
Two Features of Private Company 

• Number of Members (1 to 100) 

• Use of the word “Private Limited” 

• Shareholders cannot freely transfer their shares 

Two Features of Public Company 

• Number of Members (7 to Unlimited) 

• Use of the word “Limited” 

• Shareholders can freely transfer their shares 

Differences between share and debentures 

The following are the two differences between share and debenture: 

• Ownership:  A shareholder is the owner of the company but the debenture holder is the 

creditor of the company. 

• Voting right: Shareholders generally have voting rights but debenture holders do not 

have voting right. 

Cash Flow Statement 

The statement which shows the inflow and outflow of cash in a particular period of an 

organization is known as the cash flow statement. 

Cost accounting 

• Cost accounting is the process of accounting for cost, which is mainly concerned with the 

ascertainment, allocation, distribution, and accounting aspects of costs. Its main objective 

is to calculate the costs of products and services. 

• It deals with the classification, recording, allocation, summarization, and reporting of 

current and prospective costs. 

Objectives of cost accounting 

The objectives of cost accounting are as follows: 

• Ascertainment of cost: 

• Cost control: 

• Fixation of selling price: 

• Ascertainment of Profitability 

 



Limitations of cost accounting 

The limitations of cost accounting are as follows: 

• Lack of uniformity: In cost accounting, different costing methods are used to determine 

the profit. Different results can be found from the same information used by different 

persons. 

• Expensive: Small organizations cannot take many advantages from the cost accounting 

department because of the high costs. 

• Ignorance of futuristic situation: Cost accounting ignores the futuristic situations. It has 

not evolved so far any tool for handling inflationary situations. 

Methods of costing 

The various methods of costing are as follows: 

1. Job costing: 

Job costing is the method of costing, which is applied to ascertain the costs of specific jobs or 

work orders. They are treated as contracts of small size. 

2. Standard costing: 

Standard costing is based on pre-determined costs. The costs are determined in advance of 

production. Standard performance is set in terms of cost and actual costs are compared with the 

standard. 

3. Contract costing: 

A contract cost is like a job costing but the duration of the assignment is longer. The term is 

usually applied where large-scale contracts are carried out. A contract is a job of large size, 

which may extent even beyond one accounting period. The person executing the contract is 

known as "'contractor'' and the person for whom it is executed is known as ''contractee''. 

4. Process costing: 

It is a method of costing used mainly in manufacturing where units are continuously mass-

produced through one or more processes. Examples of this include the manufacture of erasers, 

chemicals, or processed food. 

 

 

 



Limitations of financial accounting 

The financial statement system has the following limitations: 

• Discloses the overall result only: 

Financial accounting fails to reveal the result of each department, process, product, job, etc. 

• Historical in Nature: 

Financial accounting records the past transactions and prepares financial statements accordingly. 

It is based on historical facts. 

• Not helpful in price fixation: 

Financial accounting does not provide adequate information for the fixation of selling prices of 

the products or services. 

• No Qualitative approach 

Only the transactions that are measured in monetary terms are recorded in financial accounting. 

It ignores the qualitative phenomenon. 

Difference between cost accounting and financial accounting. 

The difference between financial accounting and cost accounting are as follows: 

1. Purpose: The main purpose of Financial accounting is to show the final results during a 

particular period whereas cost accounting’s main purpose is to help the management for 

planning, control, and decision making. 

2. Legal requirement: Financial account is kept as required by the company act, but the 

cost account is generally kept to meet the requirement of the management. 

3. Stock valuation: Under Financial accounting stock is valued at cost price or market price 

whichever less is. But it is valued at a cost under cost accounting. 

Classification of cost according to elements, function, and variability 

Costs have been classified in different ways in accordance with their objectives: 

1.) According to elements: 

• Material cost 

• Labour cost 

• Other expenses 

 



2. According to function: 

• Product cost 

• Office and Administrative cost 

• Selling and Distribution expenses 

3. According to variability: 

• Fixed cost 

• Variable cost 

• Semi-variable cost 

Difference between direct cost and indirect cost. 

The main difference between direct and indirect costs are as follows: 

1. Direct cost can be conveniently identified with a particular unit of cost whereas indirect 

costs are not conveniently identified with a particular cost. 

2. When all the direct costs are taken together they are known as prime costs. Total of all 

the indirect costs is called as overheads. 

3. Examples: Direct cost- Direct Material, Direct Wages and Indirect Cost: Insurance, 

Supervisor Salary 

What is variable cost? How does it differ from fixed cost? 

Variable costs tend to vary directly with the volume of output. It varies in direct proportion to the 

volume of production. The differences between variable cost and fixed cost are mentioned 

below. 

1. The per unit variable cost always remains the same whereas the per unit fixed cost 

changes. 

2. Variable cost is a controllable cost whereas fixed cost is not a controllable cost. 

Controllable and uncontrollable cost. 

1. Controllable cost: 

The cost subject to control or substantial influence of a particular manager costs. For example, 

direct material, and direct labour. 

2. Uncontrollable cost: 

Cost that is not subject to influence by the action of the manager is called uncontrollable costs. 

For example: rent, rates, taxes. 

 



What is Material Control? 

It is a systematic control over the purchasing, storing, and using of materials so as to maintain 

the possible cost of the material. The main objective of material control is proper purchase 

utilization and movement of, materials. 

Periodic Inventory System: 

Periodic inventory system is a system which determines the quantity of inventory on hand 

periodically. This system updates the inventory records from time to time only after the physical 

count of the stock. 

Perpetual Inventory System: 

Perpetual inventory system is a continuous record of changes in inventory maintained in the 

inventory account. This system determines the inventory continuously after every purchase and 

every sale. 

Centralized & Decentralized Purchasing 

Centralized Purchase refers to purchasing of all the requirements under the central point of the 

organization. Likewise, Decentralized Purchase refers to purchasing of requirements of each 

production center or department in an organization. 

Time Rate Wage System 

Time rate wage system refers to the wage payment to the worker on the basis of time spent by 

him/her. 

The main advantage of the time rate system are as follows: 

• Simplicity: it is very easy to understand and simple to calculate the earnings of workers 

under this method. 

• Guarantee of minimum wages: it guarantees minimum wages to the workers 

• Quality production: this method ensures production of better quality due to the careful 

attention of the workers. 

The disadvantages of the time wage system are 

• No incentive to the efficient workers: this system lacks incentive for efficient workers 

since all workers are paid equally. 

• Go-slow policy: the workers, in order to earn higher wages for overtime work, may try to 

perform the work slowly 

• Dissatisfaction among the efficient workers: the efficient workers are paid wages all 

the rate equal to those payable to inefficient workers, which creates dissatisfaction among 

the efficient workers 



Piece Rate Wage System 

Piece rate wage system refers to the wage payment to the worker on the basis of the unit or 

output produced by him/her. 

The advantages of piece rate wage system are: 

Simplicity: the piece rate system is simple to operate and easy to understand 

Incentive to workers: this system provides an incentive to workers to work hard as the wages 

are paid on the basis of the quantity of output, not on the basis of time 

Ascertainment of accurate labour cost: since the wages are paid on the basis of output, the 

exact cost of labour per unit of output or job can be ascertained. 

Following are the disadvantages of the piece wage system: 

• Less attention to quality: as the payment of wages is made on the basis of output, the 

workers might work in hurry, which may affect the quality of the output adversely 

• Inefficient use of machines and materials: an excessive wastage of materials and 

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

maintain maximum output. 

• No guarantee of minimum wages: there is no guarantee of minimum daily wages for 

workers 

Meaning of Overhead 

All the costs except direct labour, direct material, and other direct expenses are called overhead. 

They are not directly attributed to creating a product or service. 

It can also be defined as the total of indirect materials, indirect wages, and indirect expenses. 

Allocation of Overhead 

Certain items of overhead cost can be directly identified with a particular department. Allotment 

of such costs to a particular department is known as allocation of overhead. 

Variable and Fixed Overhead 

It is the portion of overheads which varies (increases or decreases) proportionately with the 

change In output are called Variable overhead. 

Cost Reconciliation Statement 

Cost Reconciliation Statement is a statement prepared for reconciling between financial and cost 

accounts. 



Computerized Accounting System (CAS) 

Computerized accounting system (CAS) refers to the processing of accounting transactions 

through the use of hardware and software in order to produce accounting records and reports. 

Elements of a computer system in accounting are: 

• Hardware 

• Software 

• People 

• Procedures 

• Data 

• Internal controls 

Importance of computer system in Accounting or CAS 

• Fast processing 

• Accurate information 

• Easier availability of information 

• Updated information 

• Efficiency 

• Automated document production 

• Storage and retrieval 

Limitations of a computer system in Accounting or CAS 

The limitations of a computer system in accounting are: 

• High cost of installation 

• Cost of training 

• Fear of unemployment 

• System failure 

• Breaches of security 

• Health impact (Backbone pain, Vision issues) 

Computerized Accounting Process 

• Entering data 

• Analysis of information 

• Information processing 

• Information storage. 

 

 



Use of Accounting Software 

• Improve accounting accuracy 

• Improve data security 

• Increases Accounting calculation 

• Increases productivity 

• Maintain good relationship with customer 

Features of Accounting Software 

• Flexibility 

• Requires Training 

• Size of organization 

• Transfer of data 

• Level of secrecy 

 


