Tutorial 4

Question 1
You have been given the following information:

   
           Direct materials


£10 per unit



Direct labour



£8 per unit



Variable production overhead
£4 per unit



Variable sales overhead

£2 per unit



Price




£30 per unit



Fixed costs



£68,000 per annum



Target profit



£16,000 per annum

                      Budgeted sales                                20,000 units
Required

1- Compute a break-even point in units?

2- Compute Margin of Safety MOS in units and percentage?

3- What sales are required to achieve this target profit?
4- Compute contribution to sales ratio
Questions 2
Tom manufactures commemorative medals. The following data relates to 2014.











£

Selling price








50

Variable production cost






(30)

Variable selling cost







(5)
Contribution per medal






15

Fixed production cost, based on annual sales of 20,000 medals
(5)

Fixed selling cost, based on annual sales of 20,000 medals

(1)
Profit per medal







 9
Required

1- Calculate the level of production needed for Tom to break even.

2- Tom is thinking of doubling his production. To do so, he will have to occupy additional premises at an annual rent of £210,000. Calculate the new breakeven point and the margin of safety.

Questions 3
FIRST, a transport company, operates with one vehicle only, and has produced the following forecast for next year.

Estimated operating kilometres


30,000








     £

Revenue





30,000

Total salaries cost




10,000

Total standing cost




  6,000

Total vehicle running costs



12,000

Revenue and vehicle running costs are directly variable with operating kilometres.

Required

1- Calculate the breakeven point in kilometres for the forecast period.

2- Prepare a table showing FIRST’s profit or loss at the following levels of activity.

i) 20,000 kilometres
ii) 30,000 kilometres
iii) 40,000 kilometres
Question 4
Swansea Toys Ltd. Has set up in business to manufacture teddy bears. Because the number of sales is uncertain; the accountant has produced figures for three different levels of production. Each teddy bear will sell for £13.
	Budgeted sales (units)
	10,000

£
	15,000

£
	20,000

£

	Direct materials
	30,000
	45,000
	60,000

	Direct labour
	40,000
	60,000
	80,000

	Production overheads
	56,000
	56,000
	56,000

	Selling & distribution overheads
	28,000
	28,000
	28,000


Required

1- Calculate the profit or loss at each level of production.

2- Calculate the break-even point in units.

3- Advise as to which level of production should be used.

4- Market research suggests that the business might just be able to sell 21,000 teddy bears but no more. This level of production would require larger premises at an additional rent of £45,000. Assuming 21,000 bears could be sold, advise Swansea Toys Ltd as to whether this would be a good idea.
5- Discuss the assumptions and limitations of break-even point.
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