covvrrireeiiiiieeie sttt nees 14.9
Advantages and Limitations of Marginal Costing ........cccccoevveriomeinnrinninneineienens 14.9
Cost-Volume-Profit (CVP) ANAIYSIS.......cccoermrrrrnrinrierisesinrsseiesissssssesssssssssssssssseses 14.11
7.1 Marginal Cost EQUAtION ..o ss s 14.13
7.2 Profit Volume Ratio Or P/V ratio.......c.occeecenneceecennecineceiseeesseeeseeenns 14.13
73 Break-EVEN ANAIYSIS ..o ssssssssssssssessssssssssssssssanes 14.14
Methods of Break-Even ANalySis.........c..cirinriinerinnesesisesiessse s sssssssssees 14.14
8.1 Break-even POINT ...t 14.14
8.2 Cash Break-even POINT ... 14.15
8.3 Multi-Product Break-even ANalysis........rnreneineineenssesssnesnsins 14.16
8.4 Break-even Chart....... e 14.20
8.5 Contribution Breakeven Chart.........neeeneseeeiseseseenne 14.20
8.6 Profit-Volume Chart ... 14.21
Limitations of Break-Even ANalySis.......cc.corinrinrineineiseesseseisessssesessssssssenes 14.25
Margin Of SAFELY ...ttt 14.26
Variations of Basic Marginal Cost Equation and Other Formulae.................. 14.28
ANGIE OF INCIAENCE ...ttt 14.31
Application of CVP Analysis in Decision Making ..........ccccccoemeemenneeneceneeeneeenn. 14.32
13.1  Framework for Decision Making ... 14.32
13.2  Principles for Identification of Cost and Benefits

fOr MEASUIEMENT ..ottt 14.33
13.3  Principles of Estimation of Costs and Benefits..........ccovvvvrvnrrrrrnrnnnnn. 14.35
13.4  Short-term Decision Making using concepts of

CVP ANQIYSIS. ..ottt ssss e s ssssssasesssessinens 14.36
Distinction between Marginal and Absorption Costing......c...ccceevvevneienrennennee 14.43

14.1  Main Points of distinction between Marginal and
ADSOIPLION COSTING ..oouverreicrirriierierieerieeiseeie s sssesesesssesesesssssseesssseen 14.43

© The Institute of Chartered Accountants of India




14.2  Difference in Profit under Marginal and Absorption Costing........... 14.44
SUMIMIATY ettt b bbbttt 14.49
TSt YOUI KNOWIEAGE ...ttt st ss s ssssnsens 14.50
Multiple Choice QUESHIONS(IMCQS) ....curverrerrirreieiereieseiseieeesssesessssie s sssesssesssssssessssssesssssnes 14.50
Theoretical QUESTIONS ...t sssse e sssss i 14.52
Practical ProDIEMS ...ttt 14.52
CASE SENAMIOS ..ottt 14.59
ANSWETS t0 ThE MCQS.......oeeieiciirecieeie et 14.61
Answers to the Theoretical QUESTIONS ... 14.61
Answers to the Practical ProblEmMS ... 14.61
ANSWETS t0 the CaSE SENATIOS ......ourvurireererieiie it 14.79
CHAPTER 15-BUDGETS AND BUDGETARY CONTROL........ccccceeerrueeurencee 15.1-15.98
LEArNING OULCOMES ..ottt ettt 15.1
CRAPLEN OVEIVIEW ...ttt st s b s nenes 15.2
1. INEFOAUCTION (..t 15.2
2 Essentials Characteristics of BUAQet ..o, 15.3
3 Essentials Steps for Preparing Budget .........cooooeviiiiniicieeceee 15.4
4. Objectives of BUAGETING ......coiiieiriieiee e 15.5
5 Budgetary CONtrol. ..ot 15.7

5.1 Budgetary Control INVOIVES ... 15.7

5.2 Objectives of Budgetary Control System .........cccccoveevnineninicinnnn. 15.7

53 Steps for establishing Budgetary Conrol .........cccooeeeieiecccseenns 15.8

54 Feedback and Feedforward Control.........coccvenienienienecnccneen. 15.9

5.5 Budget Committee and Budget Officer.........ccouenivncnicnicnennn. 15.10

5.6 Advantages of Budgetary Control System........cccccoeeevvviverrnrnnnee 15.12

5.7 Limitations of Budgetary Control System .........ccccccevvnicnicnennn. 15.13

© The Institute of Chartered Accountants of India



5.8 Components of Budgetary Control System ........ccccoooevivirevinrnnen. 15.14
6. Budgets and Motivation.........ccoeverrnn s 15.14
7. Preparation of BUAQetS.......cccceeieeeieieic e 15.16
8 Different Types of BUQets ... 15.19
8.1 Classification on the basis of Capacity or Flexibility ...................... 15.19
8.2 Classification on the basis of Function ..........cccccoevviienniccnncene, 15.29
8.3 Master BUAQeT......coeurueeeeeeee et 15.55
8.4 Classification on the basis of Time Period........ccccocoevvnieennccnnes 15.58
9 Zero Based Budgeting (ZBB) .......ccceueueieiiniriree e 15.59
9.1 Stages in Zero-based Budgeting........cocoeveeeeeeeeeeceeceeeeenes 15.60
9.2 Advantages of Zero-based budgeting ........cccooevnniiiiceieeeee 15.60
9.3 Difference between Traditional and Zero- based Budgeting...... 15.61
94 Limitations of Zero- based Budgeting........cccoceeeereeeeeeeenne 15.62
10 Performance Budgeting (PB).......ccovvvririniriiceeeeeeeie e 15.62
10.1  Traditional Budgeting vs. Performance Budgeting ........cccccoeuveuce. 15.63
10.2  Steps in Performance Budgeting........cccccoeeeeereeeennrreeeeeeenen, 15.63
11 BUAGEt RATIO ...t 15.67
SUMIMATY ottt ettt ettt bttt b e 15.70
Test YOUT KNOWIEAGE ... 15.71
Multiple Choice QUEStIONS (MCQS).....ccouviereueieiirieieieieirteeee et 15.71
Theoretical QUESTIONS ...t 15.74
Practical Problems ...t 15.74
CASE SCONATIOS....oucereeeireieeieeese ittt ettt 15.81
ANSWETS 10 The MCQS ... 15.83
Answers to the Theoretical QUESTIONS .......ccceuiiiiieiriiie e 15.84
Answers to the Practical Problems..........cco e 15.84
ANSWETS O the CaSe SCENQATIOS .....cc.ovvvueeueeieeiseiie i sssse e sssessees 15.96

© The Institute of Chartered Accountants of India





