Al12 Cost Accounting (Il)
Chapter 26 Cost-Volume-Profit Analysis

Contribution margin
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Unit contribution margin = Unit selling price — Unit variable costs
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Total contribution margin = Total sales revenue — Total variable costs
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Contribution margin of limiting factor = Unit contribution margin / Unit Limiting factor

Example 12
Suppose BAFS Catering Ltd provides two kinds of lunch boxes, the detailed breakdown of variable costs as follows:

Local Continental
Lunch box Lunch box

S S

Sales prices 20 30
Variable costs:

Direct materials (3) (5)

Direct labour (2) (4)

Overheads (3) (3)

Suppose each direct labour hour costs $20 and only 14,000 direct labour hours are available. The budgeted demands
(in units) for local and continental lunch boxes are 120,000 units and 30,000 units, respectively.

(a)
(b)
(c)
(d)
(e)
(f)
(g)

(a)
(b)
(c)
(d)
(e)
(f)
(g)

Calculate unit contribution margin for local lunch box

Calculate unit contribution margin for continental lunch box

Calculate the limiting factor per unit of local lunch box

Calculate the limiting factor per unit of continental lunch box

Calculate the unit limiting contribution margin of local lunch box

Calculate the unit limiting contribution margin of continental lunch box

Suppose the budgeted demands (in units) for local and continental lunch boxes are 120,000 units and 30,000
units, respectively. State the production quantity of each product which will maximise the total contribution of
BAFS Catering Ltd.




Contribution margin ratio

o . . Unit contribution margin Total contribution margin
Contribution margin ratio(%)= - ) - g 00% = x 100%
Unit sellingprice Total Sales revenue
HKDSE (2013, 6) (Cost-Volume-profit analysis)
Eva Company manufactures stainless steel mailboxes. The budgeted income statement for the year 2014 is as follows:
s

Sales 960,000

Direct material cost (120,000)

Direct labour cost (150,000)

Fixed production overheads (190,000)

Variable production overheads (66,000)

Fixed administrative overheads (57,000)

Net profit 377,000
REQUIRED: (a) Compute the contribution margin ratio (as a percentage) for the mailboxes

(a)

Break-even point calculation methods (% # BLer3t B = &)
Contribution margin method (i§ %% ?j)f’egl}i %)
Inunit (11 & 8 3+ 5)

Break-even point (in units) = Total Fixed costs / Unit contribution margin

Inamount (14 & 11 £33+ )
Break-even point (in dollars) = Break-even point (in units) x Unit selling price

HKDSE (2015, 4) (Cost-Volume-profit analysis)
Peter Company plans to sell 3,000 pairs of shoes at $350 per pair. Relevant financial information is given below:
S

Fixed production overheads 150 000

Fixed selling and administrative expenses 228 000

Direct materials per pair of shoes 45

Direct labour per pair of shoes 55

Variable production overheads per pair of shoes 18

Sales commission per pair of shoes 22

(a) Calculate the contribution margin for each pair of shoes.
(b) Calculate the sales quantity of shoes at the breakeven point.
(b) Calculate the sales amount of shoes at the breakeven point.

(a)

(b)

(c)




Contribution margin ratio method (i¥ %% ?,’)lfic- F3tE )
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Break-even point (in dollars) = Total Fixed costs / Contribution margin ratio

HKDSE (2013, 6) (Cost-Volume-profit analysis)
Eva Company manufactures stainless steel mailboxes. The budgeted income statement for the year 2014 is as follows:
$

Sales 960,000

Direct material cost (120,000)

Direct labour cost (150,000)

Fixed production overheads (190,000)

Variable production overheads (66,000)

Fixed administrative overheads (57,000)

(a) Compute the contribution margin ratio (as a percentage) for the mailboxes
(b) Compute the breakeven sales of the mailboxes for 2014.

(a)

Target profit analysis (P 1] & 17)

Units sold = Fixed costs+ Target net profit

Sales revenue = Fixed costs+ Target net profit

Unit Contribution margin Contribution margin ratio
HKDSE (2013, 6) (Cost-Volume-profit analysis)
Eva Company manufactures stainless steel mailboxes. The budgeted income statement for the year 2014 is as follows:
$

Sales 960,000

Direct material cost (120,000)

Direct labour cost (150,000)

Fixed production overheads (190,000)

Variable production overheads (66,000)

Fixed administrative overheads (57,000)

REQUIRED:
(a) Compute the contribution margin ratio (as a percentage) for the mailboxes
(b) How much sales revenue does Eva Company have to earn in order to achieve a target profit of $403,000?

(a)




Margin of safety (% > ¥ %)
Inamount (' & 1! £33+ ¥)

Margin of safety (in revenue) = Actual/Budgeted sales revenue — Break-even sales revenue

Inunit (178 1 E +3+5)

Margin of safety (in unit) = Actual/Budgeted sales unit — Break-even sales unit

Margin of safety ratio (¥ > i % &)
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Margin of safety (in units) o, _ Margin of safety (in $)

- — X o = - x 100%
Actual/Budgetedsales (in units) Actual/Budgetedsales(in $)

Margin of safety ratio (%) =

Classwork 8
1 Eggplant Ltd produces and sells a single product. The costs per unit are as follows:
Direct materials $100
Direct labour $60
Variable manufacturing overheads S10
Fixed manufacturing overheads $8.5
Variable non-manufacturing overheads $20
Fixed non-manufacturing overheads sS4

Fixed costs for the year amount to $1,000,000. The budgeted sales volume is 80,000 units and the selling price is
$280 per unit.

(a) Calculate: (i) Contribution margin ratio, (ii) Break-even sales revenue and (iii) Margin of safety ratio

(a) (i)

(ii)

(iiif)




