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Chapter 2 & 3 - Decision Making & LPP
Concepts
1.

PV Ratio = Contribution ÷ Sales x 100

2.

PV Ratio remains constant when SP & VC per unit are constant

3.

Assumption of BEP: SP, VC per and Fixed Cost are constant. (one more later on)

4.

PV Ratio is independent of No of Units

5.

Break-Even Point is that level of sales at which profit is ZERO.

6.

The Margin of Safety is the sales above Break even Sales.

7.

Formulas
Sales in Rs. x PV Ratio = Contribution
Break-Even Sales in Rs. x PV Ratio = Fixed Cost
Margin of Safety in Rs. x PV Ratio = Profit
No of Units Sold x Contribution / unit = Total Contribution
BEP in units x Contribution / unit = Fixed Cost
Margin of Safety in units x Contribution / unit = Profit

8.

Questions where data changes from one year to next year
Sales:

First-Year = Rs. 2,00,000

Variable Cost:

First Year = Rs. 1,50,000

Fixed Cost:

First Year = Rs. 30,000

Increase in Quantity

10%

Increase in SP

20%

Decrease in VC

5%

Increase in FC

15%

Sales:

Second Year = Rs. 200000 x 110% x 20%

Variable Cost:

Second Year = Rs. 150000 x 110% x 95%

Fixed Cost:

Second Year = Rs. 30000 x 115%
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Q6 / Category - Classwork / Star Rating 1.

⭐

If assumptions of BES are met, use the shortcut for PV Ratio
=

Change in contribution ÷ Change in sales x 100

2.

If Profit is given and we are asked to find sales, go reverse.

3.

If the selling price and VC per unit will change, then PV Ratio will change.

Q7 / Category - Classwork / Star Rating 1.

BEP for companies with more than 1 product

⭐

BEP in units = Fixed Cost ÷ Weighted average Contribution per unit
For weighted average contribution per unit, take weights as Sales mix in units
BES in Rs. = Fixed Cost ÷ Weighted average PV Ratio
For weighted average PV Ratio, take weights as Sales mix in Rs.
2.

Fixed Cost by default is of a company and not a product

3.

Fourth Assumption: Sales Mix of the products remains constant.

Q8 / Category - Classwork / Star Rating -

⭐

Questions where some constant cost is incurred for a certain number of units
Two examples

-

1 supervisor for 100 students

-

1 packing box for every 50 units

Steps to find BEP in such questions
1.

Treat the cost as variable cost and find rough BEP by formula

2.

Find the number of supervisors for the above rough BEP

3.

Find the supervisor cost.

4.

Find 1st BEP by treating the cost as a fixed cost

5.

For other BEPs, find the number of students required to be meet the cost of 1 supervisor. Keep on adding
the above number to the BEP. Till the time you add that number and 1 more supervisor is required, we will
keep on getting more BEP. When we add the above number but do not add a supervisor, the series stops.

Q9 / Category - Classwork / Star Rating -

⭐

1.

In this question there were many different types of costs are incurred.

2.

Cost which is dependent on the number of buses. Rs. 950 per bus.
Its categories are 1 - 50, 51 – 100, 101 – 150, 151 – 200, 201 – 250 & 251 – 300.

3.

Block Entrance fees
Its categories are 1 - 100, 101 – 200 & 201 – 300.

4.

Prizes cost
Its categories are 1 - 50, 51 – 125, 126 – 150, 151 – 200, 201 – 250 & 251 – 300.

5.

Therefore, all the possible categories in which semi-variable cost behaves as FC are:
1 - 50, 51 – 100, 101 - 125, 126 – 150, 151 – 200, 201 – 250 & 251 – 300.
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Some BEP i.e. FC ÷ Contribution p.u. will get rejected because the answer does not fall within the category
range.

Q10 / Category - Classwork / Star Rating -

⭐

In this problem, the variable cost per unit changes after 50,000 units. Hence, we need to work out 1st
BEP and then think about when the profit will again become ZERO. At 50,000 we get profit as 2,00,000
.
Then our fixed cost rises by Rs. 400,000. Of that, we already have Rs. 200,000 as profit. For balance Rs. 2,00,000 how
many units do we need to sell more? Either you do this or simply make equations and solve them. Sales - total cost
= ZERO. Also, check the curvilinear Break-Even Chart that has been made by us where the total cost line will
change after 50000 units.

Q11 / Category - Classwork / Star Rating -

⭐

It is an easy Problem. Simply find SP per unit in the beginning. Keep on making an income
statement to find the required part. In comments, we talk about the profit of each proposal i.e. how
risk and returns are related to each other. In that, check the last proposal, where risk is less but
returns are quite high.

Q12 / Category - Classwork / Star Rating -

⭐⭐⭐

1.

While calculating production cost, ignore fixed cost as it is the absorption rate.

2.

In this problem, we can produce 25,000 fans if we purchase components and 30,000 if we
produce the components for the fans. We evaluate the proposal financially first by making an
income statement. There is some other variable cost also, which we will have to find out
which is apart from the component cost. Initially, it is not a good proposal financially. In part
(i), we have to analyse i.e. we try to find why profit is down or up.

3.

In part (ii), we have to recommend whether we should go for the proposal or not. In this, we factor non
Financial factors like quality and delivery on time and quantity that we want. We also say that more units
will help us to capture more market share which will be good in the long run. Finally, we say one extra
recommendation that the company should stick to 25,000 units but produce instead of purchase.

Q13 / Category - Classwork / Star Rating -

⭐

This is a question that we will be doing twice. This is a B Grade answer as we assume that demand
can only be one of the five options. In reality, it can be anything. We solve this problem again by
treating demand as a continuous variable. See the next lecture.

Q14 / Category - Concept builder / Star Rating Standard Deviation Formula

⭐

Mean formula
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Q15 / Category - Concept builder / Star Rating -

⭐

For a continuous variable, the value of Z1 will be given by the formula

Q16 / Category - Classwork / Star Rating -

⭐⭐

1.

Find Mean & Standard Deviation (if not given)

2.

Find the units required to get the answer.

3.

Find the value of Z i.e. Z1 at that level by using the above formula in Q15

4.

Select the area you want and shade it.

6.

Refer to the normal distribution tables (be careful which table you are referring to)

7.

Get the value of that area and that is your answer.

Q17 / Category - Classwork / Star Rating -

⭐⭐

It is a replica of the previous question only although far easier as the mean and the standard deviation
is given directly.

Q18 / Category - Classwork / Star Rating -

⭐⭐

This is just a problem made by me to explain many or almost all types of expenses. If any cost is fully
variable it must be the same per unit. You can use this test to find if a cost is a variable. IF a cost is
fixed, then by default, the lump sum cost must be the same. In any other case, some parts may be
fixed and some parts may be variable. If there are any other types of costs, it is the problem's duty to
explain to you, what is the nature of that cost.
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Q19 / Category - Classwork / Star Rating -

⭐

1.

Current loss is Rs. 3,00,000. We want to take another order so that company breaks even.
The company will break even when it gets a profit of Rs. 300,000 on that order.

2.

Moreover, no fixed cost will further get incurred now. Hence, we only talk of variable costs.

3.

There are some benefits also that are attached to that offer. Be careful about the licence, which the
company will have to purchase. Then, it will use the license and get some more benefits. These benefits
reduce our costs

4.

FOB Value of exports means SALES VALUE OF EXPORTS.

5.

Finally, we make an equation in form of SALES = COST-BENEFIT + PROFIT

Q20 / Category - Classwork / Star Rating 1.

⭐⭐

Cost Indifference Point = Extra Fixed Cost ÷ Saving in VC per unit

(It only comes when under one option, VC p.u. is lower & other the other option, FC is lower)
If the number of units
(i)

Equals to Indifference Point

-

Go for any option

(ii)

Greater than Indifference Point -

Go for option with lower VC per unit

(iii)

Lesser than Indifference Point -

Go for option with lower FC

2.

The indifference point is always between two options only.

3.

In this problem, there are three options. So once you find out the indifference point between A & B, A & C
and B & C, we merge all conclusions to find out all (MEGA) conclusions. In that, do remember at 70,000
copies, Machine B is best as the area on either side of 70,000 copies belongs to Machine B.

Q21 / Category - Classwork / Star Rating -

⭐

1.

Just a question to segregate fixed expenses and variable expenses.

2.

Taught a cheap trick
VC per unit = Change in total cost ÷ Change in units

3.

This cheap trick only works if fixed cost and VC per unit remains constant

4.

If this is not true, then make equations and get the answer.

Q22 / Category - Classwork / Star Rating -

⭐⭐

1.

In this problem, the above assumptions are NOT true.

2.

Hence, we make the equations and get the answer.

3.

Rest of the problem is very simple. It is data of one year and then changes. Apply them and that is it.

4.

Comments were for very few marks. Nothing much.

Q23 / Category - Classwork / Star Rating 1.

⭐

Whenever there is an offer, think of the current situation and then think of one of the two
ways.
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a.

Find the profit at the current level and then what will be the profit after the offer is
accepted.

b.

Find extra profit or extra loss once the offer is accepted.

Currently, we operate at 4000 units where the average cost is Rs. 34 per unit. This average cost is useless.
Convert to the total cost. We get an offer of 2000 units @ Rs. 28. If we accept the offer our average cost
becomes Rs. 31 per unit. Ignore that also. Convert to the total cost. Find extra total cost and compare it
with extra revenue. As there is the profit we accept.

Q24 / Category - Concept Builder Question / Star Rating 1.

Temporary Shut down point in rupees = Extra FC ÷ PV Ratio

2.

Temporary Shut down point in units = Extra FC ÷ Contribution per unit

3.

Financially!!! What should be done

⭐

If the expected sales for the period

4.

a.

Equal to Temporary Shut down

-

Indifferent

b.

Greater Than Temporary Shut down

-

Continue

c.

Less Than Temporary Shut down

-

Shut down

Other factors to be considered
a.

What will happen to workers

b.

Compensation to be given to workers

c.

Effect on Plant and machinery

d.

Customer relations

e.

Supplier relations

f.

Effect on goodwill

g.

Effect on other products

Q25 / Category - Classwork / Star Rating -

⭐⭐

1.

Easy question. Find loss if the plant is continued and loss if it is shut.

2.

Some data is for a quarter and some for 6 months. Be careful.

3.

Shut down will be for 6 months.

4.

Other factors please mention especially the worker’s point and the government rules regarding lockdown.

Q26 / Category - Classwork / Star Rating -

⭐⭐

1.

We have to make a statement at 40%. Just be careful of the fixed and variable parts.
Check which cost is variable which is fixed.

2.

Nothing much in the problem.

Q27 / Category - Classwork / Star Rating 1.

⭐⭐

Sales are the same in this problem under both the options.
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2.

Hence, we go for that option where the total cost is less.

3.

In this question, the period is only 3 months (actually shut down will only be for 2 months). Hence let’s not
comment much on other factors. It is too small.

⭐
Q29 / Category - Classwork / Star Rating - ⭐⭐
Q28 / Category - Classwork / Star Rating Ignore capital cost as life is infinite.

1.

It is a logistics company. They transport the goods from one place to another.

2.

There is a proposal that involves a capital cost. Ignore capital cost as life is not given. Hence,
it is infinite.

3.

Ignore fixed cost per unit as it is the absorption rate.

⭐⭐
Q31 / Category - Classwork / Star Rating - ⭐⭐
4.

Evaluate the positives and negatives and nothing else.

Q30 / Category - Homework /Star Rating -

Replica of the above question. Hence kept for homework. If you don’t get the answer, check the website.

1.

In this problem, from a manual system, we are moving to an automated system.

2.

Capital cost is there and it has a life of years.

3.

Evaluate for 5 years and find net profit or loss. IN cost, take capital cost.

4.

Advice is asked. Hence, we do mention other factors also.
a.

It is a school. So students should be adaptable to a prepaid system like this.

b.

Who will bear the cost of smart cards

c.

It is more a rigid system than all automated systems are.

⭐⭐
Q33 / Category - Classwork / Star Rating - ⭐⭐
d.

What if the swiping machine goes down. How will the system run?

Q32 / Category - Homework / Star Rating Same as Q31. Hence kept for homework

Same as Q12. Just remember some factors that we need to think about while deciding BUY or MAKE.
(a)

Quality of goods produced outside vs. in-house production of the component.

(b)

Reliability of suppliers in the outsourcing arrangement.

(c)

Availability of skilled labour and infrastructure

(d)

Regularity of demand for the product

(e)

Risk of technological obsolescence for the component

(f)

Confidentiality of process or patent of process

CA ANUJ JALOTA

https://t.me/CAFINAL_AJNext

Page 2.7

Decision Making & LPP

Super Quick Revision

Q34 / Category - Classwork / Star Rating -

⭐⭐

1.

This problem does not involve any calculation but just a discussion. What is more
important. Is it a profitable client who is too demanding or is it your employees?

2.

It is also the fight between the Short-run approach vs the long term approach.

3.

It is also an emerging question about Profitability vs sustainability.

4.

No client is worth your entire business.

Q35 / Category - Homework / Star Rating -

⭐⭐

1.

Question about theatre. IT is a homework section question.

2.

Just one thing and that is in theatre there is no division of Kids and adults. A movie can be for
kids or adults but theatre is for everyone. Think about it. In case you do not get the answer, go
to the website and find what you did wrong. But don’t leave this question.

Q36 / Category - Classwork / Star Rating -

⭐

1.

Usually, we go for the option with higher absolute profit. In this problem, we go for the
option with higher ROCE because of the instructions.

2.

Check the capacity. Department B is operating at 100%. So even if other departments have
spare capacity, it is of no use as X has to pass from everywhere.

3.

Incremental Revenue in this problem means Contribution as VC of X is not given.

4.

Find ROCE after the above proposals. Higher the better.

Q37 / Category - Classwork / Star Rating -

⭐⭐

1.

The company requires raw materials. It has two factories one in Sambalpur and Bilaspur. Each
plant can purchase RM from the local market or from Jamshedpur.

2.

Do remember, there is no option to purchase material from other towns.

3.

In part (ii), we have to produce 27,000 tonnes only, but we can only purchase RM from the local market. In
such cases, sales will be the same. Fixed cost, in any case, will remain the same. Hence that option is
better, where the Total Variable cost is the least. As 27,000 Tonnes will be produced in any case and we
want the least variable cost by producing those 27,000 tonnes, that plant is best where VC / tonne is least.
Hence, we have ranks based on VC / metric tonne.

Q38 / Category - Classwork / Star Rating -

⭐⭐

1.

A limiting factor is any resource that a company wants more but has less.

2.

Test what is limiting factor

3.

Give ranks based on contribution per unit of limiting factor.

4.

Do the production.

5.

If there is more than 1 limiting factor, give ranks. If ranks are the same, then use them. If not, use LPP.
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⭐
Q40 / Category - Classwork / Star Rating - ⭐⭐
Q39 / Category - Classwork / Star Rating -

It is a simple sum of the limiting factor where machine hours are a limiting factor.

1.

The land is a limiting factor. Hence we give a contribution per hectare.

2.

As per ICAI, we have to produce a minimum of 1000 boxes of each and every variety.

3.

We can't produce more than 20,000 boxes of any crop

4.

One hectare has to be dedicated to one crop.

5.

Land is in two parts. 28 Hectares and 68 Hectares.

6.

See the notes behind – how division has been done. Just be careful of the 58th hectare of land where two
options are considered.

7.

In the last part, change the contribution of GY (as there will be saving due to improvement) and again give
ranks. Ranks might not have changed but allocation will. Life of Capital cost is not given. We assume it to
be infinite.

Q41 / Category - Homework / Star Rating -

⭐⭐

1.

ICAI EXAM - MAY 2018

2.

Solve part (iii) properly. See the requirement and see why the contribution of the last product
is copied to other products and then the selling price has been found.

Q42 / LPP Q2 / Category - Classwork / Star Rating -

⭐⭐⭐

1.

In this problem, there are a shortage of RM, Dept A and Dept B hours.

2.

In part 1a It is not a sum of limiting factors, where we give RANKS. It is because we can only produce the
two products and we don’t have a choice to decide what to make and in what quantities. We will be able to
produce to the extent we have resources i.e. least of production which is possible with limited Material,
Dept A or Dept B keeping demand also in mind.

3.

In part 1b, spare capacity will be rented out, nothing else.

4.

In part 2, the problem tells us what to produce. We just follow instructions.

5.

In part 3, we have to decide what to produce and how much to produce. But there are 3 limiting factors. So
we give ranks 3 times. Ranks are different. Hence, we use LPP. For LPP make the equations.

6.

For LPP,
a.

Define your variables.

b.

Make objective functions and constraints.

c.

Find the common area.

d.

Locate the vertices and their coordinates of the common or feasibility area.

e.

Put the coordinates in the objective function and find the maximum value.
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LPP Q3 / Category - Classwork / Star Rating -

⭐⭐

1.

Simple question. The trick in this problem is it has three variables and the graph can only be
solved with two variables.

2.

Hence, we convert 3 variables into 2, by taking advantage of the fact that 200 packages will be
sold.

Q43 / Category - Concept Builder / Star Rating We can make either PURI or BHAJI. We make where savings are higher.

Q44 / Category - Concept Builder / Star Rating -

⭐
⭐

The cost of Making is lower than the purchase cost. Therefore, we would like to make both. We
can make either PURI or BHAJI as time is in short supply. We make that where savings per hour
are higher.

Q45 / Category - Classwork / Star Rating -

⭐⭐

1.

Machine hours are in short supply.

2.

Variable Cost of making all components is lower than the purchase cost. Hence, we would like
to make all, but machine hours are in short supply. Hence, we give ranks based on Savings per
machine hour.

3.

Whatever cannot be produced in those hours, we will purchase it.

Q46 / Category - Homework / Star Rating -

⭐

It is an easy question but like I always told you, test if something is a limiting factor. In this
problem, it seems that something is a limiting factor, but in reality, it is not.

Q47 / Category - Classwork / Star Rating -

⭐⭐

1.

In this problem, in the beginning, we have two options. Manufacturing or Purchasing.
For C, the purchase cost is less. Hence C should always be manufactured. For others,
hours are a limiting factor. Hence, we give ranks based on Savings per hour.

2.

What cannot be produced in those hours, evaluate the option of Purchasing vs Manufacturing in 2nd Shift.
While doing so find total cost under two options as there is fixed cost also. Fixed cost will be relevant as it
will be incurred.

Q48 / Category - Classwork / Star Rating 1.

⭐⭐

Same as the previous question, but here we come to know that ICAI had solved the
last question wrong.
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2.

There is an option for Part purchasing and part manufacturing. We use indifference points to find out what
should be manufactured and what should be purchased.

3.

250 comes as an indifferent point and then we use conclusions to find out which option is better and finally
what should be done.

Q49 / Category - Classwork / Star Rating -

⭐⭐⭐

1.

This is a handpicked question from the ICAI modules. It is a mixture of Contributions and
Savings per limiting factors. There are four products A-1, B-2, C-3, and D-4 plus one more
product called F-1. F-1 required Raw material Z. All of the products require 2 Raw
Materials M1 and M2. On testing, we find that M1 is in abundance and not in short supply.
So forget about that.

2.

M2 is required for A, B, C and Z and it is in short supply. We cant make it all. Hence we give ranks based on
Contribution per litre of M2 for A, B and C. For Z, which we are thinking to buy or make, we give ranks
based on Savings per litre of Raw Material – M2. Ranks are C, B, A and Z

3.

Do remember while allocating resources, there are some units you have to make due to a contract. Those
you do without thinking of ranks. For balance units, you make them in order of rank and while doing so A
get made as a last ranked product. Z does not get made. Hence we will have to purchase Z as we have got
no material left for it.

4.

In the last part, we are asked to find out what should be changed in the purchase price of Z so that we can
think of manufacturing Z. We take the contribution per kg of A and copy that to Z and find out the purchase
cost as a balancing figure.

Q50 / Category - Classwork / Star Rating -

⭐⭐⭐

1.

ICAI EXAM - NOV 2019

2.

We make S (takes 0.5 skilled labour hours), Q and L. For S we require P (1 labour hour).
P we were buying but now we realise manufacturing cost is less.

3.

We are thinking about what to do. Skilled labour hours are in short supply.

4.

We divide our answer into two parts.

5.

Part 1: Manufacture S, Q, and L but by buying P from the market which is required for S. Give ranks based
on contribution per hour.

6.

Part 2: Manufacture S, Q, and L but by manufacturing P which is required for S. Give ranks based on
contribution per hour. Now S will require 1.5 hours not 0.5 hours.

7.

Find Profit in both cases. The highest one wins.

Q51 / Category - Classwork / Star Rating -

⭐⭐⭐

1.

This is a problem with manufacturing, outsourcing and gain sharing agreements.

2.

We make P-101, P-102, P-103, P-104 and P-105. Our manufacturing abilities are limited. We find
the cost of making all the units (including specific fixed costs) and compare it with the purchase
cost. We advise what is to be purchased i.e. outsourced. For P-102 and P-104 buying cost was
less.
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Some factors that need to be considered under outsourcing are
a.

What to do with spare capacity. Use it to expand other products.

b.

Layoff may be workers

c.

redundancies payments of workers.

d.

Supplier assurance about Timely delivery in the right quantity, quality of supplies and Penalties in
case of default

4.

What are gain sharing agreements?

5.

Other points about GainSharing Agreements.
(i)

(ii)

Reason for failure of Gain Sharing Arrangement
a.

Unstructured/Poorly structured terms of the arrangement, in outsourcing contracts.

b.

Error in implementation.

c.

Relationship between outsource supplier and entity.

Precaution needs to be taken a.

Be specific in the outsourcing agreement.

b.

The predefined formula for sharing of benefits and period thereof.

c.

The effort from the entity, because innovation is not the only responsibility of outsourcing
suppliers.

d.

Constitute an innovation team to create an innovation structure, generate the idea and
execution of the same.

Q52 / Category - Homework / Star Rating -

⭐

1.

It is almost like one of the questions done before – Q42.

2.

Problem has told us to purchase either A or B or C.

3.

If we purchase A, we will make B & C.

4.

If we purchase B, we will make A & C.

5.

If we purchase C, we will make A & B.

6.

Don’t give any ranks as a problem as told us what to do.

7.

Problems start with an assumption that we use all our current hours.

8.

For the purchase price, we just use probability to find the average price.

9.

We select that option where Contribution is highest.
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Concepts
1.

How to apportion Joint cost of Joint Products (accounting part)

(i)

Output method

(ii)

Sales Value of the Output method

(iii) Notional Sales Value of output method

(iv)

If something is told in the question, follow that else go in this order.
Sales Value of Output, Notional Sales value and lastly output method

2.

Treatment of By-Products (accounting part)
(i)

Treat as scrap
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(ii)

3.

Super Quick Revision

Treat as Joint Product

Depth of Processing

Q53 / Category - Classwork / Star Rating -

⭐⭐

1.

It is mainly a problem of depth of processing.

2.

It has a joint process and 4 products get produced.

3.

There is an option of selling them at the split-off point or processing them further and then selling them. In
such a case even fixed costs will be incurred. Hence, fixed Cost is relevant.

4.

In part (a), we do depth of processing. While doing so, we do per unit basis but in the end, we do talk of
fixed cost as it is fixed cost for further processing.

5.

For part (b), D will be treated as scrap and then we apportion joint cost based on how the problems
instruct us. That is not very important as it is the only apportionment.
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Q54 / Category - Concept Builder / Star Rating -

⭐

1.

Variable overheads given will amount spent.

2.

Fixed overheads given for a product will be absorbed unless and until told otherwise.

3.

What gets incurred when a product is made by default is only a variable cost.

Q55 / Category - Classwork / Star Rating -

⭐⭐

1.

This problem is the first problem on Relevant costing.

2.

For every problem in decision making, you will have two choices as to how to solve it.
a.

Find out the profit before the offer and profit after the offer

b.

Adopt a differential approach and only write relevant things.
What is relevant.
Before the offer

After the offer

Used to Happen

Will Happen

Was not happening

Will not happen

Used to Happen

Will not happen

Was not happening

Will Happen

Relevant / Irrelevant

3.

In part (a), ignore 70 lacs pounds of X, which is irrelevant as it was being sold at NET Rs. 0.01 before also
and will be sold at NET Rs. 0.01 now also.

4.

Rest problem is simple, but always take time to analyse Positive and Negative factors.

5.

In this case, the main negative factor (relevant cost) is losing the sale value of X and the main positive
factor (relevant revenue) is saving the purchase cost of Y.

Q56 / Category - Classwork / Star Rating 1.

Problem on capital budgeting plus joint products.

2.

In this problem, there are two main options

⭐⭐

a.

Sell only mild i.e. 15000 tons

b.

Convert some part of mild into Medium super. As the output is given in tons i.e. 15000 tons, it
should strike us that the total output of Mild and Medium should be 15000 tons.

3.

As life is more than 1 year, we use capital budgeting techniques to find the highest Present Value

4.

Many assumptions are required especially as regards SP. Please check the notes.

Q57 / Category - Classwork / Star Rating -

⭐⭐

1.

We manufacture two products AB and CD.

2.

We have spare capacity. To find spare capacity, never add the quantity of two different
products. Convert them into a common measure like machine hours or labour hours and
then add them.

3.

Whenever efficiency will be given, as per ICAI it will have meaning like this.
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In this problem, efficiency falls by 16%. Hence, if in 4 hours, we were making 1 unit, now in 4 hours, we
make 0.84 units. Therefore, for 1 unit, workers will take 4/0.84 = 4.76 hours.
4.

We have 3 proposals to use pare capacity. We select one where we get the highest extra profit.

5.

Something is not clear about the selling price of Extra units of CD. Check the explanation.

Q58 / Category - Homework / Star Rating -

⭐

1.

The Same adjustment of labour is also here.

2.

Here efficiency rises. So in the same hours, we produce more units.

Q59 / Category - Homework / Star Rating -

⭐⭐

1.

The company makes 4 products A, B, C and D.

2.

As per accountancy i.e. absorption costing, product C is giving a loss. But the company is
relying on these statements and then it is thinking of fully or partially discontinuing C.

3.

It is given that 50% of the Market of C is such that if C is not given, people will buy D.

4.

It is also given that 25% of the market of C is such that if C is not supplied, sales of A will also fall.

5.

Nothing is given about the last 25%. So if that is stopped, only that is stopped.

6.

We find profit using both our methods.

7.

In comment, we say that whenever any decision involves a perception about the market i.e. customers, do
proper research before implementation of such decisions. C is profitable. Thinking that people will buy D if
C is not available may lead to worse situations.

Q60, 61, 62, 63 / Category - Concept Builder / Star Rating -

⭐

1.

All these problems are about an offer this year where a capital asset is required,
which has a life of two years. Do remember, even capital cost is a cost.

2.

In Q60, we sell the asset after one year. So we take net cost and nothing else.

3.

In Q61, we expect another offer in the next year and the contribution from that will go to reduce our capital
cost in the year of the offer.

4.

In Q62, we expect another offer in the next year and the contribution from that will go to reduce our capital
cost in the year of the offer.

5.

In Q63, nothing is given about the next year. So we assume that next year, we will get another offer which
will give us a minimum contribution of this much. Based on that, we accept or Reject.

Q64 / Category - Classwork / Star Rating -

⭐⭐

1.

One of the costs in decision making is always an opportunity cost. If we do not have
spare capacity, the opportunity cost will come.

2.

Two things to remember:

3.

a.

By default every offer is indivisible

b.

By default, our regular product is always divisible. We can sacrifice any part of our regular
production.

We make Rose 60 i.e. our regular product and operate at a Full capacity of 10000 units.
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4.

We get an offer for Orange 60 of 2000 units. We do not have spare capacity.

5.

In part 1a, we do not have spare capacity. Hence, we need to sacrifice 2000 units of Rose 60 to make Orange
60. That will become our cost.

6.

In part 1b, we start to increase our capacity to avoid opportunity costs. Hence, instead of opportunity cost,
we now have capital cost, but again with a life of 2 years. Hence, we assume something about next year's
offer.

7.

In part 2a, we have to decide whether to accept the offer or not. Someone else (Brazen Corporation) will
produce 2000 units of Rose 60 for us. It is a simple part except that do remember that other companies will
only produce for us. We will still incur S and D Costs.

8.

Part 2b, is almost the same as 2a, except another company will produce Orange 60 for us.

Q65 / Category - Classwork / Star Rating -

⭐⭐

1.

Our normal product is Grade 43 cement which requires EH. EH is currently made IN –
HOUSE by the company @ Variable Cost of Rs. 7.2 per unit.

2.

We get an export order of 53 Grade cement. We require 60,000 hours for this offer. Before evaluating this
just ensure that you have spare capacity. You have to convert capacity in terms of common measure i.e.
hours and de remembers hours are also used for EH.

3.

Part c is easy. We have to decide manufacture or purchase of EH. Just compare the variable manufacturing
cost of EH with the purchase cost.

4.

Part d brings a twist. In case we purchase we have two options for using hours that were used for EH. We
select a better option and finally, we conclude whether to buy EH or not. We get extra money from CYP but
we also incur the extra cost of purchasing.

Q66 / Category - Classwork / Star Rating -

⭐⭐⭐

1.

By default the offer is indivisible but whatever we normally make is divisible.

2.

Company makes regular product i.e. Bottles. It has got an offer for toys. 1 hour of bottles
gives more contribution as compared to toys.

3.

Whenever capacity is given, we may have to talk of opportunity cost. If we have to sacrifice something of
bottles to accept the offer of toys, please talk about the opportunity cost.

4.

When comments are asked in part (1), do remember sacrificing bottles to make toys, might be more
profitable but we will be losing regular customers might not be good. Customers lost once will not come
back. Also keep in mind, that keeping current customers is far less expensive as compared to acquiring
new customers.

5.

In part (2), we have been given an option to purchase toys from the market (i.e. from the associate
company). We would like to manufacture if we have spare capacity. Our manufacturing variable cost is
lower, but we have to meet the fixed cost of Mould. IF we purchase, there is no fixed cost but the variable
cost is higher. In such a case, the indifference point will be there which comes to 25,000 units (toys) or 1250
spare hours. If we have higher idle hours than this, manufacturing is better than else purchasing option.

6.

In part (3), some wrong predictions have happened and due to that, there will be a loss. In such a case, we
find out profit, if we had predicted correctly and if we have predicted wrong. The difference is our answer.
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Q67 / Category - Homework / Star Rating -

⭐⭐

1.

ICAI EXAM - MAY 2018.

2.

Same as the previous problem. Check the answer on the website, in case you do not get it.

Q68 / Category - Classwork / Star Rating -

⭐⭐⭐

1.

A company was manufacturing equipment but its after-sale service work was being done
by subcontractors. The company is thinking to do some of the after-sale service work
done itself.

2.

Company was getting a kind of royalty income from subcontractors. Now it will get profit and loss if it will
do the work themselves.

3.

Do remember, when subcontracting will happen, customers will come to the company and get the service
done instead of subcontractors. Hence their revenue will be company revenue. Revenue is charged to the
customers under two heads i.e. MATERIALS & LABOUR.

4.

Company currently gets Rs. 66000 as royalty income. Its services two types of appliances: small and big
appliances.

5.

Materials must be purchased by subcontractors from the company. See the price structure. The company
gets 10 out of 137.5

6.

For labour, under AMC, out of 100 that subcontractors get, 90 remain with subcontractors and 10 go to the
company.

7.

For labour, not under AMC, out of 100 that subcontractors get, 85 remain with subcontractors and 15 go to
the company

8.

We work out three options: 1st service small appliances, 2nd Service big appliances and 3rd Service
everything.

Q69 / Category - Homework / Star Rating Same as the previous question.

⭐

Q70 / Category - Concept Builder / Star Rating -

⭐

Think that you purchase something and incur a cost. If due to this, you or your family member or
group company get some income out of it, then it should reduce the cost of purchasing.

Q71 / Category - Classwork / Star Rating -

⭐⭐

1.

RR, RP, RS and RT are members of a group.

2.

RP wants to purchase one single unit

3.

It can purchase from Company A (outsider) @ Rs. 33,200
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4.

It can purchase from Company B (outsider) @ Rs. 35,000 but in the middle RS and RR will earn something.
In part (a), RR does not have spare capacity, hence it will not earn anything because of this if it will earn
from here, it will lose from the market.

5.

It can purchase from RS. So RS will earn. Then RS will purchase a few parts from RR and RT. Then RT will
purchase from RR. So RR will again earn. In part (a), RR does not have spare capacity, hence it will not earn
anything because of this if it will earn from here, it will lose from the market.

6.

Just check the assumption made when solving WN2.

7.

In the end, just do remember, we want contributions earned by these related companies if they had spare
capacity. Contribution is SP – VC per unit OR profit + FC.

Q72 / Category - Classwork / Star Rating -

⭐⭐

1.

ICAI EXAM - NOV 2020

2.

The company is facing a problem: To allow workers to go on strike or not.

3.

Workers are demanding an 8% increase from the beginning of this year to not go on strike. The company
thinks that if workers will go on strike, they will settle for a 6% backdated. We have to find profit in both
cases and decide what is better.

4.

Information regarding selling price was given wrong by ICAI. Moreover, even the labour cost during the
strike period made no sense. We have written assumptions to cover up for the mistakes of ICAI.
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