Answer all THREE questions

Question 1

Orla manufactures three products A, B and C of which products A and C are making a profit, but B has been losing money for some time and management are considering the future of the product.  
· 
The most recent results for the last month are as follows:

Product		A  		B 		C 		Total
		        		£000		£000		£000	           £000
Sales Income		90		   95 		135		 320
Total costs		68		   98		107		 273
Profit or loss		22 		   (3)  		 28		   47


Further information to consider:  On investigation by the accountant it is determined that fixed costs for the company are £78,000
· 
Variable Costs for each unit are as follows:  												Product A 		£38
· 	 				Product B 		£95
· Product C 		£62


a) Calculate the Contribution for all three products
[bookmark: _Hlk104896019](5 marks)
b) Calculate the Contribution for A & C     				(5 marks)

c) Using the solutions from a) and b) make recommendations to management related to the viability of continuing production of B.  Include examples to support your answer.
(20 marks)











Solution

(a) Contribution for all 3 products

Product		A		B		C		Total

Sales			90		95		135		320
Less V/C		38		95		62		195
Contribution		52		0		73		125
Less F/C								78
Profit									47

(b) Contribution without Product B    

Product		A		C		Total

Sales			90		135		225
Less V/C		38		62		100
Contribution		52		73		125
Less F/C						78
Profit							47

(c There is no financial contribution from product B, which, it could be argued, suggests that the product could be discontinued.  The company is also no change to the profit with or without product B.   However, it is important to know what role the product plays in the production of the other products. It should also be considered whether the availability of this product brings in customers for the other products produced by the organisation.    

There are a number of reasons why sales may have dipped or aspects that could affect the ability of the products to make a profit or indeed a contribution.   For example, there could have been a reduction in sales  which may be related to the selling price.  The organisation could determine the price at which they/retailers sell the product to buyers – this will prevent manipulation of the price. 

The company also needs to consider the extent of competition, particularly if there are a large number of sellers for a similar product.  The company needs to consider that  buyers will have alternatives to choose from.  They would therefore need to think about the inclusion of aspects that make their product stand out. This could be an after sales service for example. 
Are they offering an after Sales Service, if so the quality of after sales services should conform to high standards. If they aren’t offering after sales service, maybe they could consider this as an option (if it is financially feasible)
There is also the risk of imitation products – The presence of a number of imitation products in the market makes can make the genuine product vulnerable.  An average buyer may not be able to distinguish between the genuine product and the fake one. Steps should be taken to eliminate duplicate items on the market, this can be done by cautioning buyers on spurious goods.  The problem could also be legally approached. 
There may be an unavailability of Spare , this could be an internal or supplier issue.  So it is important to ensure that genuine spare parts are made available at a fair price.  There may also be an increase in raw material costs, so the organisation could look at new suppliers.  Or, there may be high distribution costs, the organisation could look at whether these can be reduced in some way.  May production is slow, so the organisation may need to look at the speed of production  and determine whether new processes need to be introduce to increase production










































 
