
Abki Baar, Exemption Paar..
#happylearning

Advanced
Management
Accounting

25
years of

papers

05
years of

mock tests

10
years of

RTP’s

CA Nimeet Piti

Vol 2.



 

 

Pricing Decisions 
Let me tell you at the onset, the general notion about this chapter is that it will help you find the price of a 
particular product. However, it needs to be understood that price or selling price is a sum of cost and 
profit.  

This chapter has nothing to do with the calculation of cost, cost is already ascertained beforehand. This 
chapter is all about understanding how much profit can be added to a particular product.  

Technically, price is an economic concept. Selling price are determined looking into the market and its 
conditions.  

There are three factors which help determine the profits that can be added to the product.  

1. The kind of product you are trying to sell  
2. The kind of market in which you are trying to sell  
3. The kind of pricing strategy that the company wishes to work with.  

 

There are three kinds of products categories: -  

1. Revolutionary Product: A product which was never in the market before and is altogether a new 
one. For ex: - The Apple iPod. It was the first portable digital music player. Nothing of that sort 
was available before. 

 

2. Evolutionary Product:  An updated version of the earlier version is an evolutionary product. It has 
better features than the original product. The 2nd generation of the iPod is an evolutionary 
product.  
 

3. Mee – Too product: A product which is similar a product which is already available in the market 
is a Mee too product. Ola was a mee-too product of Uber 

 

Depending on the type of the product, profits can be determined.  

The kind of markets: -  

Markets are defined into a variety of categories such as Perfectly competitive market, Monopoly market, 
Oligopoly, Duopoly etc. I would suggest you look into the detailed theory material to understand more.  

 

 

 

 

 

 



 

 

Question 05 
A company produces a single product ‘Impex’. 
For an annualsales of 40,000 units of Impex, fixed overheads is Rs.5,50,000. The variable cost per unit is 
Rs.60. Capital employed in fixed assets is Rs.8,00,000 and in current assets is 50% of net sales (i.e. sales 
less discount). The company sells goods at 20% discount on the maximum retail price (M.R.P.), which is Rs. 
X per unit. The company wants to earn a return of 25% before tax on capital employed in fixed and 
current assets. 
 
Required: 
Calculate the value of X. 
 
Solution: 
Let the total sales be   = X 
Discount @20%   =0.2X 
Net Sales   =0.8X 
 
Total Cost= Fixed Cost + Variable Cost 
    = 5,50,000+(60*40,000) 
  

  = Rs.29,50,000/- 
 
Capital Employed (CE) = Fixed Portion + Variable Portion 
             = 8,00,000+50%(0.8X) 
             = 8,00,000+0.4X 
 
Return= 25% on CE = 25% [8,00,000+0.4X] 
         = 2,00,000+0.1X 
 
Total Cost + Profit = Sales(Net Sales) 
 
29,50,000+2,00,000+0.1X= 0.8X 
 
31,50,000= 0.7X 
 
X= Rs.45,00,000/- 
 
Selling Price per unit= 45,00,000/40,000 
         = Rs.112.50/-     
 
Note: Why is net sales considered and not total cost discount is a cost. This cost is not considered 
in the total cost. Therefore, since the LHS of equation does not consider discount, the RHS of the 
equation also does not consider the gross sales. 
 
 
 
 
 
 



 

 

 
Alternatively, 
 
Total Cost + Discount + Profit = Sales 
 
29,50,000+0.2X+2,00,000+0.1X= X 
31,50,000+0.3X= X 
31,50,000= 0.7X 
 
X= Rs.45,00,000 
 
Selling Price per unit= 45,00,000/40,000 
         = Rs.112.50/- 
 
Thus, as a thumb rule, if the LHS is net of discount then RHS should also be net of discount. 
 

 

Question 10 
LMV Limited manufactures product Z in departments A and B which also manufacture other products 
using same plant and machinery. The information of Product Z is as follows: 
 
Items Department A (Rs.) Department B (Rs.) 
Direct Material per unit 30 25 
Direct Labour per unit (Rs.10 per hour) 30 40 
Overhead Rates:   
        Fixed 8 per hour 4 per hour 
        Variable 6 per hour 3 per hour 
Value of Plant and Machinery 25lakhs 15lakhs 
Overheads are recovered on the basis of direct labour hours. Variable selling and distribution overheads 
relating to product Z are amounting to Rs.30,000 per month. The product requires a working capital of 
Rs.4,00,000 at the target volume of 1,500 units per month occupying 30 percent of practical capacity. 
 
Required: 

(i) To calculate the price of product Z to yield a contribution to cover 21% rate of return on 
investment. 

(ii) Set the minimum selling price of the product if (1) the product is well established in the 
market; (2) the product is first time launched in the market. 

 
Solution: 

(i) Calculation of contribution to be earned per unit. 
             (Amount in Rs.) 
Value of plant in both departments (15lakhs + 25lakhs) 40,00,000 
Product Z occupies 30% of capacity: -   
                      Plant allocable to Z (40,00,000 x 30%) 12,00,000 
(+)                 Working capital for product Z 4,00,000 
Capital Employed 16,00,000 



 

 

(x) Return  21% 
Contribution earned for the whole year 3,36,000 
Contribution earned per month (3,36,000/12) 28,000 
Contribution earned per unit (28,000/1500) 18.67 
 
Calculation of Variable Cost per unit 
Material [30+25] 55 
Labour [30+40] 70 
Variable Overhead(6perhour x 3hours + 3perhour x 4hours) 30 
Variable Selling Overhead (30,000/1500) 20 
Total Variable cost 175 
(+) Contribution per unit 18.67 
Selling Price per unit 193.67 
 

(ii) Price of product when product is well established in market: 
Variable Cost   Rs.175 
Fixed Cost(24+16)  Rs.40 
Total Price   Rs.215 
 
The product is first time launched in the market, and then variable cost Rs.175 should form 
the basis for Price Fixation. 

 

Question 18: 

Excel Ltd. specialises in the manufacture of Printers. They have recently developed a 
technology to design a new Printer. They are quite confident of selling all of the 4,000 units 
that they would be making in a year. The capital equipment that would be required will 
cost Rs.12.5 lakhs. It will have an economic life of 4 years and no significant terminal salvage 
value.  

During each of the first four years promotional expenses are planned as under: 

 
 Year 1 Year 2 Year 3 Year 4 
Advertisement (Rs.) 50,000 50,000 30,000 15,00

0 
Other expenses (Rs.) 25,000 25,000 45,000 60,00

0 

 

Variable costs of producing and selling the unit would be Rs.125 per unit. 

Additional fixed operating costs incurred because of this new product are budgeted at 
₹Rs.37,500 per year. 

The company’s profit goals call for a discounted rate of return of 15% after taxes on 
investments on new products. The income tax rate on an average works out to 30%. You can 



 

 

assumethatthestraight-linemethodofdepreciationwillbeusedfortaxandreporting. 

Present value of annuity of Re. 1 received or paid in a steady stream throughout 4 years in 
the future at 15% is 2.854. 

Required: 

Work out an initial selling price per unit of the product that may be fixed for obtaining the 
desired rate of return oninvestment. 
 
Solution: 
Let the selling price per unit be ‘X’ 
Total Sales revenue per annum= 4,000X 
Year 0 Cost (Initial Cost)= Rs.12,50,000  
 
Total Costs per annum 
 
Variable Cost (125 x 4,000)      = Rs.5,00,000 
Additional Fixed Costs        = Rs.37,500 
Advertisement and Other Expenses     = Rs.75,000 
Total Cash Costs       = Rs.6,12,500 
Depreciation (12,50,000/4)      = Rs.3,12,500 
 
 
Sales     = 4,000X 
(-) Cash Costs    = Rs.6,12,500 
(-) Depreciation    = Rs.3,12,500 
Profit Before Tax   = 4,000X – 9,25,000 
(-) Tax@ 30%    = 1,200X – 2,77,500 
Profit after tax    = 2,800X – 6,47,500 
(+) Depreciation   = Rs.3,12,500 
Net annual cash inflow   = 2,800X – 3,35,000  
(x) Annuity Factor   = 2.854 
Present Value of Inflows   = 7,991.2X – 9,56,090 
 
Present Value of Inflows= Present Value of Outflows 
 
7,991.2X – 9,56,090= 12,50,000 
7,991.2X= 22,06,090 
 
X= Rs.276.06per unit 
 
Therefore, Selling Price per unit= Rs.276.06. 
 

 

 

 



 

 

 

Developments in the Business Environment 
Just – in – Time.  

Globalization opened up new opportunities for businesses and made the whole world, a single market 
place for all businesses. However, this made the businesses more competitive which ultimately made their 
margins thinner. In such a situation, where increasing selling prices become difficult because of 
competition, how does an organisation improve profitability ? They need to reduce their costs as that is 
something which is still manageable considering the fact that it is an internal thing. When management 
gurus were looking at areas where they could reduce costs, they realized stocks could be one area where 
costs could be reduced. 

The primitive method of working a business was, you manufacture stocks and keep it up for sale. This 
means you have stock. Now, you need stocks for times when you have bumper demand. But, the stocks 
which are left with the business is tying up investments which is ultimately costing the business money in 
terms of cost of capital, losses of stock due to detoriation, pilferage, theft and also storage cost. These 
costs are the holding cost that are associated with inventory. 

JIT is a pull system, which responds to demand, in contrast to a push system, in which stocks act as buffers 
between the different elements of the system such as purchasing, production and sales. By using JIT 
system, it is possible to reduce carrying cost as well as other overheads. 

If a business uses JIT it saves on the holding cost of inventory and may loose on same sales as there is no 
stock or may to have incur extra cost to make that product available during bumper demand. This is the 
trade-off that is being checked i.e. if the extra saving from not holding stocks is more than the extra 
cost/loss of contribution incurred due to not holding stocks. If the savings are more than this technique 
can be applied else not. 

 

Target Costing 

Traditionally businesses have a particular method of calculating selling price i.e. they would first add up all 
their cost, add a particular margin to that cost and that is how they will get their selling price. However, 
this was possible only when it was seller’s market and not a buyer’s market. Now the situation is reversed 
as a seller from any part of the world can target the market which has put each and every product in a 
state of oversupply. This state of oversupply means that the business is not a price taker maker but is now 
a price taker. This means that the selling prices are moreover fixed. Also, with outsourcing any trader 
today can now become a manufacturer. 

The line of thinking now is for the product that the business is going to sale there would be an 
approximate selling price available and the cost of capital is already known to the business. Thus, the 
selling price less cost of capital/required profit gives the cost that can be incurred on the product. This 
cost is known as the target cost. 

It is a complete opposite technique as that of a traditional system. 



 

 

 

 

Question: 01 

United Video International Company (UVIC) sells package of blank video tapes to its 
customer. It purchases video tapes from Indian Tape Company (ITC) @ Rs.140 a package. 
ITC pays all freight to UVIC. No incoming inspection is necessary because ITC has a superb 
reputation for delivery of quality merchandise. Annual demand of UVIC is 13,000 
packages. UVIC requires 15% annual return on investment. The purchase order lead time is 
two weeks. The purchase order is passed through Internet and it costs Rs.2 per order. The 
relevant insurance, material handling etc Rs.3.10 per package per year. UVIC has to decide 
whether or not to shift to JIT purchasing. ITC agrees to deliver 100 packages of video 
tapes 130 times per year (5times every two weeks) instead of existing delivery system of 
1,000 packages 13 times a year with additional amount of Rs.0.02 per package. UVIC incurs 
no stock out under its current purchasing policy. It is estimated UVIC incurs stock out cost 
on 50 video tape packages under a JIT purchasing policy. In the event of a stock out, UVIC 
has to rush order tape packages which costs Rs.4 per package. Comment whether UVIC 
should implement JIT purchasing system.Hindustan Tape Company (HTC) also supplies 
video tapes. It agrees to supply @ Rs.136 per package under JIT delivery system. If video 
tape purchased from HTC, relevant carrying cost would be Rs.3 per package against 
Rs.3.10 in case of purchasing from ITC. HoweverHTC doesn’t enjoy so sterling a reputation 
for quality. UVIC anticipates following negative aspects of purchasing tapes from HTC. 

— To incur additional inspection cost of 5 paisa per package. 
Average stock out of 360 tapes packages per year would occur, largely 
resulting from late deliveries. HTC cannot rush order at short notice. UVIC 
anticipates lost contribution margin per package of Rs.8 from stock out. 

— Customer would likely return 2% of all packages due to poor quality of the 
tape and to handle this return an additional cost of Rs.25 per package. 

Required 
Comment whether UVIC places order to HTC. 

 
Solution: 

(i) Comparative ‘Statement of Cost’for 

Purchasing from ITC under ‘Current Policy’ & ‘JIT’ 

Particulars Current 
Policy 

(Rs.) 

JIT 

(Rs.) 



 

 

Purchasing Cost 18,20,000 

(13,000 Packages  × 
Rs.140) 

18,20,260 

(13,000  Packages  × 
Rs.140.02) 

Ordering Cost 26.00 

(Rs.2 × 13 Orders) 

260.00 

(Rs.2 ×130 Orders) 
Opportunity / 
Carrying 

10,500.00 1,050 

Cost (1/2×1,000 Packages 
xRs.140x15%) 

(1/2×100 Packages 
×Rs.140.02x15%) 

   

Other Carrying Cost 
(Insurance, Material 
Handling etc) 

1,550.00 

(1/2 × 1,000 Packages × 
Rs.3.10) 

155.00 
(1/2 × 100 Packages × Rs.3.10) 

Stock Out Cost --- 200 

(50  Packages × Rs.4.00) 

Total Relevant Cost 18,32,076 18,21,925 
 
Comments 
As may be seen from above, the relevant cost under the JIT purchasing policy is lower than the 
cost incurred under the existing system. Hence, a JIT purchasing policy should be adopted by 
the company. 
Note: Carrying Cost is charged on the average inventory because the inventory levels 
keep fluctuating with usage. Thus, it is assumed that on an average inventory held is half 
of whatever is ordered and thus divided by 2. 
 

(ii) ‘Statement of Cost’ for Purchasing from HTC under ‘JIT’ 

Particulars JIT 

(Rs.) 

Purchasing Cost 17,68,000(13,000 Packages  × Rs.136) 

Ordering Cost 260.00(Rs.2 ×130 Orders) 

Opportunity / Carrying Cost 1,020(1/2 × 100 Packages × Rs.136 × 15%) 
 

Other Carrying Cost 

(Insurance, Material Handling etc) 

150.00(1/2 × 100 Packages × Rs.3.00) 

Inspection Cost 650(13,000 Packages  × Rs.0.05) 

Stock Out Cost 2,880(360Packages  × Rs.8.00) 

Customer Return Cost 6,500(13,000 Packages  × 2% × Rs.25.00) 

Total Relevant Cost 17,79,460 

Comments 



 

 

The comparative costs are as follows: 

Under Current Policy Rs.18,32,076 Under Purchase under JITfrom ITC Rs.18,21,925 Under 

Purchase under JIT from HTC Rs.17,79,460 

Packages should be bought from HTC under JIT as it is the cheapest. 
 

Question: 08 

Great Eastern Appliances Ltd. (GEAL) manufactures consumer durable products in a very highly 

competitive market. GEAL is considering launching a new product ‘Kitchen Care’ into the 

market and gathered the following data: 

Expected Market Price Rs.5,000 per unit  

Direct Material Cost Rs.1,850 per unit  

Direct Labour Cost Rs.80 per hour  

Variable Overhead Cost Rs.1,000 per unit  

Packing Machine Cost (specially to be purchased for this product)…Rs.5,00,000 

 

GEAL expects the selling price for the new product will continue throughout the product’s life 

and a total of 1,000 units can be sold over the entire life time of the product. 

Direct labour costs are expected to reduce as the volume of output increases due to the effects 
of 80% learning curve (index is -0.3219). The expected time to be taken for the firstunit is 30 
hours and the learning effect is expected to end after 250 units have been    produced. Units 
produced after first 250 units will take the same time as the 250thunit. 

Required 
(i) Calculate the expected total labour hours over the life time of the product ‘Kitchen Care’. 

(ii) Profitability of product ‘Kitchen Care’ that GEAL will earn over the life time of the product. 

(iii) Average target labour cost per unit over the life time of the product if GEAL requires 
average profit of Rs.800 per unit, to achieve its long term objectives. 

Note: 250 -0.3219 = 0.1691, 249 -0.3219 =0.1693 

 

Solution: 

(i) Calculation of ‘Total Labour Hours’ over the Life Time of the Product ‘Kitchen Care’ 
The average time per unit for 250 units is 
Yx = axb 



 

 

Y250 =30 × 250 -0.3219 
Y250 =30 × 0.1691 

Y250 =5.073 hours 
Total time for 250 units = 5.073 hours × 250 units= 1,268.25 hours  

The average time per unit for 249 units isY249 =30×249–0.3219 

Y249=30 × 0.1693 
Y249 =5.079 hours 
Total time for 249 units = 5.079 hours × 249 units=1,264.67 hours 
Time for 250thunit = 1,268.25 hours – 1,264.67 hours= 3.58 hours 
Total Time for 1,000 units = (750 units × 3.58 hours)+1,268.25 hours= 3,953.25 hours 
 

(ii) Profitability of the Product ‘Kitchen Care’ 
 

Particulars Amount 
(Rs.) 

Amount 
(Rs.) 

Sales (1,000 units) (1,000 units x Rs.5,000)  50,00,000 

Less: Direct Material (1,000units x Rs.1,850) 18,50,000  

Direct Labour (3,953.25 hours × Rs.80) 3,16,260  

Variable Overheads (1,000 units × Rs.1,000) 10,00,000 31,66,260 

Contribution  18,33,740 

Less: Packing Machine Cost (Given)  5,00,000 

Profit  13,33,740 

 

(i) Average ‘Target Labour Cost’ per unit 
 

Particulars Amount 
(Rs.) 

Expected Sales Value (1,000units x Rs.5,000) 50,00,000 

Less: Desired Profit (1,000 units × Rs.800) 8,00,000 

Target Cost 42,00,000 

Less: Direct Material (1,000 units × Rs.1,850) 18,50,000 

Variable Cost (1,000 units × Rs.1,000) 10,00,000 

Packing Machine Cost 5,00,000 

Target Labour Cost 8,50,000 

Average Target Labour Cost per unit (` 8,50,000 ÷ 1,000 units) 850 
 

 

Question: 23 



 

 

Ice-Cream Ltd. is engaged in production of three types of ice-cream products: Coco, Strawberry 
and Vanilla. The company presently sells 50,000 units of Coco @ Rs.25 per unit, Strawberry 
20,000 @ Rs.20 per unit and Vanilla 60,000 units @ Rs.15 per unit. The demand is sensitive to 
selling price and it has been observed that every reduction of Rs.1 per unit in selling price, 
increases the demand for each product by 10% to the previous level. The 
companyhastheproductioncapacityof60,500 units of Coco, 24,200units of Strawberry and 72,600 
units of Vanilla. The company marks up 25% on cost of the product. 

 
The Company management decides to apply ABC analysis. For this purpose, it identifies four 
activities and the rates as follows: 
Activity     Cost Rate 
Ordering…………………………………………Rs.800 per purchase order  
Delivery………………………………………….Rs.700 per delivery 
Shelf stocking…………………………………..Rs.199perhour  
Customer support and assistance……  Rs.1.10p.u.sold 

 
The other relevant information for the products are as follows: 
 

Particulars Coco Strawberry Vanilla 
Direct Material p.u. (Rs.) 8 6 5 
Direct Labour p.u. (Rs.) 5 4 3 
No. of Purchase Orders 35 30 15 
No. of Deliveries 112 66 48 
Shelf Stocking Hours 130 150 160 

 
Under the traditional costing system, store support costs are charged @ 30% of prime cost. In ABC 
these costs are coming under customer support and assistance. 
Required: 

(i) Calculate target cost for each product after a reduction of selling price required to 
achieve the sales equal to the production capacity. 

(ii) Calculate the total cost and unit cost of each product at the maximum level using 
traditional costing. 

(iii) Calculate the total cost and unit cost of each product at the maximum level using 
activity basedcosting. 

(iv) Compare the cost of each product calculated in (i)and(ii)with(iii)and comment on it. 
 

Solution: 

(i) Cost of Products Under ‘Target Costing’ 

Statement Showing “Demanded Unit and Selling Price” 

Coco Strawberry Vanilla 
Selling 
Price 

Demand Selling Price Demand Selling Price Demand 

25 50,000 20 20,000 15 60,000 

24 55,000 19 22,000 14 66,000 



 

 

23 60,500 18 24,200 13 72,600 

Statement Showing “Cost per unit” 

Particulars Coco Strawberry Vanilla 

Selling Price after reduction 23.00 18.00 13.00 

Profit Mark up 25% on Cost 
(20 % on Selling Price) 

4.60 3.60 2.60 

Target Cost of Production (per unit) 18.40 14.40 10.40 

(ii) Cost of Product Under ‘Traditional Costing’ 
Statement Showing “Cost per unit” 
Particulars Coco (Rs.) Strawberry (Rs.) Vanilla (Rs.) 

Units 60,500 24,200 72,600 
Material Cost per unit 8.00 6.00 5.00 
Labour Cost per unit 5.00 4.00 3.00 
Prime Cost per unit 13.00 10.00 8.00 
Store Support Costs (30% of Prime) 3.90 3.00 2.40 
Cost per unit 16.90 13.00 10.40 

(iii) Cost of Product Under ‘Activity BasedCosting’ 
Statement Showing “Cost per unit 

Particulars Coco (Rs.) Strawberry 
(Rs.) 

Vanilla (Rs.) 

Units 60,500 24,200 72,600 
Material Cost 4,84,000 1,45,200 3,63,000 
Labour Cost 3,02,500 96,800 2,17,800 
Prime Cost 7,86,500 2,42,000 5,80,800 
Ordering Cost @Rs.800 (35, 30, 15) 28,000 24,000 12,000 
Delivery Cost @Rs.700 (112, 66, 48) 78,400 46,200 33,600 
Shelf Stocking @Rs.199 (130,150,160) 25,870 29,850 31,840 
Customer Support Rs.1.10 66,550 26,620 79,860 
Total Cost 9,85,320 3,68,670 7,38,100 
Cost Per unit 16.29 15.23 10.17 

(iv) Comparative Analysis of ‘Cost of Production’ 
Particulars Coco (Rs.) Strawberry 

(Rs.) 
Vanilla (Rs.) 

(a) As per Target Costing 18.40 14.40 10.40 

(b) As per Traditional Costing 16.90 13.00 10.40 

(c) As per Activity Based Costing 16.29 15.23 10.17 
(a) – (c) 2.11 (-) 0.83 0.23 

(b) – (c) 0.61 (-) 2.23 0.23 

 

mailto:@Rs.800
mailto:@Rs.700
mailto:@Rs.199


 

 

Comment 
The cost of product of strawberry is higher in ABC method in comparison to target costing and 
traditional methods. It indicated that actual profit under ABC is less than targeted. For remaining two 
products, ABC is most suitable. 
 

 

 

 

 

Budget and Budgetary Control 
Budget is a day zero activity wherein the inflows and outflows for a defined forthcoming period is decided 
before-hand. For any business, knowing how much money will be received from what sources and when is 
required so as to know understand when to payments to creditors can be made. Also, budgets also help 
set up a yardstick for each and every department of the organisation ultimately facilitating comparison.  

 

Also, once the budget is finalized for a particular department, the departmental heads then convert it into 
standards and pass on to their workforce. Thus, the final chain of control works as follows: 
 

1. The workforce abides to the standards and achieve their goals.  
2. The goals so achieved helps the department meet their budgetary goals 
3. The departmental goals, if achieved by all departments, will help meet the overall organisational 

goals. 
4. If the overall organisational goals are met, the organisation will achieve its profit target.  

 

Budgets thus play a dual role, it helps profit planning and can also be used as a cost control tool.  

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

Question: 09 
DEF Ltd manufactures and sells a single product and has estimated sales revenue ofRs.397.80lacs 
during the year based on 20% profit on selling price. Each unit of product requires 6 kg of 
material A and 3 kg of material B and processing time of 4 hours in machine shop and 2 hours 
in assembly shop. Factory overheads are absorbed at a blanket rate of 20% of direct labour. 
Variable selling &distribution overheads are Rs 6 per unit sold and fixed selling &distribution 
overheads are estimated to be Rs.7,20,000. 
 
The other relevant details are as under: 
Purchase Price Material A Rs.16 per kg 
 Materials B Rs.10 per kg  
Labour Rate Machine Shop Rs.14 per hour 
 Assembly Shop    Rs.7 per hour 
 
 Finished Stock Material A Material B 
Opening Stock 25,000 units 75,000 kg 40,000 kg 
Closing Stock 30,000 units 80,000 kg 55,000 kg 
 
Required: 
 

(i) Calculate number of units of product proposed to be sold and selling price per unit, 
(ii) Production Budget in units and 
(iii) Material Purchase Budget in units. 

 
 
Solution:  
Workings: 

1.    Statement Showing “Variable Cost per unit” 

Particulars Variable Cost 
pu. (Rs.) 

Direct Materials:  

A: 6 Kg. @ Rs.Rs.16 per Kg. 96 
B: 3 Kg. @ Rs.10 per Kg. 30 

Labour Cost:  



 

 

          Machine Shop: 4 hours. @ Rs.14 per hour 56 
          Assembly Shop: 2 hours. @ Rs.7 per hour 14 
Factory Overheads: 20% of (Rs.56 +Rs.14) 14 
Variable Selling & Distribution Expenses 6 
Total Variable Cost per unit 216 

2)   Statement Showing “Total Variable Cost for the year” 

Particulars Amount 
(Rs.) 

Estimated Sales Revenue 3,97,80,000 
Less: Desired Profit Margin on Sale @ 20% 79,56,000 
Estimated Total Cost 3,18,24,000 
Less: Fixed Selling and Distribution Overheads 7,20,000 
Total Variable Cost 3,11,04,000 

 
(i) Number of Units Sold= Total Variable Cost/Variable Cost per unit 

  = Rs.3,11,04,000/Rs.216 
  = 1,44,000 Units 

Selling Price per unit= Total Sales Value/Number of units sold 
= Rs.3,97,80,000/1,44,000units 
= Rs.276.25 

(ii) Production Budget(units) 

Particulars Units 

Budgeted Sales 1,44,000 

Add: Closing Stock 30,000 

Total Requirements 1,74,000 

Less: Opening Stock 25,000 

Required Production 1,49,000 
 

(i) Materials Purchase Budget(Kg.) 

Particulars Material 

A 

Material 

B 

Requirement for Production 8,94,000 

(1,49,000 units × 6 
Kg.) 

4,47,000 

(1,49,000 units × 3Kg.) 

Add: Desired Closing Stock 80,000 55,000 

Total Requirements 9,74,000 5,02,000 

Less: Opening Stock 75,000 40,000 

Quantity to be purchased 8,99,000 4,62,000 
 



 

 

 

Question: 17 
Chetak Ltd. produces and markets three products - Chairs, Tables and Benches. The 
companyisinterestedinpresentingitsbudgetforthenextquarterending31stMarch,214. 
It expects to sell 4,200Chairs, 800Tables and 500Benches during the said period at the selling 
price of Rs.50, Rs.85 and Rs.158 per unit respectively. The following information are made 
available for the purpose. 

 
(a) Material and Labour requirements: 
 

Particulars Chairs Tables Benches 
Timber per unit (in cu. ft.) 0.50 1.20 2.50 
Upholstery per unit (in sq. yds.) 0.25 --- --- 
Carpenter’s time (minutes per unit) 45 60 75 
Fixer and Finisher’s time (minutes per unit) 15 15 30 

 
Timber costs Rs.50percu.ft. and Upholstery costs Rs.20persq.yd. Fixing and Finishing materials 
costs 5% of the cost of Timber and Upholstery. Carpenter gets Rs.6 per hour while the Fixer and 
Finisher gets Rs.4.80 per hour. 
 
(b) Inventory Levels planned: 

Particulars Timber 
(Cu. Ft.) 

Upholstery 
(Sq. Yds.) 

Chairs 
(Nos.) 

Tables 
(Nos.) 

Benches 
(Nos.) 

Opening 600 400 400 100 50 
Closing 650 260 200 300 50 

 
© Fixed Overheads would be Rs.8,000 per month. 
 
Required: 
(i) Prepare a ‘Production Budget’ showing quantities to be manufactured. 
(ii) Prepare a ‘Raw Materials Purchase Budget ’in quantities as well as in rupees. 
(iii) Draw a ‘Direct Wages Cost Budget’. 
(iv) Present a ‘Statement of Variable Cost of Manufacture’ per unit of all three products. 
(v) Find out the ‘Budgeted Net Income’ for the said quarter. 
 
Solution:  
Working Notes 
1. Requirements as to Raw Materials Carpenter’s Time and Fixer’s and Finisher’s Time 

 
Particulars Chair Tables Benches Total 
Units to be Manufactured 4,000 1,000 500  
Timber (Ctf.) 2,000 

(4,000 × 
0.50) 

1,200 
(1,000  × 
1.20) 

1,250 
(500  × 
2.50) 

4,45
0 

Upholstery (Sq. Yds.) 1,000 
(4,000×0.25

----- ----- 1,00
0 



 

 

) 

Carpenter’s Time (Hours.) 3,000 
(4,000×45 
/60) 

1,000 
(1,000 × 1) 

625  
(500× 75 
/60) 

4,62
5 

Fixer and Finisher’s Time 
(Hours.) 

1,000 
(4,000 
×15/60) 

250(1,000×
15/60) 

250 
(500 × 
30/60) 

1,50
0 

 
 
 
 
 
 
 
 
2. Fixing and Finishing Material Cost (per unit) 
 

Particulars Chair 
(Rs.) 

Tables 
(Rs.) 

Benches 
(Rs.) 

Total Cost of Timber and 
Upholstery 

30 60 125 

Fixing and Finishing Material 
Cost (5% of total cost of timber 
and upholstery) 

1.50 
(Rs.30 × 5/100) 

3.00 
(Rs.60 × 5/100) 

6.25 
(Rs.125 × 5/100) 

 
(i) Production Budget (in Units) 
 

Particulars Chairs Tables Benches 
Units to be Sold 4,200 800 500 
Add: Planned Cl. Stock 200 300 50 
Less: Planned Opening Stock 400 100 50 
Units to be Manufactured 4,000 1,000 500 

 
(ii) Raw Materials Purchase Budget (in Quantities) 
 

Particulars Timber (Cft.) Upholstery (Sq. 
Yds.) 

Materials required for Production (W.N. 1) 4,450 1,000 
Add: Planned Closing Stock 650 260 
Less: Planned Opening Stock 600 400 
Raw Materials to be Purchased 4,500 860 

 
Material Purchase Budget (inRs.) 

 
Particulars Quantities to be 

Purchased 
Rate (Rs.) Amount (Rs.) 



 

 

Timber (Cft.) 4,500 50 2,25,000 
Upholstery (Sq. Yds) 860 20 17,200 
Total 2,42,200 

 
(iii) Direct Wages CostBudget 

Particulars Total 
(Hours.) 

Rate per 
hour (Rs.) 

Amount 
(Rs.) 

Carpenter’s Time and Wages (W.N. 1) 4,625 6.00 27,750 
Fixer and Finisher’s Time and Wages (W.N.1) 1,500 4.80 7,200 
Total 34,950 

 
 
 
 
 
(iv) Variable Cost perunit 

 
Particulars Chairs 

(Rs.) 
Tables 
(Rs.) 

Benches 
(Rs.) 

Raw Materials:    
Timber 25.00 

(0.50 × Rs.50) 
60.00 
(1.20 × Rs.50) 

125.00 
(2.50 × Rs.50) 

Upholstery 5.00 
(0.25 × Rs.20) 

----- ----- 

Fixing and Finishing (W.N. 2) 1.50 3.00 6.25 
Wages:    
Carpenter 4.50 

(Rs.6 × 45/60) 
6.00 
(Rs.6 × 60/60) 

7.50 
(Rs.6 × 75/60) 

Fixer and Finisher 1.20 
(Rs.4.80 × 
15/60) 

1.20 
(Rs.4.80 × 15/60) 

2.40 
(Rs.4.80 × 
30/60) 

Total Variable Cost (per unit) 37.20 70.20 141.15 
 
(v) Budgeted Net Income Statement for the Quarter 

 
Particulars Chairs 

(Rs.) 
Tables 
(Rs.) 

Benches 
(Rs.) 

Total 
(Rs.) 

Selling Price per unit (Rs.) 50.00 85.00 158.00  
Less: Variable Cost per unit (Rs.) 37.20 70.20 141.15 
Contribution per unit (Rs.) ...(A) 12.80 14.80 16.85 
Units to be Sold ...(B)  4,200 800 500 
Total Contribution (Rs.) ...(A) x(B) 53,760 11,840 8,425 74,025 
Less: Fixed Cost (Rs.) 24,000 
Budgeted Net Income (Rs.) 50,025 

 

 



 

 

Question: 23 
A company manufactures two products X and Y. Product X requires 8 hours to produce while   Y requires 
12 hours. In April, 2004, of 22 effective working days of 8 hours a day, 1,200 units   of X and 800 units of Y 
were produced. The company employs 100 workers in production department to produce X and Y. The 
budgeted hours are 1,86,000 for the year. 

 
Required: 
Calculate Capacity, Activity and Efficiency ratio and establish their relationship. 
 
 
 
 
 
 
 
Solution:  

 
Particulars Standard Hours Produced 

Product X Product Y Total 
Output (Units) 1.200 800  
Hours per unit 8 12  
Standard Hours 9,600 9,600 19,200 

 
Actual Hours Worked: (100 workers x 8 hours x 22 days)    =17,600 
Budgeted Hours per month (1,86,000/12)     =15,500 

 
Capacity Ratio= (Actual Hours/Budgeted Hours) x 100 

         = (17,600/15,500) x 100= 113.55% 
 

Efficiency Ratio= (Standard Hours Produced/Actual Hours) x 100  
         = (19,200/17,600) x 100= 109.09% 
 

Activity Ratio= (Standard Hours Produced/Budget Hours) x 100 
       = (19,200/15,500) x 100= 123.87% 
 

Relationship: 
 

Activity Ratio= Efficiency Ratio x Capacity Ratio 
       = (109.09 x 113.55)/100 
       = 123.87% 
 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

Costing of Service Sector 
Question: 07 
Elegant Hotel has a capacity of 100 single rooms and 20 double rooms. It has a sports center with a 
swimming pool, which is also used by persons other than residents of the hotel. The 
hotelhasashoppingarcadeatthebasementandaspecialtyrestaurantattherooftop. 
The following information is available: 

(i) Average occupancy: 75% for 365 days of theyear. 
(ii) Current costis: 

 
Particulars Variable Cost per day (Rs.) Fixed Cost per day (Rs.) 
Single Room: 400 200 
Double room: 500 250 
 

(iii) Average sales per day of restaurant is Rs.1,00,000, and contribution is at 30%. Fixed 
cost Rs.10,00,000 

(iv) Thesportscenter/swimmingpoolislikelytobeusedby50non-residentsdaily;average 
contributionperdaypernon-residentialisestimatedatRs.50fixedcostisRs.5,00,000per 
annum. 

(v) AveragecontributionpermonthfromtheshoppingarcadeisRs.50,000fixedcostisRs.6,00,00
0 per annum. 

 
Required: 

(a) Find out rent chargeable for single and double room per day so that there is a margin of 
safety of 20% on hire of room and that the rent for a double room shall be kept at 120% of a 
singleroom. 

(b) Evaluatetheprofitabilityofrestaurant,sportscenterandshoppingarcadeseparately. 
 
Solution: 
Working Note: 

1. Single Room Occupancy days in a year  = 100 Rooms x 365 Days x 75% 
  = 27,375 Room Days 



 

 

 
2. Let the rent of Single Room be ‘x’ and rent of Double Room be ‘1.2x’ 

 
(a) Calculation of Rent Chargeable for Single and Double Room per day 

Statement showing total amount of room rent to be received from Single Room 
Particulars Amount (Rs.) 

Total Variable Cost (27,375 x Rs.400) 1,09,50,000 
Total Fixed Cost (27,375 x Rs.200) 54,75,000 
Total Cost 1,64,25,000 
Add: Margin of Safety of 20% on hire of rooms/25% on Total Cost 41,06,250 
Total amount of rent to be received from single room 2,05,31,250 
 
Rent per day of Single Room 
(Rs.2,05,31,250 ÷ 27,375)  = Rs.750 
 
 
Rent per day of Double Room 
(Rs.750 x 1.2)   = Rs.900 
 

(b) Evaluation of Profitability of Restaurant, Sports Center and Shopping Arcade 
Profitability of Restaurant Amount in (Rs.) 

Total Sales per annum (365days x ₹1,00,000) 3,65,00,000 
Contribution per annum (30% of total sales) 1,09,50,000 
Less: Fixed Costs per annum 10,00,000 
Profit 99,50,000 
 

Profitability of Sport Center Amount in (Rs.) 
Contribution of Sport Center per day (50persons x ₹50) 2,500 
Total Contribution per annum (₹2,500 x 365days) 9,12,000 
Less: Fixed Cost per annum 5,00,000 
Profit 4,12,000 
 

Profitability of Shopping Arcade Amount in (Rs.) 
Contribution per annum (₹50,000 x 12months) 6,00,000 
Less: Fixed Costs per annum 6,00,000 
Profit - 
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