Utama Bhd Wants To Make A Profit Of RM30,000. It
Has Variable Costs Of RM99 Per Unit And Fixed
Costs

Utama Bhd Wants To Make A Profit Of RM30,000. It Has Variable Costs Of RM99 Per Unit And Fixed
Costs. This scenario presents an interesting case for understanding the fundamentals of cost-volume-profit
(CVP) analysis, a critical component in managerial accounting. For Utama Bhd, achieving a profit target
involves comprehensively analyzing costs, setting appropriate sales volumes, and understanding how
different factors influence profitability. In this article, we delve into the key concepts and calculations
necessary for Utama Bhd to determine its required sales volume, explore strategies to optimize profit
margins, and understand the broader implications of cost management in a competitive business

environment.

Understanding Fixed and Variable Costs

Variable Costs Explained

Variable costs are expenses that fluctuate directly with the level of production or sales volume. In the case
of Utama Bhd, the variable cost per unit is RM99. This means that for each unit produced or sold, the
company incurs an additional RM99 in costs. Examples of variable costs include raw materials, direct labor,

and packaging expenses.

Fixed Costs Defined

Fixed costs are expenses that remain constant regardless of the volume of production or sales within a
relevant range. These costs are incurred even when the company produces zero units. For Utama Bhd,
fixed costs might include rent, salaries of permanent staff, depreciation, and insurance. Understanding fixed

costs is crucial because they set the baseline that the company must cover through its sales.

Calculating the Break-Even Point



What Is the Break-Even Point?

The break-even point (BEP) is the level of sales at which total revenues equal total costs, resulting in zero
profit. Determining the BEP helps Utama Bhd understand the minimum sales volume needed to avoid

losses.

Break-Even Formula

The basic formula for the break-even point in units is:

\[ \text{Break-Even Units} = \frac{\text{Fixed Costs}}{\text{Selling Price Per Unit} - \text{Variable Cost
Per Unit}} \]

To use this formula, Utama Bhd must know its fixed costs and the selling price per unit. Suppose Utama

Bhd's fixed costs are RM 150,000, and its selling price per unit is RM200. The calculation would be:

\[ \text{Break-Even Units} = \frac{150,000}{200 - 99} = \frac{150,000}{101} \approx 1,485 \text{ units} \]

This means Utama Bhd needs to sell approximately 1,485 units to cover all costs.

Determining the Required Sales Volume for RM30,000 Profit

Profit Planning Formula

To achieve a specific profit target, such as RM30,000, Utama Bhd can modify the formula:

\[ \text{Required Units} = \frac{\text{Fixed Costs} + \text{Target Profit}}{\text{Contribution Margin Per
Unit}} \]

Where:

- Contribution Margin Per Unit = Selling Price - Variable Cost

- Fixed Costs are known

Assuming the same fixed costs of RM 150,000 and a selling price of RM200, the calculation is:
\[ \text{Contribution Margin} = 200 - 99 = RM101 \]

\[ \text{Required Units} = \frac{150,000 + 30,000}{101} = \frac{180,000}{101} \approx 1,782 \text{ units} \]

Therefore, Utama Bhd must sell approximately 1,782 units to attain a RM30,000 profit.



Implications of Cost Structure and Pricing Strategies

Impact of Variable Costs

Reducing variable costs per unit can significantly lower the required sales volume to reach profit targets.
For example, if Utama Bhd can negotiate better raw material prices or improve operational efficiencies to
decrease variable costs from RM99 to RM90, the contribution margin increases, reducing the needed sales

volume.

Pricing Strategies

Pricing plays a vital role in achieving profit goals. Utama Bhd must consider market demand, competitor
pricing, and perceived value when setting its selling price. An increase in selling price enhances the

contribution margin, thereby decreasing the number of units needed to reach RM30,000 profit.

Additional Considerations in Profit Planning

Margin of Safety

The margin of safety indicates how much sales can drop before the company reaches its break-even point.

For Utama Bhd, understanding this margin helps in risk assessment and strategic planning.

Sensitivity Analysis

Analyzing how changes in costs, prices, or fixed costs affect profit outcomes allows Utama Bhd to prepare

for various scenarios and make informed decisions.

Strategies to Achieve Profit Goals Efficiently

1. Cost Reduction: Optimize supply chain, renegotiate supplier contracts, or improve operational

efficiencies to lower variable and fixed costs.
2. Enhance Value Proposition: Differentiate products or services to justify higher prices.

3. Increase Sales Volume: Implement marketing campaigns, expand distribution channels, or develop



new markets.

4. Adjust Pricing: Use dynamic pricing strategies based on market conditions to maximize contribution

margins.

Conclusion

Achieving a profit of RM30,000 requires Utama Bhd to carefully analyze its cost structure, set appropriate
pricing, and plan sales volumes accordingly. By understanding fixed and variable costs, calculating the
break-even point, and applying profit planning formulas, the company can develop effective strategies to
reach its financial targets. Continuous monitoring and adjusting of costs, prices, and sales strategies are
essential for maintaining profitability in a competitive environment. With diligent planning and strategic
decision-making, Utama Bhd can successfully attain its profit objectives while managing risks and

optimizing operational efficiency.

Frequently Asked Questions

What is the target profit Utama Bhd aims to achieve?

Utama Bhd aims to make a profit of RM30,000.

How are variable costs per unit for Utama Bhd calculated, and what are
they?

Variable costs per unit are costs that change with production volume; for Utama Bhd, they are RM99 per

unit.

What additional information is needed to determine the selling price per
unit for Utama Bhd?

The fixed costs and the number of units to be sold are needed to calculate the selling price per unit to
achieve the RM30,000 profit target.

How can Utama Bhd determine the required sales volume to meet its
profit goal?

By using the contribution margin per unit (selling price minus variable cost) and fixed costs, Utama Bhd

can calculate the sales volume needed to attain RM30,000 profit.



‘What role do fixed costs play in Utama Bhd's profit planning?

Fixed costs are expenses that do not change with production volume; they must be covered first before
achieving the desired profit of RM30,000.

Why is understanding the contribution margin important for Utama
Bhd’s profitability analysis?

The contribution margin indicates how much each unit contributes to covering fixed costs and profit,

helping Utama Bhd set sales targets and pricing strategies.

Additional Resources

Utama Bhd Wants To Make A Profit Of RM30,000. It Has Variable Costs Of RM99 Per Unit And Fixed
Costs

Introduction

In the competitive landscape of manufacturing and service industries, understanding cost structures and
profit goals is fundamental for business success. Utama Bhd, a company operating within this sphere, has set
an ambitious target: to realize a profit of RM30,000. To achieve this, the company must carefully analyze its
fixed and variable costs, determine appropriate sales volumes, and strategize accordingly. This article delves
into the financial intricacies of Utama Bhd’s objectives, exploring how its cost components influence its

profit planning and decision-making process.

The Financial Objective: Achieving a RM30,000 Profit

At the core of Utama Bhd’s financial planning lies a clear profit goal: RM30,000. This target guides
operational decisions, pricing strategies, and sales volume projections. To comprehend what it takes to reach
this goal, it is essential to understand the company's cost structure, specifically its variable costs per unit and
fixed costs.

Why is Profit Planning Critical?

Profit planning is not merely about setting sales targets; it involves a detailed analysis of costs, revenues,
and market conditions. For Utama Bhd, the goal of RM30,000 profit entails:

- Covering all fixed costs.



- Covering variable costs associated with each unit sold.

- Generating enough sales revenue to surpass total costs by RM30,000.

This process becomes an exercise in cost-volume-profit (CVP) analysis, which helps determine the required

sales volume to meet profit objectives.

Understanding Cost Components: Fixed and Variable Costs

A clear grasp of the company's cost structure is pivotal. The two primary categories are variable costs,

which fluctuate with production volume, and fixed costs, which remain constant regardless of output.

Variable Costs of RM99 Per Unit

Variable costs are expenses directly associated with the production of each unit. For Utama Bhd, this is
RM99 per unit. These costs might include raw materials, direct labor, and other expenses that vary with

production volume.

Implications of Variable Costs:

- As sales increase, variable costs increase proportionally.

- Cost control at the unit level influences overall profitability.

- Price setting must consider variable costs to ensure contribution margins.

Fixed Costs

While the specific fixed cost amount isn't provided in the initial data, understanding fixed costs is crucial.
Fixed costs include expenses such as rent, salaries of administrative staff, depreciation, and other overheads
that do not vary directly with production volume.

Significance of Fixed Costs:

- Fixed costs must be covered before profit can be realized.

- They impact the break-even point—the sales volume needed to cover all costs.

- Managing fixed costs is essential for maintaining profitability, especially when sales fluctuate.

Break-Even Analysis: The Foundation for Profit Planning

To determine the necessary sales volume to achieve a profit of RM30,000, Utama Bhd must first

understand its break-even point—the point where total revenue equals total costs.



Calculating the Contribution Margin Per Unit

The contribution margin per unit is calculated as:

Contribution Margin = Selling Price per Unit - Variable Cost per Unit

Since the selling price per unit isn't specified, the analysis will focus on the general formulas, emphasizing

that the contribution margin must cover fixed costs and profit.

Break-Even Point in Units

The formula for the break-even point in units is:

Break-Even Units = Fixed Costs / Contribution Margin per Unit

Once the fixed costs are known, this formula helps determine how many units need to be sold to cover all

costs.

Adjusting for Target Profit

To incorporate the desired profit of RM30,000, the required sales volume in units becomes:

Required Units = (Fixed Costs + Target Profit) / Contribution Margin per Unit

This calculation provides the sales target in units that Utama Bhd must meet to achieve its profit goal.

Financial Strategies for Achieving the RM30,000 Profit

Given the cost structure, Utama Bhd can employ several strategies to meet its profit target:

1. Price Adjustment

- Increasing the selling price per unit directly raises the contribution margin, reducing required sales
volume.

- Price elasticity and market demand must be considered to prevent losing sales.

2. Cost Reduction

- Lowering variable costs below RM99 per unit enhances contribution margin.

- Negotiating better raw material prices or improving operational efficiency can contribute to cost savings.



3. Increasing Sales Volume

- Expanding market reach and marketing efforts can boost sales.

- However, increased sales must be managed carefully to ensure fixed costs are covered and profit margins
maintained.

4. Fixed Cost Management

- Reducing fixed costs can lower the break-even point.

- This might involve renegotiating leases, optimizing staffing, or streamlining administrative expenses.

Practical Example: Hypothetical Calculations

Suppose Utama Bhd's fixed costs are RM50,000, and the selling price per unit is RM150. The analysis would

proceed as follows:

- Contribution Margin per unit = RM150 - RM99 = RM51

- Units to break-even = RM50,000 / RM51 = 981 units

- Units needed for RM30,000 profit = (RM50,000 + RM30,000) / RM51 = 1,569 units

This simplified model illustrates that increasing the selling price or reducing costs could lower the required

sales volume.

Challenges and Considerations

While theoretical calculations provide a roadmap, real-world factors influence outcomes:
- Market competition may limit pricing power.

- Variable costs may fluctuate due to supply chain variability.

- Fixed costs may increase with expansion.

- Demand elasticity could impact sales volume.

Utama Bhd must continuously monitor these factors and adapt strategies accordingly.

Conclusion

Achieving a profit of RM30,000 with variable costs of RM99 per unit and fixed costs involves a nuanced



understanding of cost structures, pricing strategies, and sales volumes. Through meticulous CVP analysis
and strategic decision-making, Utama Bhd can identify the necessary sales targets and operational
adjustments needed to meet its financial objectives. While the challenge is complex, a disciplined approach
to managing costs and optimizing revenues can enable the company to realize its profit goals and sustain

long-term growth.

Final Thoughts

Cost analysis and profit planning remain vital tools for businesses like Utama Bhd. As market dynamics
evolve, flexibility and proactive management will determine success in hitting profit targets. Future
considerations should include detailed cost breakdowns, competitive analysis, and scenario planning to

navigate uncertainties effectively.

Note: For precise calculations and tailored strategies, actual fixed cost figures and market data are necessary.

This analysis serves as a conceptual framework based on the provided information.
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