
Question 1

1- Break-even point in Units=   TOTAL Fixed costs
				             Contribution PER UNIT
                                                                       68,000                    = 11,333 units
                                                                         6

2- MOS units= total sales-breakeven point in sales
                         20,000      -         11,333                                  = 8,667 units

MOS%= 8667 units/20,000 units= 43.34%.



3- Sales for target profit =             Total Fixed Costs + target profit    
                                                             Contribution per unit
                                                             (Sales price – Variable cost)


           Sales for target profit =                          £68,000 + £16,000   =   14,000 units

                                                                                   £30 - £24
    4- CS%= Contribution/sales= 6/30= 20% 



Questions 2

Fixed Production costs =              20,000 * £5  =  £100,000

Fixed Selling costs =                    20,000 * £1  =  £20,000

1- Breakeven point = £120,000  = 8,000 medals

                                             £15

2- Breakeven point = £120,000 + £210,000 = 22,000 medals

    	                                    £15

Margin of safety = Budget sales – Breakeven sales
Margin of safety = 40,000 – 22,000 =18,000 medals




Question 3

Total Fixed Costs = £10,000 + £6,000 = £16,000


The key to the question is to calculate the contribution per km –

Sales per km = £30,000 / 30,000 km = £1 per km

VC per km = £12,000 / 30,000 km = £0.40 per km
 
Contribution per km = £0.60 per km
 
1- B / E point = £16,000 / £0.60 = 26,667 km


2- 
	Level of Activity
	20,000
	30,000
	40,000

	Contribution
£0.60 per km
	12,000
	18,000
	24,000

	Less Fixed costs
	(16,000)
	(16,000)
	(16,000)

	Profit
	(4,000)
	2,000
	8,000




Question 4

1- 
	Budgeted sales (units)
	10,000
£
	15,000
£
	20,000
£

	Sales
	130,000
		195,000
	260,000

	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)

	Profit/loss
	(24,000)
	6,000
	36,000




2- *Break-even point= 84000/(13-3-4)= 14,000 units
3- Produce 20,000 units as this gives the highest profit. Anything below 14,000 units will give a loss.
4- Break-even point= (84,000+45,000)/(13-3-4)= 21,500 units
Therefore, the additional premises should not be rented A loss would be made because fewer than 21,500 units could be sold.

Note

Contribution per unit= selling price per unit – variable costs per unit
                                               13                  -        ?

Variable costs per unit
Direct materials and direct labours are classified as total variable costs but NOT per unit. You need to make it per unit. How? It is shown below.

You can choose any production line (10, 000, 15,000 or 20,000).

E.g. let’s take 10,000 units

Direct materials= £30,000/10,000 units= £3 per unit
Direct labours=    £40,000/10,000 units = £4 per unit
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Assumptions:
(1) All costs can be categorized as fixed or variable costs.
(2) Total fixed costs remain unchanged for all output levels.
(3) Total variable costs fluctuate proportionately with output level resulting in no change in per unit variable cost.
(4) Sale price per unit remains the same for each output level.
(5) Costs and revenue behave in a linear fashion within a relevant range.
(6) No factor other than sales volume can affect costs and sales revenue.
Limitations:
(1) The existence of semi variable costs is ignored, whereas most of the costs are not either perfectly fixed or perfectly variable.
(2) Fixed costs may change if output increases or decreases substantially.
(3) Possible changes in per unit variable costs due to various reasons like bulk buying discounts, overtime, etc., are ignored.
(4) Sales price may have to be reduced to win the extra sales or may be increased to cover increased costs.
(5) As discussed above selling prices and variable costs per unit vary at different output levels.
(6) Various external factors like inflation rate, economic state may also affect sales volume.
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