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Question One: (4 marks) 

Choose whether each of the following statements is True or False. 

1. To perform cost-volume-profit analysis, a company must be able to separate costs into fixed and variable components. 

True 
2. It is assumed in CVP analysis that the unit selling price, unit variable costs, and unit fixed costs are known and constant. 

False 
3. In CVP analysis, variable costs include direct variable costs, but do not include indirect variable costs. 

False 
4. The selling price per unit is $30, variable cost per unit $20, and fixed cost per unit is $3. When this company operates above the breakeven point, the sale of one more unit will increase net income by $7. 

False 
5. A company with sales of $100,000, variable costs of $70,000, and fixed costs of $50,000 will reach its breakeven point if sales are increased by $20,000. 

False 
6. A company with a high degree of operating leverage is at lesser risk during downturns in the economy. 

False 
7. In multiproduct situations when sales mix shifts toward the product with the lowest contribution margin, the breakeven quantity will decrease. 

False 
8. To calculate the breakeven point in a multi-product situation, one must assume that the sales mix of the various products remains constant. 

True 
Question Two:(6 marks) 

Northenscold Company sells several products. Information of average revenue and costs is as follows: 

Selling price per unit $20.00 

Costs per unit: 

Direct material $4.00 

Direct manufacturing labor $1.60 

Manufacturing variable overhead $0.40 

Selling commission costs $2.00 

Annual total fixed costs $96,000 

Required: Show all detailed computations 

a): The contribution margin per unit is 
VC / Unit = 4+ 1.6+ 2+ 0.4) = 8 
CM/U = 20 – 8 = 12 
b): The number of units that Northenscold’s must sell each year to break even is 
BE Q = 96000 / 12 = 8000 
c): The number of units that Northenscold’s must sell annually to make a profit of $144,000 is: 
Sales required to achieve Target Profit = (96000 + 144000) / 12 = 20000 unit 

Question Three: (3 marks) 

Stephanie’s Bridal Shoppe sells wedding dresses. The average selling price of each dress is $1,000, variable costs percentage is 40%, and fixed costs are $90,000. 

Required: 
a) What is the Bridal Shoppe's operating income when 200 dresses are sold? 

OI = TCM – TFC 
If VC % is 40% then CM% is 60% 
Then: CM u = 1000 X 60% = $600 
When 200 dresses are sold the TCM = 600 X 200 = $120000 
Then OI = TCM – TFC 
= 120,000 – 90,000 = 30,000 
b) How many dresses are sold when operating income is zero? 
When OI is Zero then we are at BE point 
BEQ is 
90,000 / 600 = 150 dress 
Question Four: (8 marks) 

Alex Miller, Inc., sells car batteries to service stations for an average of $30 each. The 

variable cost of each battery is $20 and monthly fixed manufacturing costs total $10,000. 

Other monthly fixed costs of the company total $8,000. 

Required: 
a. What is the breakeven point in batteries? 
BEQ = TFC / CMu 
= (10,000 + 8,000) / (30 – 20) = 1800 unit 
b. What is the margin of safety, assuming sales total $60,000? 
MoS = Sales – Bes 
= 60,000 – (1800 X 30) = $6000 
c. What is the breakeven level in batteries, assuming variable costs increase by 20%? 
New VC = 20 + (20 X 0.20) = 24 
New CMu = 30 – 24 = 6 
New BEQ = (10,000 + 8,000) / 6 = 3000 units 
d. What is the breakeven level in batteries, assuming the selling price goes up by 10%, fixed manufacturing costs decline by 10%, and other fixed costs decline by $100? 
New Sp = 30 + (30 X 0.10) = 33 
New MFC = 10,000 - (10,000 X 0.10) = 9000 
New Other FC = 8,000 – 100 = 7900 
New BEQ = (9000 + 7900) / 13 = 1300 unit 
New CMu = 33- 20 = 13
Question Five :

Bob’s Textile Company sells shirts for men and boys. The average selling price and variable cost for each product are as follows: 

Men’s Boys' 
Selling Price $28.80 Selling Price $24.00 

Variable Cost $20.40 Variable Cost $16.80 

Fixed costs are $38,400. 

Required: 
a. What is the breakeven point in units for each type of shirt, assuming the sales mix is 2:1 in favor of men's shirts? 
CMu for Men’s = 28.8 – 20.4 = 8.4 
CMu for Boys’= 24 – 16.8 = 7.2 
Sales Mix CM = (8.4 X 2) + 7.2 X 1) = 24 
BEq in Packages = 38400 / 24 = 1600 Package 
Mens’ BEQ = 1600 X 2 = 3200 
Boys’ BEQ = 1600 X 1 = 1600 
b. What is the operating income, assuming the sales mix is 2:1 in favor of men's shirts, and sales total 9,000 shirts? 
Total sales is 9000 units 
Of which mens’ shirts = 9000 X (2 ÷ 3) = 6000 
Then, boys shirts are = 9000 – 6000 = 3000 
OI = TCM – TFC 
= (8.4 X 6000) + (7.2 X 3000) – 38400 = 33,600 
