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RELEVANT INFORMATION
U AR

« A firm’s managers are supposed to create value for the organisation by managin
resources, activities, and people to achieve organizational goals effectively an
efficiently by taking appropriate decisions.

(T ¥ 3 TeiEent § €13 o o7t Jeaaad T STUfed aiam & , 371 8ok foe o SererT,
TTifeeraT ST AN Sl TS(fRId 3hich SISATCHeR ST&l hl THTE &9 § I T € TT6
FH & fore 3fra Foia o )

* Relevant, accurate and timely information are needed for taking good decisions.

(7= Fofa & o forw wreifirer, wdier 3T oma W ST &t STTawarehaT aid 21)

* Relevant information has implications for future and the relevant costs & relevant
revenues differ between different decision alternatives.

[rehed o s =T 2id &)

4/4/2020 2



SHORT TERM ys LONG TERM DECISION MAKING

HegahlTelch o™ o elehlTolah [o10TdeT

* Short term or short-run decisions are “those operating decisions
which span the period during which operating capacity of a
business enterprise Is assumed to be fixed.” While long-term
decisions also known as capital budgeting decisions “focus on
change In operating capacity of a business enterprlse o

(reamafer = sreushtiere fota S afterer fofr i wed @ i
39 TS o S BId & S ohe] SITaHTRIeh M ) Wdch &

a3 fEer wEdt 2 aa%a‘lﬁaa‘l'%ﬁﬁﬁfﬁ SES q;\\ﬂ SSi <01 <
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&Y ﬁ ot ST ST 2, Ueh AEdI¥eh g9 hl Ii=Tad &ar |
qferde T ehigd BId %I)

" /* Reference : Lal, J. (2016). Advanced Management Accouting (Text, Problems & Cases). S. Chand Publishing. ;



EXAMPLES OF SHORT TERM DECISIONS

K CGERGUE G A TS

* Make or Buy Decision
ERIEEIECAEURE

 Deciding the Sales Mix
( Tersha THeror for )

* Pricing Decisions
( forsrar qe1 o )
» Adding or Dropping a Product etc.

(fereft ar&d ht IcITe shH | SITSAT AT TEMT)

4/4/2020



Make or Buy Decision
( ScuTeT T A T )

* This decision involves comparing relevant manufacturing costs
of the product and the price at which the product is available In
the market. Besides that other important factors to be considered
are:- quality of the product available in the market, need of
maintaining secrecy of the manufacturing process, regularlty of
supply, probability of Increase-decrease In demand of the
product and reliability of the suppliers etc.

-wﬁﬁaﬁma’ﬁumﬁm%lﬁﬁmwaﬁrwsﬁnﬂaﬁm
FET I & 55 9 3ce IR § IUSsy 8] THG e i
I HEcIQUl shIleh &:- SIS H IqTeY IcdTg ohl TOTST, Torf=IHior Tisha
1 TO=TaT ST Ty T SE, Qﬁﬁﬁ'{—cﬂ?ﬂ mﬁww
sl U] d?ﬂ%?ﬁ%&'&l‘—ﬁ'ﬂ?ﬂ AT
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Make or Buy Decision
( ScuTeT T A T )

 Suggest a manufacturer whether to buy an item from the market or to
manufacture in the factory in respect of the following(ficied = wsiy o

T 1A SRl G3imd < foh RTS8 9 9% @1 Sgal &N AT shi@H H HHI0T 7).

| o (e

Sales % 1,60,000 % 1,60,000
Variable Costs 2 1,12,000 % 1,02,400
Fixed Costs 236,000 240,000

Capital Required X 80,000 X 90,000
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Make or Buy Decision
( Scutes T A Ui )

» Comparative Costs & Profitability Statement (Te-TeHes TRTA TR STHIEAT Tareron)

e sy ) & | Wake (sememn 2

Sales 1,60,000 1,60,000

Less: Variable Costs 1,12,000 V 1,02,400
Contribution 48,000 57,600

Less: Fixed Costs 36,000 40,000
Profit 12,000 17,600

P/V Ratio (contribution /sates) (48,000/1,60,000)x100% = 30%  (57,600/1,60,000)x100%= 36%0
Profit as % of Sales (12,000/1,60,000) x100% =/.2%  (17,600/1,60,000) x100%= 11%

Return on Capital (12,000/80,000) x100% =15% (17,600/90,000)x100%=19.55%



g»—c»ramamﬁﬁfﬂ‘mﬁwﬁs,soow

Make or Buy Decision
( ScuTeT T A T )

* Suggestion to the manufacturer: Product should be manufactured In

the factory instead of buying from the market because of following
reasons(faTaT st ¥ Ic1e i HHfTRad R | SSR | ©lied 6 S5 @™ |

fafta foram ST =few):

I. Total cost is Rs. 5,600 lesser in manufacturing option. (%< @
fafmrr fasea & & 5,600 =)

1. P/V Ratio 1s 6% more in manufacturing option. (fafwior foerea # di/dt
AT 6% AT 7)

11l. Return on Capital Employed is 4.55% more under manufacturing
option. (farfmior ferehe o qee gsit ¢ fied 4.55% e 21)

Iv. Profit as % of Sales Is 3.5% more under manufacturing option.
(fersht 1% & & & o fafemior foerew o @&d 3.5% 31fees 21)
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Deciding the Production and SalesMix

(Scares SR forsrg for fH4ory )

* Which of these products should be part of production and

sales MIX?(z70 @ & 91 3cuTe, Icqred 3R fosh fiysmor = feeam g

e ot Tproductx—producv | roducez_ ot ———

X2,92,000

Sales
Less: Variable Costs
Gross Contribution
Less: Variable Selling Costs
Salesmen
Warehouse
Packaging
Delivery

Net Contribution
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X'68,000
40,000
28,000

5,000
X 4,000
3,000
X3,000
13,000

X57,000

X2,35,000

X70,000
X 70,000
20,000
X 30,000
X45,000

X80,000 <X60,000
X55,000 <X58,000
25,000 <X2,000
7,000 2,000
6,000 1,000
5,000 X200
X4,000 X800
X3,000 -X 2,000

X5,00,000
X2,10,000

X2,90,000

X 84,000
X 81,000
28,200
X37,800
59,000



Deciding the Production and SalesMix
(Scares SR forsrg for fH4ory )

* Suggestion 1 : Product Z is not profitable and even the total
variable costs incurred on its production and selling would
not be recovered by selling it as its “net contribution™ Is -
2,000 towards meeting fixed costs. Therefore, production of
the product Z should be stopped.

(Tema 1: 3cume Z @TveTas Tl § TR It a9 foh 39k Scare AR forshl /g
Tt et TSI ARTT W 58 siereht A9 &1 &1 "eptll sRifeh '35 e -
2,000 8 o =R Hisa Arra ot g T8t & gt saiae, 3care Z % 3edTed
3R forsht =1 Ueh Te=am ST =iy )
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Deciding the Production and SalesMix
(Scares SR forsrg for fH4ory )

* Suggestion 2: Product Y’s Gross contribution is very less so
management may think about disengaging the use of
resources from the production of product Y.

(gea 2: 3@ Y H Gkl ANEH 80 HH & FHCT TefE,

3 Y & 3T ¥ HETEAT o 3TN il &2 & 9N ° 9

TehdT 2l)
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Pricing Decisions

( Tersra 7w Aot )
* A company produces gel pen and sells it @ Rs.10 per pen. Due to market
competition it Is being thought to reduce the selling price by 5% , 10% or 15%.

For the given information, find the number of pen to be sold If the company
wants to maintain the same profits in each of the case. T& U=l SieT U= T IcdTEH

Fdl & AL 38 10 T Ui U sl 81 SR sl gideqst & SR foshd 9ed s 5%,
10% =1 15% qe o9 o o a1 § 9= 7 &7 8l & T8 SHERT & fore, afe shot g
Al T T AT i ST T@AT 918! &, al fohad U= o=t STHT amee?

| Amount

Existing Sales (3,00,000 units) X 30,00,000
Variable Costs < 18,00,000
Fixed Costs < 7,00,000

v Net Profit X 5,00,000 N



Pricing Decisions
( s g Tvir )

e Statement of Costs & Profit

Current Price 5% Price 10% Price 159% Price
Reduction Reduction Reduction

Selling Price / unit X 10 X 9.50 X 8.50
Less :Variable Costs %6 %6 %_6 %6
Contribution / unit 3 4 % 3.50 % 3 % 2.50
Contribution (3 lakh units) ¥ 12.00,000 --- --- ---
Contribution required to --- 212,00,000 %12,00,000 % 12,00,000
maintain same profit

Required Sales (Units) 3,00,000 3,42,857 4,00,000 4,80,000
Fixed Costs 27.00,000 X7.00,000 X7.00,000 X7.00,000

Net Profit X 5,00,000 X5,00,000 X5,00,000 X5,00,000



Pricing Decisions
( s g Tvir )

* Thus If selling price of the gel pen is reduced by 5% , 10% or 15%, then
additional units of the pen which needs to be sold to maintain same amount of
profit (X 5,00,000) are 42,857 , 1 lakh and 1,80,000 respectively. So while
considering the extent of price reduction management must take Into
consideration whether additional units of gel pen can be sold In the existing

market. It has been assumed that fixed cost does not increase while production
IS Increased.

* 36 YRR Fid ST O skl forshd 7o 5%, 10% a1 15% w forarm St €, dt shord ot S iieh sehmsar Sl
e s gaE gEn (R5,00,000) sAw @ o foe st st =miee, seasr: 42,857, 1 @@ 3R
1,80,000 2| 36T 7o # Hl Hd THT Tt i I8 LA W1 =AMeq foh 1 HISET SIS H Sied U

o\

hT SR SRTEAT ST ST Hohd ol IS THT TR © ok IcdTeT se+ W Hfga ama a8 sadt B
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3T s #gT: shdal Iod faead: |
et noble thoughts come to us from every side.
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