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Chapter 18 - DIRECT PRODUCT PROFITABILITY
Concepts
1.

It is a technique for Companies in a retail business like Big Bazaar, D-mart and Walmart.

2.

These companies make a profit by selling products. If they will sell more profitable products, then their
profit will rise.

3.

Hence, they would like to find profit from the products that they sell.

4.

There is a Traditional System of finding Profit i.e. GP
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A new system is coming up called a DPP System of Finding Profit
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Warehousing cost
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The number of months the product will be in the warehouse before being dispatched to stores
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Space each product will occupy.
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Requires cold storage or not

Retail Stores cost
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The number of months the product will be in the warehouse before being sold

2.

Space each product will occupy.
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Requires cold storage or not
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Transportation
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1.

This company is a retail organisation which sells many products.

2.

Three of its products are given. We need to find out their DPP.

3.

DPP will not apply to head office costs. It only applies to warehouses, retail stores and Transport costs.

4.

For butter Jelly, there are 42 cartons in 1 cubic metre.

5.

In 1 carton, there are 30 pieces of butter jelly. Hence in 1 cubic metre, we have 1260 BJ pieces.

6.

There are only three costs to be found out which is to be distributed among the products.

7.

We find out all three costs on a per cubic basis.

8.

Once we get the cost per cubic metre basis, we divide by the number of toffees per metre. Refer diagram
below.

9.

All products sold occupied 40,000 square metres of space and all refrigerated products occupied 25000
square metres of place. So 25,000 cubic metres is part of 40,000 cubic metres.

10.

Fruits and nuts do not require refrigeration.

11.

For warehousing costs, we first collect costs, which are to be charged to all the products and then we
collect the cost which is to be charged to only refrigerated products. Those costs which are to be
distributed among all products, we divide by 40,000 cubic metres. Those costs which are to be distributed
among refrigerated products, we divide by 25,000 cubic metres. Once, we get that, we multiply by the
number of months that products stay in the warehouse before it is sent to the stores. We get warehousing
cost per cubic metre basis.

12.

For retail costs, we first collect costs, which are to be charged to all the products and then we collect the
cost which is to be charged to only refrigerated products. Those costs which are to be distributed among
all products, we divide by 40,000 cubic metres. Those costs which are to be distributed among refrigerated
products, we divide by 25,000 cubic metres. Once, we get that, we multiply by the number of months that
products stay in the warehouse before being sold We get warehousing cost per cubic metre basis.

13.

For transportation, vans are used. One 1 van has 64 cubic metres of space. Cost is given for each van. We
divide that cost by space in each van to get the cost on a per cubic metre basis.
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