HEFP Business Studies 2004/05

Part 1 Examination for Business Studies

The exam will be in 2 sections, a series of calculations with supplementary written question; and an essay. Candidates are required to answer all questions.

Question 1

The following costs are estimated for 1 month’s production of Mango computers, by the Future Computer Company.

|Production labour                                       |£14,800                                 |
|Materials used in production                             |£12,000                                 |
|Rent                                                     |£3,500                                 |
|Advertising                                             |£1,200                                 |
|Loan interest                                           |£1,800                                 |
|Administration                                           |£7,500                                 |
|Packaging (used for each computer produced)             |£1,200                                 |

A normal month’s production is 140 computers, which sell for £480 each. However, 150 computers could be made in a month.

Required

        a. Calculate the monthly fixed costs (4 marks)
        b. Calculate the variable costs of producing 1 computer (6 marks)
        c. Calculate the contribution per unit (5 marks)
        d. Calculate the breakeven point for one month (5 marks)
        e. Calculate the annual profit/loss made by the firm. (20 marks)

        f. Two alternative plans are under discussion:
              i. Reduce the price to £450 and sell 150 computers
            ii. Raise the price to £550 and sell 100 computers
          Caluclate the annual profit/loss that would be made under each of the alternative plans.

(20 marks)

        g. Discuss the factors a business should take into account when setting a price for a product. (40 marks)

Question 2

Discuss the advantages and disadvantages of a sole trader forming a limited company   to expand his/her business. (100 marks)
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Indicative content

Question 1

Answer

  a. Monthly fixed costs   - 3,500 + 1,200 + 1,800 + 7,500   = £14,000

  b. Variable cost per unit – 14,800 + 12,000 + 1,200 = 28,000/140
                                                                                        = £200
  c. Contribution per unit – 480 – 200 = £280

  d. Breakeven point – 14,000/280 = 50 computers

  e. Annual profit – [(140 x 280) – 14,000] x 12 = £302,400

  f. Annual profit for (i) [(150 x 250) – 14,000] x 12 = £282,000
      Annual profit for (i) [(100 x 350) – 14,000] x 12 = £252,000

g. Following elements should be included and discussed
    • Costs of production
    • Target market
    • Competition in the marketplace
    • Overall objectives of business, marketing objectives and strategy
    • Product life cycle – where product is currently positioned.

Question 2

Discuss the advantages and disadvantages of a sole trader forming a limited company   to expand his/her business.

Indicative content
    • Identification of key features of sole trader and limited company
    • Share decision making positive and negative
    • More access to funding
    • Share control may lead to conflict
    • Unlimited vs limited liability
    • Personal issues – if family are shareholders
    • Bringing new skills and ideas
    • Workload and stress of sole trader
    • Increase administration – work and costs attached to this
    • Image
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