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A company has to decide whether to accept a special order or not for a certain product M in 
respect of which the following information is given:

Material A required 5000 kg Available in stock. It was purchased 5 
years ago at ` 35 per kg. If not used for 
M, it can be sold as scrap @ ` 15 per kg.

Material B required 8000 kg This has to be purchased at ` 25 per kg 
from the market.

Other hardware items ` 10000 To be incurred
Dept X – Labour oriented 5 men for 1 month @ 

` 7000 per month per 
man

Labour to be freshly hired. No spare 
capacity available.

Dept Y – Machine oriented 3000 machine hours @ 
` 5 per machine hour

Existing spare capacity may be used.

Pattern and Specification ` 15000 To be incurred for M, but after the 
order, it can be sold for ` 2000.

Considering relevant cost, find out the minimum value above which the company may accept 
the order.

Minimum Price

S o l u t i o n

Statement Showing Minimum Price

Particulars Workings Amount 
(`)

Material
A In stock, non moving, scrap value @ `15/kg 75,000
B Cost to be incurred (25x8,000) 200,000

Other hardware To be incurred 10,000
Dept. X- Labour Cost to be incurred (5x7000) 35,000

Pattern  & Specification (Purchase Price - Resale Value at end) (15,000-2,000) 13,000
Relevant Cost 3,33,000
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(v) Overheads:

Fixed overheads of the company ` 18,00,000 p.a.
Variable overheads ` 1.50 per unit of NP.

Using the concept of relevancy of costs, prepare a cost sheet to show the cost per unit of the 
new product NP. Substantiate the figures with necessary explanation.

Minimum Price

S o l u t i o n

Statement Showing Relevant Cost & Profit 

Particulars Workings Amount 
(`)

Material A Regular use 250,000
Cost to be incurred = Purchase Price =(100,000 x 2.5)

B Non Moving
Cost to be incurred = Purchase Price =(40,000 x 3) = 120,000
Benefits lost = (60,000x1)                                                 =   60,000 1,80,000

C Cost to be incurred = Purchase Price (100,000 x 6) 600,000
Labour - Skilled Short Supply

Cost to be incurred (0.25x1,00,000 x 3)                       =   75,000  
Contribution lost (0.25x100,000x2)                              =   50,000 125,000

Machine P Already Possessed, Regular use
= Difference in purchase price (160,000-120,000)

40,000

Machine Q No use after production
 = Difference in purchase price (22,000-17,000)

5,000

Overheads - VOH To be incurred = (1.5x100,000) 150,000
Overheads - FOH Committed - Irrelevant -
Additional Staff Fully Relevant

- Foreman 36,000
-Manager 24,000

Total Relevant Cost 14,10,000
Offer Price (18x100,000) 18,00,000
Profit 390,000

Cost Price/ Unit 14.1
Offer Price/ Unit 18

Profit 3.9
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S o l u t i o n

Part (i)
Statement Showing Net benefit

Particulars Workings AX (`) BX (`)

Penalty fees - 70,000
Materials

X - In stock No regular use - Substitute value (54,000 x 90%) 48,600
X - Orders 

placed
No regular use - Substitute value (76,000 x 90%) 68,400

X - Not yet 
ordered

To be ordered 1,50,000

Y - In stock Regular Use - Current purchase cost (62,000 x 2) 1,24,000
Z  - Not yet 

ordered
To be ordered 1,78,000

Labour To be engaged 2,15,000 2,75,000
Site Manage-
ment Costs

Committed - -

Travel & other 
expense

To be incurred 17,000 14,000

Plant hiring (15,000) -
Interest  Committed - -
 Head Office 
expenses

Committed - -

Total Cost (A) 4,84,000 6,61,000
contract price (B) 7,20,000 8,80,000
Net Benefit (B - A) 2,36,000 2,19,000

Part (ii)
The management should take up Contract Bx as it is more profitable than Ax, even though 
there is a penalty of `70,000 for accepting Bx, it shows high profit.

7 

A ltd. has been offered a contract that, if accepted, would significantly increase next year’s 
activity level. The contract requires the production of 20,000 kgs of product X and specifies 
a contract price of ` 1,000 per kg. The resource required in the production of each kg of X 
include the following:
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The ‘Bade Sahab Masti Club’ of a large public sector undertaking has a cinema theatre for the 
exclusive use of themselves and their families. It is a bit difficult to get good motion pictures 
for show and so pictures are booked as and when available.

The theatre has been showing the picture “Khoon ki Pyaas” for the past two weeks. This 
picture which is strictly for adults only has been a great hit and the manager of the theatre 
is convinced that the attendance will continue to be above normal for another two weeks, if 
the show of “Khoon ki Pyaas” is extended. However, another popular movie, eagerly looked 
forward to by both adults and children alike, - “ Appu on Udan Khatola” is booked for the next 
two weeks. Even if “Khoon ki Pyaas’ is extended, the theatre has to pay the regular rental on 
“Appu on Udan Khatola” as well.

Normal attendance at the theatre is 2,000 patrons per week, approximately one – fourth of 
whom are children under the age of 12. Attendance for “Khoon ki Pyaas” has been 50% great-
er than the normal total. The manager believes that this would taper off during a second two 
weeks, 25% below that of the first two weeks during the third week and 33.1/3 % below that 
of the first two weeks during the fourth week. Attendance for “ Appu on Udan Khatola” would 
be expected to be normal throughout its run, regardless of the duration.

All runs at the theatre are shown at the regular price of ` 2 for adults and ` 1.20 for children 
under 12. The rental charge for “Khoon ki Pyaas” is ̀  900 for one week or ̀  1,500 for two weeks. 
For “Appu on Udan Khatola” it is ` 750 for one week or ` 1,200 for two weeks. All other operat-
ing costs are fixed at ` 4,200 per week, except for the cost of potato wafers and cakes which 
average 60% of their selling price. Sales of potato wafers and cakes regularly average ` 1.20 
per patron, regardless of age.

The manager can arrange to show “Khoon Ki Pyaas” for one week and “Appu on Udan Khatola” 
for the following week or he can extend the show of “Khoon Ki Pyaas” for two weeks, or else 
he can show “ Appu on Udan Khatola” for two weeks, as originally booked.

Show by computation, the most profitable course of action he has to pursue.

Evaluation of Offer
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S o l u t i o n

Part (i)
Statement Showing Net benefit

Particulars Workings AX (`) BX (`)

Penalty fees - 70,000
Materials

X - In stock No regular use - Substitute value (54,000 x 90%) 48,600
X - Orders 

placed
No regular use - Substitute value (76,000 x 90%) 68,400

X - Not yet 
ordered

To be ordered 1,50,000

Y - In stock Regular Use - Current purchase cost (62,000 x 2) 1,24,000
Z  - Not yet 

ordered
To be ordered 1,78,000

Labour To be engaged 2,15,000 2,75,000
Site Manage-
ment Costs

Committed - -

Travel & other 
expense

To be incurred 17,000 14,000

Plant hiring (15,000) -
Interest  Committed - -
 Head Office 
expenses

Committed - -

Total Cost (A) 4,84,000 6,61,000
contract price (B) 7,20,000 8,80,000
Net Benefit (B - A) 2,36,000 2,19,000

Part (ii)
The management should take up Contract Ax as it is more profitable than Bx. 

7 

A ltd. has been offered a contract that, if accepted, would significantly increase next year’s 
activity level. The contract requires the production of 20,000 kgs of product X and specifies 
a contract price of ` 1,000 per kg. The resource required in the production of each kg of X 
include the following:
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8. This is the standard profit added by your company as part of its pricing policy.

Required:

(a) Calculate the minimum price that can be quoted for the offer

(b) If there is a possibility of repeat orders from EXE Ltd. which would occupy part of normal 
capacity, what factors are to be considered in quotation?

Minimum Price

S o l u t i o n

Part (a)
Statement showing Minimum Price

Particulars Workings Amount (`)

Direct Materials
- Steel In regular use - Purchase Cost 5,500
- Brass To be brought 2,000

Direct Labour
- Skilled labour Lower of 

(a) Overtime (1200 x 25)                                            30,000
(b) Cost to be incurred (800 x 25) = 20,000
(+) Contribution lost (1,300 x 25) = 32,500

52,500
30,000

- Semi Skilled 
labour

Under utilised - Committed Nil

Overheads Power Cost (75 x 10) 750
Estimating Time Sunk Cost -
Administrative 
Overheads

Fixed -

Minimum Price 38,250

Note 1 : Adding 20% on to the production cost as an allowance is committed.

Note 2 : Standard Profit is not added to find minimum price. 

Part (b) : If there is a possibility of repeat orders, all committed cost shall be suitably appor-
tioned and charged to the offer along with the standard profit margin.
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