Question 17 – Lifecycle, Budgeted P&L, & ZBB
Supersonic Limited designs, develops, manufactures and sells a range of electronics devices which tend to have a limited lifecycle.  The company is planning its next new product, the “Mach1”, but is concerned that it may not be a viable venture.  
The company management accountant has provided the following budgeted data.
	
	2016
	2017
	2018

	Sales volume (units)
	8,000
	16,000
	4,000

	Marketing costs (£)
	30,000
	20,000
	Nil

	Selling price per unit (£)
	15
	15
	15

	Fixed costs (£)
	40,000
	60,000
	40,000



Product variable costs are one sixth of the Sales values for each year.  
The directors of Supersonic Limited have set a minimum Net Profit margin of 30% of turnover and require a minimum contribution rate of 80%.  
Design and development costs of £145,000 were spent prior to product launch.  
[bookmark: _GoBack]Required:
(a) Explain the relevance of “Lifecycle Costing” principles in the management of product profitability and state why Supersonic Limited should apply these principles when evaluating the Mach1.  
(b) Produce Profit & Loss accounts of the budgeted results including the Contribution rates and Net Profit margins for the product, and critically discuss the product’s budgeted performance taking into account the sales and the costs across the whole product lifecycle.  
(c) Describe the expected long term advantages and disadvantages to the control of business costs of implementing a system of Zero Based Budgeting.  

(d) Explain why incremental budgeting is a widespread method of financial control and discuss the main problems with such an approach.  

