Week 7: Breakeven Analysis Questions

1.  Given the following information for product Z:
Selling price per unit	£20
Variable cost per unit	£12
Fixed costs		                      £100,000

Required:
a)    Calculate the break-even point in terms of number of units.
b)    Calculate the break-even point sales revenue.
c)  Calculate the sales volume needed to achieve a profit of £20,000.
d)  If budgeted sales are 16,000 units, what is the margin of safety, in units and as a  percentage?
e) Calculate the contribution/sales ratio and use that to find the break-even revenue.




2.   Given the following information for product K:
Selling price per unit	    £100
Variable cost per unit                          £56
Fixed costs	                                        £220,000

You are required to:
(a)	Calculate the break-even point in terms of units.
(b)	Calculate the C/S ratio, and use this to calculate the break-even point in terms of revenue.






Multiple Choice
1.	Variable costs are conventionally deemed to:
A	be constant per unit of output.
B	vary per unit of output as production volume changes.
C	be constant in total when production volume changes.
D	vary, in total, from period to period when production is constant.



2.	The following data relate to two output levels of a department:
	Units
	17,000
	18,500

	Costs
	£246,500
	£251,750


The variable cost per unit is £3.50.

The fixed costs are:
A	£5,250
B	£59,500
C	£187,000
D	£246,500



3.	A single product company has a contribution to sales ratio of 40%.  Fixed costs amount to £90,000 per annum.
The number of units required to break even is:
A	4,500
B	150,000
C	225,000
D	impossible to calculate without further information.


The following information relates to Questions 4 and 5.
A business manufactures a product with a selling price of £21 and variable costs of £12 per unit.  The business incurs annual fixed costs of £59,400.  Annual sales demand is 10,000 units.
New production methods are being considered which would mean a 25% increase in fixed costs but a reduction of variable costs to £11 per unit.  The resulting product would be an improvement on the current product and it is anticipated that at a price of £22 then 11,000 units would be sold.
4.	If the production method is changed, the break-even output level would be:
A	1,200 units lower
B	150 units higher
C	1,000 units higher
D	1,650 units higher

5.	If the business changes the production method and still wishes to maintain the same level of profit as the current production, how many units will be required to be sold to achieve this (to the nearest unit).
A	6,750 units
B	9,532 units
C	10,000 units
D	11,000 units

6.  A business produces a product which sells for £150 per unit and has the following costs per unit:
	
	£

	Direct materials
	66

	Direct labour	
	24

	Direct expenses
	15

	Variable overheads
	12

	
	____

	Total variable cost
	117

	
	____


Total fixed costs for the period amount to £1,800,000 and the business wishes to generate a profit of £400,000.
How many units will the organisation need to produce and sell in order to do this (to the nearest whole unit)?
A	40,000 units
B	48,889 units
C	54,545 units
D	66,667 units


7.	A business produces and sells a single product with a contribution to sales ratio of 40%.  Fixed costs total £150,000 each year.
How many units will be required to be sold in order to break-even?
A	60,000 units
B	250,000 units
C	375,000 units
D	cannot be calculated from the data supplied


The following information relates to Questions 8 and 9.
A business sells a single product at a selling price of £40 with a contribution to sales ratio of 30%.  The fixed costs for the period are £210,000.
8.	How many units must be sold to break-even?
A	15,750 units
B	17,500 units 
C	63,000 units
D	700,000 units



9.	If the business wishes to make a profit of £60,000 how many units must be sold?
A	9,643 units
B	22,500 units
C	81,000 units
D	900,000 units

10.     A business has fixed overheads of £420,000 and sells just one single product at a price of £240 per unit.  The contribution to sales ratio is 40% and the business currently sells 5,000 units of the product.
What is the margin of safety as a percentage (to the nearest percentage point)?
A	13%
B	14%	
C	42%
D	71%
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