Student exercise – 4
Epsilon Manufacturing Company produces two models, M1 and M2. Details of the two models is as follows in Table 1
Table 1
	
	Model M1
	Model M2

	Annual sales turnover in units
	8,000
	8,000

	Number of sales orders
	60
	250

	Sales price per unit
	£54
	£73

	Direct materials cost per unit
	£11
	£21

	Direct labour hours per unit
	2.0 hours
	2.5 hours

	Direct labour hour per unit
	£8
	£8

	Special parts per unit
	2
	8

	Production batch size
	2,000 units
	100 units

	Set-ups per batch
	1
	3


 
Cost drivers are shown in Table 2
Table 2
	
	£
	Cost drivers

	Set-up costs
	97,600
	Number of set-ups

	Material handling costs
	42,000
	Number of batches

	Special handling costs
	50,000
	Number of special parts

	Invoicing
	31,000
	Number of sales orders

	Other overheads
	108,000
	Direct labour hours

	
	
	

	Total overheads
	328,600
	




Required
1. Calculate the profit per unit for each model

2. Using the information above identify which product the sales manager should try to sell on the basis of your analysis
