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Chapter 10 - Pareto Analysis
Overall
1.

It was a paper that was analytical. Contrary to the previous papers, there were lot of practical
questions to be attempted. is a rule which is called the 80:20 rule. It was made by Alfred Pareto.
It tells top management what should be concentrated on and what should not be.

2.

Application of Pareto Analysis in Business.
Pricing of a Product - 80 % of revenue and profit comes from 20% of the products.
Customer Profitability Analysis - 80% of the business comes from 20% customers
ABC Analysis- Stock Control - 80% value of stocks is because of 20% items
Application in Activity Based Costing - 80% of the cost is incurred due to 20% of the activities
Quality Control - 80% of all defects are due to 20% reasons.
Any other scenario

Q2 / Category - Classwork / Star Rating -

⭐⭐⭐

1.

We have 9 products. We have to do a Pareto analysis on Sales and contribution.

2.

Arrange sales and contribution in decreasing order.

3.

Separate out the top products which give TOP 80% sales and TOP 80% Contribution.

4.

For comments:
a.

Pick out TOP PERFORMING PRODUCTS i.e. those who figure in both the lists.

b.

Say that these products should be concentrated on the maximum by the company and every
decision of these should be handled by top management.

c.

The product which figures out in Sales list but not Contribution - its PV Ratio must be low - We say
the company should try to increase their SP (if it does not reduce the demand) or/and reduce its VC
per unit (if it does not reduce quality).

d.

For the products which come in the Contribution list but not in the Sales list, because they have a
high PV Ratio, we comment that the company should try to increase the sales by doing some
advertising campaigns.
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⭐⭐

1.

It is a problem with the quality control application of Pareto analysis.

2.

Arrange the defects in descending order and pick up the top 80%.

3.

Comment about removing the top 80% defects.

Q4 / Category - Classwork / Star Rating -

⭐⭐

1.

It is May 2019 - ICAI exam paper

2.

We have to do Level 1 and level 2 analyses.

3.

In level 1, we do a Pareto analysis of the Type of Parts and say which requests mainly come for
which parts. We also give some ideas that companies should try to have a higher stock of these
parts and also employ more staff for such parts.

4.

Our second-level analysis will be about the type of service in Motors. Here we pick up the TOP 80% in terms
of the type of service.
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