Question 1
Westwood Engineering provides a range of welding and fabrication services.  The company has just received an enquiry for fabrication of 20 small cylinders.  It is estimated that each cylinder will take 8 hours of direct labour and require £525 of materials per cylinder.

The business expects to incur the following costs during the next month.

Indirect labour costs			£12,000
Direct labour time			8,000 hours
Depreciation of equipment		£4,000
Rent and rates			£6,000
Direct labour costs			£80,000
Heating and Electricity		£5,000
Indirect materials			£800

Determine the following:

a) The full cost of making the cylinders
(14 marks)

Firstly, need to determine the indirect costs
Depreciation of equipment 	£4000
Heating and Electricity	£5000
Indirect materials		£800
Rent and rates			£6000
Indirect labour costs		£12000

Total indirect costs 		£27,800 

Hourly overhead (indirect) cost is £27,800 / Direct labour time
					        £27,800 / 8000
					        £3.48

Labour costs per hour = Total labour costs / Direct labour time
				 = £80,000 / 8000
				 = £10

To make one cylinder
		8 hours labour = 8 x 10 = £80
		8 hours overheads = 8 x 3.48 = £27.84
		Material costs = £525

		Total cost = £632.84
Therefore, to make 20 cylinders

		Total cost for one cylinder x 20

		£632.84 x 20 = £12,656.8

b) The company wishes to make 40% profit on the order.  Using the answer from (a) calculate the final price the company should quote for the job.
(4 marks)

		Profit at 40% = £12,656.8 x 0.4 = £5062.72
Final price quoted = Cost of job + profit
			      = £12,656.8 + £5062.72
			      = £17,719.52

Actual price quoted could be £17,800 or £18,000.

c) Discuss the advantages and disadvantages of using of profit centres within a company
(12 marks)


Question 2
Longhammer Ltd builds materials handling equipment and the production director has asked you to examine some their costs in manufacturing

a) The company is building a new pallet handling truck that sells for £15,000.  The cost of materials and labour is taken as £8,750 per truck and fixed costs are £950,000.

Calculate the break-even point
(4 marks)

b) Discuss the benefits and limitations of using break-even analysis
(7 marks)

c) The current annual production capacity for the pallet trucks is 2,000 units.  Calculate the profit if production falls to 60% of the current annual production rate.
(7 marks)

d) The company also makes tray cleaning equipment used in the food industry.  They currently make three products AXY41, BXY41 and CXY 43, of which the first two are profitable but CXY 43 has been losing money for the last 12 months.  Analyse whether the company should keep making product CXY 43 or not.

The sales figures and costs from the last three months are shown below

Product		AXY 41	BXY 42	CXY 43
			  £000		  £000		  £000

Sales		   840		    960		    520
Variable cost	   500		    620		    520

Fixed costs are £600,000
(7 marks)



Question 3

Leppard Ltd builds laptops and notebook computers for the business professional.  The company is considering offering new service where laptops are customised to the clients’ needs.

a) New product development is an essential stage of the marketing process.  Using a suitable approach to new product development, advise Leppard on what they need to consider as part of this process.  (16 marks)

b) A business makes three products

Product Code		B14		B17		B22
Selling price per unit (£)	 25		 20		 23
Variable cost per unit (£)	 10		  8		 12
Weekly demand		 25		 20		 30
Machine time per unit      4 hours	         3 hours	         4 hours

All three products are made using the same machine and machine time is limited to 148 hours a week.

What combination of products should be manufactured first if the business is to produce the highest profit?  (12 marks)

c) Explain briefly how four of the following pricing methods.  (12 marks)

(i) Penetration pricing 
(ii) Skimming 
(iii) Cost plus pricing 
(iv) Demand pricing 
(v) Competitor pricing 


Question 4

Imet ltd manufacturers three products, A, B and C, of which the first two have been making acceptable profits, but C has been losing money for some time and the directors are considering whether to drop it.  The most recent results for last month are as follows:

Product	     A		B		C		Total
	   £000		£000		£000	           £000
Sales		60		  120		    90		 270
Total costs	42		    99		    93		 234
Profit or loss	18 		    21		     (3)		   36

Product	     A		B		 Total
	   £000		£000		 £000
Sales		60		  120		   180
Total costs	42		    99		   141
Profit or loss	18 		    21		     39

Question 5

A business makes three products
Product code			B14		B17		B22
Selling price per unit	  25		  20		  23
Variable cost per unit	  10		   8		  12
Contribution per unit  	  15		  12		  11
Weekly demand		  25		  20		  30
Machine time per unit	4 hours	3 hours	4 hours
Contribution per hour  	3.75		   4		2.75
Time required to produce   100 hrs 	60 hrs 	120 hrs
  
All three products use the same machine and machine time is limited to 148 hours a week

What combination of products should be manufactured if the business is to produce the highest profit?

Firstly, we should produce all the demand for B17 using 60 hours of the total 148 hours.  Therefore, we have 88 hours of machine time left. To meet the demand for all of B14 requires 100 hours and we only have 88 hours, so we can only produce 22 units of B14 using the remaining 88 hours  
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