 CVP - QUESTION FOUR

River Pitt Museum teaches its History subjects wholly through correspondence.  This is done by the production of self-study packs.

[bookmark: _GoBack]Each module of study was sold at the price of £42.00 last year and a total of 15,000 were produced and sold.  The production costs of the various courses offered by the Museum are the same.

The variable cost of producing a study course last year was:

							£	
Direct Materials 				  7.50
Direct Labour 					21.50
Other direct costs (mainly postage)		  3.50
Variable overheads 				  1.00

The fixed overhead for the Museum during the year was £53,000.

During the coming year the costs of the organisation are expected to increase by the following:

%
Direct Materials 			21.00
Direct labour				19.88
Other Directs 				47.00
Variable Overheads			26.00
Fixed Overheads 			  8.00		

Market research has shown that when the Museum increases the price of its courses to its students, as long as the increase is kept below 14.8% this is unlikely to have an effect on the number of courses sold.  However, for every 1% prices are raised above a 14.8% increase, the number of units sold can be expected to fall by 2%.

Required:

(a) Calculate the selling price of the study courses if the number of study courses sold and the annual profits are to remain as before.    
(b) Determine whether the new selling price exceeds a 14.8% increase                                       
(c) Give a brief analysis of a situation where, when prices are changed the number of units sold is affected.  



	
