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Chapter 31 - Costing of Service Sector
Concepts
1.

2.

3.

Composite units of measurement:
a.

Transport sector carrying goods:

Tonne Kms or ton-miles

b.

Transport sector carrying passengers: Passenger-km or Passenger miles

c.

Hotels:

Room-Days

d.

Theatres:

Man-Shows

e.

Hospitals:

Bed-Days or Patient Nights

Objectives in most of the questions
a.

Find Cost per unit of Find cost per composite unit

b.

Find the charges to be charged to the customer. If there is one single rate, you get it directly. If
there are differential rates, then make an equation and get the answer.

c.

Decision Making: Follow the principles of Decision making and Relevant Costing.

Silly mistake: decide the period that you want to compute the expenses and revenue for. Ensure that all
expenses and revenue are for that period.

Q2 / Category - Classwork/ Star Rating -

⭐

1.

We have to work out the fare to be charged per passenger-km. We decide the period (i think
1 year) and get revenue. Find the number of pass km.

2.

In part (i), there is a single rate. Hence, divide total revenue by the number of pass km to get Fare per
passenger-km.

3.

In part (ii), there is a differential rate. Hence get the number of passenger-km separately for going and
coming and then make an equation and get the answer.

Q3 / Category - Classwork/ Star Rating -

⭐⭐

1.

We have to find the rate per passenger-km. It is a nice problem, especially when working out
of passenger- km.

2.

There are 42 seats out of which 2 seats are for the attendants.

3.

Also do check how we calculated Route Permit Charges.
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4.

Super Quick Revision

Next two years there will be inflation of 8%. Hence expenses will increase except for Route Permit Charges
and Depreciation. Get new expenses. Rate i.e Charges to be charged to the passengers is given to you for
the next two years. We say profit is decreasing. Hence the company should tell the government to allow it
to increase the charges.

Q4 / Category - Classwork/ Star Rating -

⭐⭐

1.

Before the offer

a.

Flyway (we are Flyway) had to carry 240 people from A to B.

b.

Variable cost is food cost (Rs. 300 per passenger) and commission cost.

c.

Rest all the costs are fixed costs.

d.

Work out the profit and Find BEP.

2.

After the offer, which Haltgo has given to Flyway

a.

Haltgo will deal with Flyway and take 50 tickets from D to B. Rest 210 can be sold by Flyway to outsiders.

b.

Out of 240 people from A to B, 25 will go away. Rest 215 can go but there is only space for 210. Hence there
will be only 210 from A to B, which includes D to B.

c.

In A to B, there are only 260 - 210 (from point b) = 50 seats left, which Flyway gives to passengers and will
pay commission also on these.

d.

For 210 passengers, Flyway will incur food costs two times: First of Rs. 300 when they are given food in A to
D and then of Rs. 200 when they are given food from D to B. Hence, to find Contribution and profit, we
divided customers into three categories: A to D, D to B and A to B.

e.

Fuel costs will also rise and there will be extra landing charges.

f.

Find the Profit
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Super Quick Revision

Q5 / Category - Classwork/ Star Rating -

⭐⭐

1.

It is a problem with relevant costing. We have to decide whether the trip from Delhi to Leh
is profitable or not.

2.

We take relevant revenue i.e. sale of tickets

3.

We have to now think, which cost to take. We should take relevant costs.

4.

Irrelevant Cost:

5.

a.

Salary of the Flight crew is fixed for the year and hence is irrelevant.

b.

Hanger parking fees will be irrelevant as in any case it has to be paid whether at LEH or at New
Delhi

c.

Depreciation

Relevant Cost:
a.

One-third of insurance is specifically for this flight and hence is relevant.

b.

Overnight costs for flight crew, Flight promotion, Fuel and salary of Flight assistants is specific cost
and hence is relevant

Q6 / Category - Classwork/ Star Rating -

⭐⭐⭐

1.

RTP - NOV 2021

2.

The hotel business is doing fine. In the entire year, there is Quarter 2, which is a slack season. It is coming
out with a profit improvement plan for increasing the year profit.
Option 1: Continue the business for the year as it is and suffer in quarter 2. Do remember, that the current
occupancy is 75 per cent for the year, which is the average occupancy for the year. It must be very high in
other seasons and low in quarter 2. (It includes occupancy of quarter 2 also, which is 900 room days.) In
that also, it is thinking of shutting down in quarter 2 as occupancy is only 900 Room days.
Option 2: Open a restaurant and try to increase the profit of the year. Due to this option, what will happen
to the company is given in the graph.
We have to find out the profit for the year under both the options.

3.

In Option 2m there is another option to shut down in Q2. If we do that, we will lose 1800 x 900 Room Days =
1.62 Million. Fixed Cost will still be incurred in Q2 irrespective of that we are shutting down as this is
temporarily shut down. If Fixed Cost had to become less then it should have been given in the problem.
Hence, Shutting down is not an option at all.

4.

Profit is higher under option 2 although BEP is also higher. But the Margin of safety is also higher. Hence,
we say plain is doable.

Q7 / Category - Homework/ Star Rating -

⭐

1.

The hotel is occupied for 200 days.

2.

It charges Rs. 200 per room on double occupancy basis i.e. for 2 people.

3.

Its sources of revenue also include revenue from the restaurant and shop. But revenue from the shop and
restaurant is given per person. Do remember in 1 room there are 2 people,
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4.

Super Quick Revision

There is another option, where occupancy can be increased to 95% with a reduction in rates. Work out the
profit, where it is higher, it is better.

Q8 / Category - Homework/ Star Rating -

⭐

1.

Work out the number of Room days room wise for the year. There will also be some
extra room days also because of extra occupancy.

2.

Add all the costs to arrive at revenue.

3.

Make an equation and get the rates. Add GST to get final rates.

Q9 / Category - Homework/ Star Rating -

⭐

1.

Data for 2022 is given. Changes are given. Get the figures for 2023 based on changes. Work out
the profit. Fees per room day and occupancy will be the same.

2.

Be careful of nurses' charges.

3.

For BEP, do what was done in the first few questions of decision making for BEP. Every semi-variable cost is
also a fixed cost but within its own limits. !st three BEP will be rejected but the last will be accepted.

4.

In the end, we have to find out that fees per bed day at a profit will be ZERO. take profit as ZERO, add all
costs, get Fees and divide by the number of bed days to get new fEes per bed day.

Q10 / Category - Classwork/ Star Rating -

⭐⭐

1.

It is a hospital that is facing margin pressures.

2.

They are thinking of reducing patient days from 2.5 days to 2 days and saving the variable cost.

3.

One good thing is that in terms of financial is: many patients will not recover and will again come for
treatment and will pay again for treatment.

4.

To accommodate extra patients, the hospital will spend an extra amount of Rs. 2500000 to accommodate.
We assume that this amount is per annum.

5.

In the end, we mention all ethical issues like if something happens to the patients due to a shorter stay, it
will be bad. Profit is one thing but there is a social duty to perform also.
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