BREAK EVEN AND MARGINAL ANALYSIS EXERCISES
QUESTION ONE

Details of three products manufactured using the same facilities are given below: 
	
	Product A
	Product B
	Product C

	Expected sales next year, in units
	10,000
	10,000
	10,000

	Direct labour hours per unit
	2 hours
	3 hours
	4 hours

	Selling price per unit
	£36
	£51
	£65

	Variable costs per unit
	£20
	£30
	£35


The fixed overhead is forecast to be £450,000. 
(a)
Calculate the contribution per unit made by each of the three products.
(b) Calculate the expected profit of the company next year.
(c)
If £100,000 is spent on an advertising campaign, the sales of each product are expected to increase by 10%.  Discuss whether the advertising campaign should be undertaken.

QUESTION TWO

Walk About Ltd operates a chain of shoe stores.  The stores sell ten different styles of inexpensive men’s shoes, each with identical unit costs and selling prices.  A unit is defined as a pair of shoes.  Each store has a store manager who is paid a fixed salary.  Individual sales people receive a fixed salary and a sales commission.  The company is trying to determine the desirability of opening another store, which is expected to have the following revenue and cost relationships:









Per Pair:


Unit variable data (£):
Selling price


30.00





Cost of shoes

            19.50





Sales commission

  1.50




Total variable cost

21.00
Annual fixed costs (£):   

Rent



  60,000




Salaries


200,000






Advertising


  80,000





Other fixed costs

  20,000





Total fixed costs

360,000

Contribution = 30 – 21 = 9
Requirements (consider each question independently)

1.
What is the annual break-even point in (a) units sold and (b) revenue?

2.
If 35,000 units are sold, what will be the company’s operating profit/loss?

3.
If sales commissions were discontinued for individual salespeople in favour of an £81,000 increase in fixed salaries, what would be the annual break-even point in (a) units sold and (b) revenue?

4.
Refer to the original data.  If the store manager were paid £0.30 per unit sold in addition to his current fixed salary, what would be the annual break-even point in (a) units sold and (b) revenue?

5.
Refer to the original data.  If the store manager were paid £0.30 per unit commission on each unit sold in excess of the break-even point, what would be the store’s operating profit if 50,000 units were sold? (This £0.30 is in addition to both the commission paid to the sales staff and the store manager’s fixed salary).
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