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Measurement of profit
Last year, a business made a profit of £150,000. The business sold 180,000 
units. Selling price per unit was £5 and the variable cost per unit was £2. 
Calculate the fixed costs of the business for last year. 

The table below shows some costs relating to a product.

Last year, a business made a profit of £400,000. The business sold 250,000
units. Selling price per unit was £10 and the yearly fixed costs were £250,000. 
Calculate the variable cost per unit for last year. 

Calculate the total variable costs of producing 4 units. 
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Output (Units) Total Costs (£)

0 50
1 70
2 90
3 110
4 130
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Total revenue last year = 180,000 x £5 = £900,000
Total variable costs last year = 180,000 x £2 = £360,000
Profit last year = £150,000
Fixed costs for last year = £900,000 – (£360,000 + £150,000) = £390,000

Fixed costs for last year = £390,000

Variable cost per unit = £70 - £50 = £20
Total variable costs of producing 4 units = 4 x £20 = £80

Total variable costs of producing 4 units = £80

Total revenue last year = 250,000 x £10 = £2,500,000
Total variable costs last year = £2,500,000 – (£400,000 + £250,000) = £1,850,000
Variable cost per unit for last year = £1,850,000 / 250,000 = £7.40

Variable cost per unit for last year = £7.40
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A mobile coffee van charges £2 per cup of coffee and sells, on average, 
500 cups of coffee per week. The owner is considering reducing the price 
per cup by 15%. The owner estimates that the price elasticity of demand 
for a cup of coffee is -2.
Calculate the increase in weekly revenue based on the proposed 
price reduction.

After reducing the price per cup by 15%, the owner of the mobile coffee 
van in question 6, discovered that the actual number of cups of coffee 
sold per week increased to 630.
Calculate, to 2 decimal places, the price elasticity of demand based 
on the above information and the information in question 6.
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Price Elasticity of Demand

Price and Income Elasticity 
of Demand
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Current weekly revenue = 500 x £2 = £1,000
New price = £2 x 0.85 = £1.70
Percentage increase in quantity demanded = -15% x -2 = 30%
New weekly quantity demanded = 500 x 1.3 = 650 cups
New weekly revenue = 650 x £1.70 = £1,105
Increase in weekly revenue = £1,105 - £1,000 = £105

Increase in weekly revenue = £105 

Price decrease = 15%
Percentage increase in quantity demanded =  (630 - 500) / 500 x 100 = 26%
Price elasticity of demand = 26% / -15% = -1.73

Price elasticity of demand = -1.73
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The chart below shows the budgeted and actual income and expenditure 
for a business last year.

Calculate the profit variance last year stating whether it is adverse 
or favourable. 

Last year, a business set an income budget of £80,000 and an expenditure 
budget of £50,000. Actual income was £90,000 and actual expenditure 
was £40,000.
Calculate the profit variance of the business for last year.  
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Analysing Budgets

Expenditure

Income

0 £10,000 £20,000 £30,000 £40,000 £50,000 £60,000 £70,000 £80,000

Actual

Budget
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Profit budget:
£60,000 - £20,000 = £40,000

Actual profit:
£80,000 - £10,000 = £70,000

Profit variance:
£70,000 - £40,000 = £30,000

Profit variance = £30,000 favourable 

Profit budget last year = £80,000 - £50,000 = £30,000
Actual profit last year = £90,000 - £40,000 = £50,000
Profit variance last year = £50,000 - £30,000 = £20,000 favourable

Profit variance last year = £20,000 favourable
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Financial Ratio Analysis

A business has cost of sales of £200,000 and payables of £30,000.
Calculate the payables days of the business.

The table below shows an extract from the company accounts of a 
business.

Calculate the payables days of the business.

A business has a payables days ratio of 36.5 days. The business has cost 
of sales of £150,000.
Calculate the payables of the business.
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Efficiency Ratios - Payables Days

Receivables
Payables

Sales revenue
Gross profit

£2m
£4m
£60m
£20m
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Payables days ratio = (£30,000 / £200,000) x 365 = 54.75 days

Payables days = 54.75 days

Cost of sales = £60m - £20m = £40m
Payables days = (£2m / £40m) x 365 = 18.25 days

Payables days = 18.25 days

Payables = (£150,000 / 365) x 36.5 = £15,000

Payables = £15,000
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Summary Cards

Last year, a business sold 80,000 units, achieving a total contribution of 
£120,000. The selling price per unit was £5.
Calculate the variable cost per unit for last year.

The selling price of a product is £200 per unit. The variable cost per unit  
is £50 and yearly fixed costs are £300,000. The business estimates that 
it will sell 10,000 units this year.
Calculate the estimated monthly profit for this year.

Last year a business produced 500,000 units and had a capacity 
utilisation of 80%.
Calculate the capacity of the business for last year.
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Contribution per unit = £120,000 / 80,000 = £1.50
Variable cost per unit for last year = £5 - £1.50 = £3.50

Variable cost per unit for last year = £3.50

Estimated total revenue this year = £200 x 10,000 = £2,000,000
Estimated total variable costs this year = £50 x 10,000 = £500,000
Estimated total costs this year = £500,000 + £300,000 = £800,000
Estimated yearly profit this year = £2,000,000 - £800,000 = £1,200,000
Estimated monthly profit for this year = £1,200,000 / 12 = £100,000

Estimated monthly profit for this year = £100,000

Capacity for last year = (500,000 / 80) x 100 = 625,000 units

Capacity for last year = 625,000 units


