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Operating/Service Costing 

 Introduction: Operating Costing method is generally used in the service sector. It is a method 

of costing applied to undertakings which provide services rather than production of 

commodities. Service may be performed internally and externally. Services are termed as 

internal when they are performed on inter-departmental basis in factory itself e.g. power 

house services, canteen service etc. 

Services are termed as external when they are to be rendered to outside parties. Public utility 

services like transport, water supply, electricity supply, hospitals are the best example for the 

service costing. Thus operating costing is a method which is designed to determine the cost of 

services. 

Operating costing is just a variant of single or unit or output costing. So the principal of unit 

costing is used in operating costing. Operating costing is a method of ascertaining the cost of 

providing or operating a service. It is also known as service costing. 

 Units used in certain undertakings: 

Determining the suitable cost unit to be used for cost ascertainment is a major problem in 

service costing. Selection of a proper cost unit is a difficult task. A proper unit of cost must be 

related with reference to nature of world and the cost objectives. The cost unit related must be 

simple i.e. per bed in a hospital, per cup of tea sold in a canteen and per child in a school. In a 

certain cases a composite unit is used i.e. Passenger – Kilometre in a transport company. The 

following are some of example of cost units used in different organizations 

UNDERTAKINGS COST UNIT 

Goods transport per tonne-kilo meter or per quintal kilometre 

Railway or bus transport or passenger transport per passenger-kilo meter 

Electricity per kilowatt-hour 

Hospital per patient, per bed occupied 

Canteen per meal, per tea, per thali, etc. 

Water supply per 1,000 litres or per 1,000 gallons 

 In your syllabus there is only transport costing. 

 Transport costing: Transport costing is method of ascertaining the cost of providing service 

by a transport undertaking. This includes air, water, road and railways; motor transport 

includes private cars, carriers for owners, buses, taxies, carrier Lorries etc. The objective of 

motor transport costing may be summarized as follows: 

 to ascertain the operation cost of running a vehicle 

 to provide and accurate basis for quotation and fixing of rates 
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 to provide cost companion between own transport and alternative e.g. hiring 

 to compare the cost of monitoring one group of vehicle with another group 

 to determine the cost to be changed against departments using the service 

 to ensure the cost of maintenance and repairs is not excessive 

 Round trip: Round trip means—to and fro. 

 Freightage: The rate/price which is charged from the customer is called freightage (in case of 

goods transport/carriage). It can be assumed as a selling price. 

 Taking: The rate/price which is charged from the customer is called taking. It can be assumed 

as a selling price. When the commission/profit is given as a percentage of taking then this 

means that commission/profit is given as a percentage of sales. The formula for 

commission/profit will be: 

                                                 
 

     
 

 Absolute and commercial tonne kilometres: 

ABSOLUTE TONNE KILOMETRES COMMERCIAL TONNE KILOMETRES 

Travel between 2 stations is considered individually 
under absolute tonne kilometres. 

The trip is considered as a whole under commercial 
tonne kilometres. 

  

Absolute tonne kilometres = (10 Tonnes  40 KMs) + 
(6 Tonnes  60 KMs) + (8 Tonnes  80 KMs) 

= 400 Tonne KMs + 360 Tonne KMs + 640 Tonne KMs 
= 1,400 Tonne KMs 

Commercial tonne kilometres = Average Weight 
Carried  Total KMs Travelled = 8 Tonnes*  180 
KMs** = 1,440 Tonne KMs 

 

*Average weight = Total Weight Carried / Number of 
Trips = (10 Tonnes + 6 Tonnes + 8 Tonnes) / 3 Trips = 
8 Tonnes 

 

**Total KMs Travelled= 40 KMs + 60 KMs + 80 KMs = 
180 KMs 

Both methods may give different results. 
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ABSOLUTE TONNE KILOMETRES COMMERCIAL TONNE KILOMETRES 

  
Absolute tonne kilometres = Weight + Kilometres 

= (10 Tonnes  60 KMs) + (11 Tonnes  70 KMs) + (0 
Tonnes  80 KMs)* 

= 600 Tonne KMs + 770 Tonne KMs + 0 Tonne KMs = 
1,370 Tonne KMs 

Commercial tonne kilometres=Average Weight 
Carried  Total KMs Travelled 

= 7 Tonnes*  210 KMs** = 1,470 Tonne KMs 

 

*Average weight = Total Weight Carried / Number of 
Trips = (10 Tonnes + 11 Tonnes + 0 Tonnes) / 3 Trips 
= 7 Tonnes 

 

**Total KMs Travelled= 60 KMs + 70 KMs + 80 KMs = 
210 KMs 

*While calculating absolute tonne kilometres, it seems 
that there is no travel between point— ‘C’ to point— 
‘A’. 

Absolute tonne kilometres uses the average weight so 
it has adjusted the 0 tonne travel between point—‘C’ to 
point—‘A’. 

Both methods may give different results. 

 Abnormal losses shall be excluded while ascertaining the cost. 

 Fine/penalty paid due to the violation of traffic rules shall not be added to the cost. 

 Wages of driver/conductor/cleaner: If given on the basis of hours or kilometres then these 

are variable otherwise in all other cases these are fixed. 

 Depreciation: Depreciation is a variable expense unless otherwise specified. 

 Passenger kilometres: Passenger kilometres are always calculated using absolute method. 

Formula is as follows: 

                    

                                                 

                                           

                                                                  

                         

 Calculation of Cost Per Unit: In order to calculate the cost per unit, divide the total cost by the 

number of units. e.g. Total cost is 50,000 and Passenger KMs are 5,00,000. The cost per 

passenger KM would be Rs. 0.10 (Rs. 50,000 / 5,00,000 Passenger KMs). Then add the profit to 

the cost per unit (or total cost) in accordance of the information given in the question. 

 Costs are classified into the following three heads: 

1. Standing or Fixed Charges: These charges are included while ascertaining the cost whether 

or not the vehicle is operating. Insurance, tax, depreciation, part of driver wages, interest on 

capital, general supervision, and salary of operating managers are items which come under the 

category of fixed or standing charges. 
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2. Maintenance charges: There are semi variable expenses in nature. Wear on tyres, repairs 

and overheads, painting etc. come under the category of maintenance charges. 

3. Operating and running charges: Running costs are the cost of operations. These charges 

vary more or less in direct proportion to kilometres. These expenses are variable in nature 

because they are dependent on distance covered and trips made. 

Though the above three classification is there but in practical life it is difficult to divide these 

expenses in these categories. It depends basically on the circumstances of each case e.g. if the 

salary paid to driver is on monthly basis then it is a fixed charged but if the same is limited to 

kilometre run or hours then it is a running cost. 
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Example 1 (Illustration 10.1 of Maheshwari Mitttal):  

Following are the details regarding transportation of goods by a transport company: 

DATE QUANTITY IN QUINTALS DISTANCE IN KMS. 

10-12-2006 30 50 

12-12-2006 15 100 

15-12-2006 10 60 

20-12-2006 20 70 

If the total cost is Rs. 8,000, calculate the cost per quintal-KM. (1 Quintal = 100 Kilograms) 

Solution: 

First of all calculate the total quintal-KMs: 

Total quintal-KMS = (30 Quintals  50 KMs) + (15 Quintals  100 KMs) + (10 Quintals  60 KMs) + (20 Quintals  70 KMs) 
= 1,500 Quintal-KMs + 1,500 Quintal-KMs + 600 Quintal-KMs + 1,400 Quintal-KMs = 5,000 Quintal-KMs 

 

Then calculate the cost per quintal-KM: 

                    
          

                 
 

        

                 
                        

Note: If nothing is mentioned then you may calculate the absolute tonne KMs. In this question also we have calculated the 
absolute tonne KMs. 

Example 2 (Illustration 10.2 of Maheshwari Mittal):  

A truck starts with a load of 10 tonnes of goods from station ‘P’. it unloads 4 tonnes at station ‘Q’ and rest of the goods at 
station ‘R’. It reaches back directly to station ‘P’ after getting reloaded with ‘8’ tonnes of goods at station ‘R’. The distance 
between ‘P’ to ‘Q’, ‘Q’ to ‘R’ and from ‘R’ to ‘P’ is 40 kms, 60 kms and 80 kms respectively. Compute the ‘Absolute’ and 
‘Commercial’ tonne kilometres. 

Solution: 

ABSOLUTE TONNE KILOMETRES COMMERCIAL TONNE KILOMETRES 

  

Absolute tonne kilometres = (10 Tonnes  40 KMs) + 
(6 Tonnes  60 KMs) + (8 Tonnes  80 KMs)* 

= 400 Tonne KMs + 360 Tonne KMs + 640 Tonne KMs 
= 1400 Tonne KMs 

Commercial tonne kilometres=Average Weight 
Carried  Total KMs Travelled = 8 Tonnes*  180 
KMs** = 1,440 Tonne KMs 

 

*Average weight =Total Weight Carried / Number of 
Trips = (10 Tonnes + 6 Tonnes + 8 Tonnes) / 3 Trips = 
8 Tonnes 

 

**Total KMs Travelled= 40 KMs + 60 KMs + 80 KMs = 
180 KMs 

Both methods may give different results. 
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Format of the Operating Cost Sheet 

OPERATING COST SHEET 

Vehicle Number: DL1T5689      For the Month/Quarter/Year _________________ 

Passenger KMs/Tonnes KMs/Quintal KMs _________________ 

Particulars 
Total Amount 

(Rs.) 

Cost Per 
Passenger KM / 
Cost Per Tonne 

KM / Cost Per 
Quintal KM (Rs.) 

FIXED CHARGES/STANDING CHARGES: 

 Wages of drivers, conductors, cleaners, foreman, etc. 

 Salaries of office and supervisory staff, accountant, etc. 

 Taxation, insurance, road tax, license fee, etc. 

 Interest and other charges 

 Heating and lighting 

 Coolie wages 

 General overheads 

 Garage rent/charges/overheads 

 Other fixed overheads, expenses 

 Director fees 

 Stationery 

 Interest on capital (may be included treating as a notional expense) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

TOTAL STANDING CHARGES   

VARIABLE OVERHEADS/RUNNING CHARGES/RUNNING AND MAINTENANCE 
OVERHEADS: 

 Repair and maintenance 

 Diesel, petrol, other oils, etc. 

 Lubricating oil 

 Depreciation 

 Tyre allocation 

 Commission to driver or conductor 

 

 

 

 

 

 

 

 

 

 

 

 

TOTAL VARIABLE OVERHEADS/RUNNING CHARGES   

TOTAL COST (FIXED/STANDING + VARIABLE/RUNNING) AND COST PER 
PASSENGER/TONNE KM   
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Example 3 (Illustration 10.3 of Maheshwari Mittal): 

A transport company maintains fleet of Lorries for carrying goods from Delhi to Panipat, 100 KMs off. Each lorry, which 
operates 25 days on an average in a month, starts every day from Delhi with a load of 4 tonnes and returns from Panipat 
with a load of 2 tonnes. Calculate the total commercial tonne-KMs and cost per commercial tonne-KM when the total 
monthly charges for a lorry are Rs. 27,000. What rate per tonne should the company charge if it plans to earn a gross profit 
of 20% on the freightage. 

Solution: 

First of all calculate the total commercial tonne-KMs: 

Total commercial tonne KMs = Average Weight  Total KMs 

 
                   

               
                                                         

 

Then calculate the cost per quintal-KM: 

                             
          

                          
 

         

                           
                      

 

Now calculate the rate per commercial tonne KM: 
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Example 4 (Illustration 10.4 of Maheshwari Mittal): 

Work out in appropriate cost sheet form the unit cost per passenger KM for the year 2004-05 for a fleet of passenger buses 
booked by a Transport Company from the following figures extracted from its books: 

5 passenger buses costing Rs. 50,000, Rs. 1,20,000, Rs. 45,000, Rs. 55,000 and Rs. 80,000 respectively (Total cost is Rs. 
3,50,000). Yearly depreciation of vehicles is 20% of the cost. Annual repairs, maintenance and spare parts expenses are 
80% of depreciation. 

Wages of 10 drivers    @ Rs. 100 each per month 

Wages of 20 cleaners    @ Rs. 50 each per month 

Yearly rate of interest    4% on capital 

Rent of six garages    @ Rs. 50 each per month 

Director’s fees     @ Rs. 400 per month 

Office establishment    @ Rs. 1,000 per month 

Licence and taxes    @ Rs. 1,000 every six months 

Realization by sale of old tyres and tubes is @ Rs. 3,200 every six months. 900 passengers were carried over 1,600 KMs 
during the year.  

Solution: 

First of all calculate the total passenger KMs as follows: 

                                                                                 

                                                  

 

Now prepare the operating cost sheet as follows: 

OPERATING COST SHEET 

Vehicle Number: DL1T5689        For the Year 2004-05 

Passenger KMs: 14,40,000 

Particulars 

Total 
Amount 

(Rs.) 

Cost Per 
Passenger 

KM (Rs.) 

FIXED CHARGES/STANDING CHARGES: 

Interest @ 4% on capital cost (Included as a notional charge) 

Rent for six garages @ Rs. 50 per month (6 garages  Rs. 50 per month 12 months) 

Director’s fees 

Office establishment 

License and taxes 

Wages of drivers (10 drivers  Rs. 100 per month  12 Months) 

Wages of cleaners (20 cleaners  Rs. 100 per month  12 Months) 

14,000 

3,600 

4,800 

12,000 

2,000 

12,000 

12,000 

0.0097 

0.0025 

0.0033 

0.0083 

0.0014 

0.0083 

0.0083 

TOTAL STANDING CHARGES 60,400 0.0419 

VARIABLE OVERHEADS/RUNNING CHARGES/RUNNING AND MAINTENANCE 
OVERHEADS: 

Depreciation @ 20% on Rs. 3,50,000 

Repair and maintenance charges @ 80% of depreciation (Rs. 70,000  80%) 

70,000 

56,000 

0.0486 

0.0389 

TOTAL VARIABLE OVERHEADS/RUNNING CHARGES 1,26,000 0.0875 

TOTAL COST (STANDING + RUNNING) 1,86,400 0.1294 

Less: Recovery from sales of tyres and tubes -6,400 -0.0044 

TOTAL COST AND COST PER PASSENGER KM 1,80,000 0.1250 

Example 5 (Illustration 10.5 of Maheshwari Mittal): 

Solution: 

Self  
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Example 6 (Illustration 10.6 of Maheshwari Mittal): 

Varun Limited is running four buses between Delhi and Alwar, covering a distance of 100 KMs. The seating capacity of 
each bus is 40 passengers. The following particulars are obtained from its books for the month of October 2009: 

Wages of drivers and conductors   Rs. 9,600 

Salaries of office staff    Rs. 3,000 

Honorarium of accountant   Rs. 1,000 

Diesel, oil etc.     Rs. 16,000 

Repair and maintenance    Rs. 3,200 

Road tax and insurance    Rs. 6,400 

Depreciation     Rs. 10,400 

Interest and other charges   Rs. 8,000 

Actual passengers carried were 75% of the seating capacity. All the buses ran for 30 days. Each bus made one round trip 
per day. Find out the fare the company should charge per passenger KM if it wants a profit of 20% on the taking. 

Solution: 

First of all calculate the total passenger KMs as follows: 

                                                                      
                                           

                                        

                        

 

Now prepare the operating cost sheet as follows: 

OPERATING COST SHEET 

Vehicle Number: DL1T5689       For the month October 2009 

Passenger KMs: 7,20,000 

Particulars 

Total 
Amount 

(Rs.) 

Cost Per 
Passenger 

KM (Rs.) 

FIXED CHARGES/STANDING CHARGES: 

Wages of drivers and conductors 

Salaries of office staff 

Honorarium of accountant 

Road tax and insurance 

Interest and other charges 

9,600 

3,000 

1,000 

6,400 

8,000  

TOTAL STANDING CHARGES 28,000 0.039 

VARIABLE OVERHEADS/RUNNING CHARGES/RUNNING AND MAINTENANCE 
OVERHEADS: 

Diesel, oil, etc. 

Repair and maintenance 

Depreciation 

16,000 

3,200 

10,400  

TOTAL VARIABLE OVERHEADS/RUNNING CHARGES 29,600 0.041 

TOTAL COST (STANDING + RUNNING) AND COST PER PASSENGER KM 57,600 0.080 

Add: Profit (20% of Taking i.e. Selling Price)=Cost  % / (100-%) = 0.080  20 / (100-20) 14,400 0.020 

TOTAL FARE AND FARE (TAKING) THE COMPANY SHOULD CHARGE PER PASSENGER KM 72,000 0.100 
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Example 7 (Illustration 10.7 of Maheshwari Mittal): 

Solution: 

Self 

Example 8 (Illustration 10.8 of Maheshwari Mittal): 

Solution: 

Self 

Example 9 (Illustration 10.9 of Maheshwari Mittal): 

Solution: 

Self 
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Example 10 (Illustration 10.10 of Maheshwari Mittal): 

A factory which uses a large amount of coal is situated between two collieries ‘X’ and ‘Y’ the former being 5 kilometres and 
the latter 10 kilometres from the factory. A fleet of Lorries of 5 tonnes carrying is used for the collection of coal from the 
pitheads (collieries). The Lorries give an average speed of 20 kilometres per hour when running and regularly take 10 
minutes in the factory premises to UNLOAD. At colliery ‘X’ loading time averages 30 minutes PER LOAD and at colliery ‘Y’ 
20 minutes PER LOAD. 

Drivers’ wages, licences, insurance, depreciation, garage and similar charges are noticed to cost Rs. 6 per hour operated. 
Fuel, oil, tyres, repairs and similar charges are noticed to cost 60 paise (Rs. 0.60) per kilometre run. 

Draw up a statement showing the cost per tonne kilometre of carrying coal from each colliery. If the coal is of equal quality 
and price at pithead (colliery), from which colliery should the purchases be made? 

Solution:  

Distance between factory and colliery ‘X’ is 5 KMs and factory 
and Colliery ‘Y’ is 10 KMs. 

 

Further, running expenses are given on the basis of Kilometres, 
so the total distance covered by each lorry shall be calculated so 
that the running expenses can be calculated for the total distance 
covered by each lorry. 

 

Fixed expenses are given on hourly basis so the total time 
(operating time) taken by each lorry shall be calculated so that 
the fixed expenses can be calculated for the total time by each 
lorry. 

Let us calculate Distance Covered, Operating Time, Total Tonne KMs, Total Cost, Cost Per Tonne KM and Cost Per 
Tonne 

DISTANCE COVERED 

Particulars Factory to ‘X’ Factory to ‘Y’ 

Distance from Factory to Colliery 5 KMs 10 KMs 

Total Distance i.e. to and fro (Distance  2) 5 KMs  2 = 10 KMs 10 KMs  2 = 20 KMs 

 

OPERATING TIME 

Particulars Factory to ‘X’ and ‘X’ to Factory Factory to ‘Y’ and ‘Y’ to Factory 

Speed of each lorry 20 KM Per Hour 20 KM Per Hour 

   

Time taken to cover the distance 
(to and fro) = Time / Speed  
Distance Covered            

      

      
                       

      

      
            

Loading Time 10 Minutes 10 Minutes 

Unloading Time 30 Minutes 20 Minutes 

Total Time 
70 Minutes or 1 Hour and 10 

Minutes 
90 Minutes or 1 Hour and 30 

Minutes 

 

TOTAL TONNE KILOMETRES 

Particulars 
Factory to Colliery ‘X’ and Colliery 

‘X’ to Factory 
Factory to Colliery ‘Y’ and Colliery 

‘Y’ to Factory 

Total Tonne KMs 

                          

[
                 

 
]        

              

                          

[
                 

 
]        

              

 

 

 

  

Factory 

Colliery 
‘X’ 

Colliery 
‘Y’ 
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TOTAL COST 

Particulars Factory to Colliery ‘X’ and Colliery 
‘X’ to Factory 

Factory to Colliery ‘Y’ and Colliery 
‘Y’ to Factory 

Drivers’ wages, licences, 
insurance, depreciation, 
garage and other similar 
expenses are Rs. 6 per hour 

    

          
                    

    

          
                    

Fuel, oil, tyres, repairs and 
similar charges are 60 paise  
(Rs. 0.60)per kilometre 

10 KMs  Rs. 0.60 = Rs. 6.00 20 KMs  Rs. 0.60 = Rs. 12.00 

Total Cost Rs. 13.00 Rs. 21.00 

 

COST PER TONNE KM AND COST PER TONNE 

Particulars Factory to Colliery ‘X’ and Colliery 
‘X’ to Factory 

Factory to Colliery ‘Y’ and Colliery 
‘Y’ to Factory 

Total Cost Rs. 13.00 Rs. 21.00 

Total tonnes 5 Tonnes 5 Tonnes 

Total Tonne KMs 25 Tonne KMs 50 Tonne KMs 

Cost Per Tonne KM = Total Cost / Total Tonne KMs 

= Rs. 13.00 / 25 Tonnes KMs 

= Rs. 0.52 Per Tonne KM 

= Total Cost / Total Tonne KMs 

= Rs. 21.00 / 50 Tonnes KMs 

= Rs. 0.42 Per Tonne KM 

Cost Per Tonne = Total Cost / Total Tonnes 

= Rs. 13.00 / 5 Tonnes 

= Rs. 2.60 Per Tonne  

= Total Cost / Total Tonnes 

= Rs. 21.00 / 5 Tonnes 

= Rs. 4.20 Per Tonne 

 

IF THE COAL IS OF EQUAL QUALITY AND PRICE AT PITHEAD (COLLIERY), FROM WHICH COLLIERY SHOULD THE 
PURCHASES BE MADE? 

In spite of the fact that the cost per tonne-KM is lower in the case of Colliery ‘Y’, purchases from ‘X’ should be preferred, 
since it involves a shorter distance and hence a lower cost per tonne. 
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Example 11 (Illustration 10.11 of Maheshwari Mittal): 

Prakash Transport Company has been given a route of 20 KMs long to run a bus. The bus costs the company a sum of Rs. 
50,000. It has been insured at 3% per annum and the annual tax will amount to Rs. 1,000, garage rent is Rs. 100 per month. 
Annual repairs will be Rs. 1,000 and the bus is likely to last for 5 years. 

The driver’s salary will be Rs. 150 per month and the conductor’s salary will be Rs. 100 per month in addition to 10% of 
the takings as commission (to be shared by the driver and conductor equally). Cost of stationery will be Rs. 50 per month. 
Manager-cum-accountant’s salary is Rs. 350 per month. 

Petrol and oil will be Rs. 25 per 100 KM. The bus will make 3 round trips every day carrying on an average 40 passengers 
on each trip. Assuming 15% profit on takings, calculate the bus fare to be charged from each passenger. The bus will run 
on an average 25 days in a month. 

Solution: 

First of all calculate the total passenger KMs as follows: 

                                                                                                
            

                                               

                        

 

CALCULATION OF TOTAL KILOMETRES 

First Round Trip  
Point 1 |––––––––––––––––––––––––– 20 KMs –––––––––––––––––––––––––>| Point 2 
Point 1 |<–––––––––––––––––––––––– 20 KMs ––––––––––––––––––––––––––| Point 2 

Second Round Trip  
Point 1 |––––––––––––––––––––––––– 20 KMs –––––––––––––––––––––––––>| Point 2 
Point 1 |<–––––––––––––––––––––––– 20 KMs ––––––––––––––––––––––––––| Point 2 

Third Round Trip  
Point 1 |––––––––––––––––––––––––– 20 KMs –––––––––––––––––––––––––>| Point 2 
Point 1 |<–––––––––––––––––––––––– 20 KMs ––––––––––––––––––––––––––| Point 2 

Total Kilometres 20 KMs  2  3 Round Trips  25 Days = 3,000 KMs 

 

OPERATING COST SHEET 

Vehicle Number: DL1T5689       For the month October 2009 

Passenger KMs: 7,20,000 

Particulars 
Per Month Total 

Amount (Rs.) 

FIXED CHARGES/STANDING CHARGES: 

Insurance (Rs. 50,000 Per Annum  3 / 100  1 / 12 Months) 

Taxes (Rs. 1,000 Per Annum / 12 Months) 

Garage Rent (Per Month) 

Driver’s Salary (Per Month) 

Conductor’s Salary (Per Month) 

Cost of Stationery (Per Month) 

Manager-cum-accountant’s Salary (Per Month) 

125.00 

83.33 

100.00 

150.00 

100.00 

50.00 

350.00 

TOTAL STANDING CHARGES 958.33 

VARIABLE OVERHEADS/RUNNING CHARGES/RUNNING AND MAINTENANCE OVERHEADS: 

Repair and maintenance (Rs. 1,000 per annum / 12 Months) 

Petrol and oil (Rs. 25 / 100 KMs  3,000 KMs) 

Depreciation (Annual Depreciation / 12 Months) so (Rs. 50,000 / 5 Years) / 12 Months 

83.33 

750.00 

833.33 

TOTAL VARIABLE OVERHEADS/RUNNING CHARGES 1,666.67 

TOTAL COST (STANDING + RUNNING) 2,625.00 

Add: Commission (Variable Expenses) (10% on Takings) NOTE – 1 350.00 

Add: Profit (15% on Takings) NOTE – 1 525.00 

Fare (Taking) the company should charge per passenger KM 3,500.00 

Fare/taking per passenger KM = (Cost / Total Passenger KMs) = Rs. 3,500 / 1,20,000 
Passenger KMs 

0.02916 

0.03000 
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Note – 1: 

Let taking be      100 

Less: Commission @ 10% of taking    -10 

Less: Profit @ 15% of taking     -15  

Total Cost (Excluding Commission)    75  

 

So, Commission = Cost / 75  10 = Rs. 2,625 / 75  10 = Rs. 350 

And, Profit = Cost / 75  15 = Rs. 2,625 / 75  15 = Rs. 525 

 

Total cost of Rs. 2,625 is excluding commission. 

 

Verification of commission and profit: 

Commission (10% of Taking) = Taking  10 / 100 = Rs. 3,500  10 / 100 = Rs. 350 

Profit (15% of Taking) = Taking  15 / 100 = Rs. 3,500  15 / 100 = Rs. 525 

 

Commission to be shared by the driver and conductor equally 

Driver’s Commission = Rs. 350 / 2 = Rs. 175 

Conductor’s Commission = Rs. 350 / 2 = Rs. 175 
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Example 12 (Illustration 10.12 of Maheshwari Mittal): 

A company is considering three alternative proposals for conveyance facilities for its sales personnel who have to do 
considerable travelling, approximately 20,000 kilometres every year. The proposals are as follows: 

(i) Purchase and maintain its own fleet of cars and the average cost of a car is Rs. 1,00,000. 

(ii) Allow the Executive use his own car and reimburse expenses at the rate of Rs. 1.60 per kilometre and also 
bear the insurance costs. 

(iii) Hire cars from an agency at Rs. 20,000 per year per car. The company will have to bear cost of petrol, taxes 
and tyres. 

The following further details are available: 

Petrol     Rs. 0.60 per KM 

Repair and maintenance   Rs. 0.20 per KM 

Tyre     Rs. 0.12 per KM 

Insurance    Rs. 1,200 per car per annum 

Taxes     Rs. 800 per car per annum 

Life of the car    5 years with annual mileage of 20,000 KMs 

Resale value    Rs. 20,000 at the end of the fifth year 

Work out the relative costs of three proposals and rank them. 

Solution: 

EVALUATION OF ALTERNATIVE PROPOSALS AND RANKING 

Particulars 

Option – I 

Use of Company’s Car 

Option – II 

Use of Own car 

Option – III 

Use of Hired Car 

Amounts/Charges/Expenses to be incurred 
or considered 

Cost of petrol 

Repair and maintenance 

Tyre 

Insurance 

Taxes 

Depreciation 

Reimbursement 

Insurance 

Hire charges 

Cost of petrol 

Taxes 

Tyres 

 

Particulars 

Per Kilometre 

Rs. 

Per Kilometre 

Rs. 

Per Kilometre 

Rs. 

Hire charges –– –– 1.00 

Reimbursement –– 1.60 –– 

Insurance (Rs. 1,200 per annum / 20,000 KMs 0.06 0.06 -- 

Cost of petrol 0.60 –– 0.60 

Taxes (Rs. 800 per annum / 20,000 KMs) 0.04 –– 0.04 

Tyres 0.12 –– 0.12 

Repairs and maintenance 0.20 –– –– 

Depreciation (Rs. 1,00,000 – Rs. 20,000)/5 
Year  1 / 20,000 KMs 0.80 –– –– 

Total Cost Per KM 1.82 1.66 1.76 

Total Cost (Cost Per KM  20,000 KMs) 36,400 33,200 35,200 

RANKING III I II 

Decision: The above computations show that use of own car by Sales Executives is the most economical proposal from the 
company’s point of view. Hiring of car for the use Sales Executives is the next choice and maintaining a fleet of cars for its 
executives is the costliest alternative. 
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