BREAK EVEN AND MARGINAL ANALYSIS SOLUTIONS
QUESTION ONE

(a)
Contribution per unit.

	
	Product A
	Product B
	Product C

	Sales price
	36 
	51 
	65 

	Variable costs
	(20)
	(30)
	(35)

	Contribution
	16 
	21 
	30 


(b) Expected profit of the company next year.

Product A contribution (16 x 10,000)



 160,000

Product B contribution (21 x 10,000)



 210,000

Product C contribution (30 x 10,000)



 300,000
Total contribution





 670,000

Fixed costs






(450,000)









 220,000

(c)
Impact of advertising.



New sales volume will be 11,000 (10,000 x 1.1)

Product A contribution (16 x 11,000)



 176,000

Product B contribution (21 x 11,000)



 231,000

Product C contribution (30 x 11,000)



 330,000
Total contribution





 737,000

Fixed costs






(450,000)

Advertising






(100,000)










 187,000



The advertising does not appear to be beneficial. However, other factors that the company should take into account, which may alter the decision:

· Will the advertising increase sales of any other products

· Will the advertising increase sales in future years?

QUESTION TWO
BEP in units = FC/Contribution per unit
BEP in revenue = FC/Contribution margin 

Contribution margin = Contribution/selling price
1.
Break-even point in units 

=
360,000/9
=
40,000 pairs


Break-even point in revenue


                                                       360,000/0.3
=
£1,200,000
                            Contribution margin = contribution/SP = 9/30 = 0.3 
2.
Revenue (35,000 x £30)


1,050,000


Variable costs (35,000 x £21)

               735,000

Contribution




   315,000

Fixed costs




               360,000
Operating profit/(loss)


                           (45,000)

Alternatively, 35,000 units is 5,000 units below the break-even point and with a unit contribution of £9, there will be a loss of £45,000.

3.
Break-even point in units 

=
441,000/10.50 =
42,000 pairs



Break-even point in revenue
=
contribution margin = 10.50/30 = 0.35
                                       OR            441,000/0.35
=
£1,260,000

4.
Break-even point in units

=
360,000/8.70
=
41,380 pairs


Break-even point in revenue
=
   contribution margin  = 8.70/30 = 0.29
                                                                                 360,000/0.29
=
£1,241,379

5.
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Variable costs

Cost of shoes  50,00019.5 £975,000

Salespeople commission 50,000*1.5 75,000

Manager commission 10,000%0.3 3,000 1,053.000
Contribution margin 447,000
Fixed costs 360.000
Operating income £87.000

An alternative approach is 10,000 units x £8.70 = £87,000.




The 0.30 commission is only on sales after the break-even point therefore 10000x0.3
The fixed costs shouldn’t be increased, because the 0.30 is in addition meaning that you have to increase their current commission by 0.30 which has been done above.
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