Q17 – Contribution & Net Profit ANSWER

Budgeted results (£)
2016		2017 		2018	 	Total
Sales 			120,000	240,000	60,000		420,000 (Sales volume x SP per unit - workings)
Variable cost 		20,000		40,000		10,000		70,000    (1/6 x Sales value. See workings)
Fixed cost 	 	40,000		60,000		40,000		140,000   (in Q)
Marketing cost		30,000		20,000		0		50,000      (in Q)
–––––––	––––––––	–––––––	––––––––
Profit			30,000		120,000	10,000		160,000
–––––––	––––––––	–––––––	––––––––
Net profit margin	25%		50%		17%		38%	(Profit / Sales)
–––––––	––––––––	–––––––	––––––––
Contribution		83%		83%		83%		83%
–––––––	–––––––	–––––––	––––––––

Workings
Sales				Variable Cost
2016	8,000 units x £15 = £120,000		£120,000 / 6 = £20,000
2017	16,000 units x £15 = £240,000		£240,000 / 6 = £40,000
2018	4,000 units x £15 = £60,000		£60,000 / 6 = £10,000

“Design and development costs of £145,000 were spent prior to product launch” are not relevant costs.  

Discussion of the budgeted performance (Main discussion points are as per bullet points below.)
· Without considering the pre-launch costs, the product appears to be profitable for every year of sales.  

· This product appears to have a market presence of only three years as marketing costs are nil for 2018.  
 	
· The pattern of sales follows the expected lifecycle pattern i.e. a curve with increasing sales from the product launch, reaching a peak of £240,000 in 2017, and declining to a low level of sales of £60,000 in 2018.
 
· The Profit & Loss account for the three years shows total Net Profit of £160,000 on Sales of £420,000 representing 38% of turnover, showing a positive net profit in each of the three years, and greater than the minimum of 30% required by the directors.  
  
· However, on a year by year basis, the 30% was not achieved in 2016 and 2018.  This could be explained by efficiencies in production and selling costs during the peak sales period.
 
· The contribution target of 80% has been achieved for each of the three years of trading and is constant at 83%.
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· More accurately, when including the design and development costs of £145,000 and the results shown in the Profit & Loss accounts for the three years of trading, the product made a small net profit of £15,000 representing 3.6% of sales.  This whole lifecycle approach gives the directors better decision-making information.
