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Understanding the financial aspects of manufacturing and selling tables is
crucial for business success. When a table manufacturing company sets a
selling price of $18.00 per unit and has a variable cost of $9.00, it creates
a foundation for analyzing profitability, cost management, and strategic
decision-making. This article provides a comprehensive overview of key
concepts such as contribution margin, break-even analysis, profit planning,
and the importance of cost control, all within the context of these specific
figures.

Fundamentals of Cost and Pricing in Table
Manufacturing

Sales Price and Variable Cost Defined

The selling price per unit is the amount charged to customers for each table
sold. In this case, the price is $18.00. The variable cost per unit includes
costs that vary directly with production volume-such as raw materials, direct
labor, and manufacturing supplies—and is set at $9.00 per table.

Understanding the relationship between these figures is essential for
assessing profitability. The difference between the selling price and

variable cost per unit is known as the contribution margin, which directly
contributes to covering fixed costs and generating profit.

Contribution Margin per Unit

- Contribution Margin (CM):

CM = Selling Price - Variable Cost
CM = $18.00 - $9.00 = $9.00
- Significance:

The contribution margin indicates that for each table sold, $9.00 contributes
toward covering fixed costs and profit. It’s a critical metric for decision-
making and financial analysis.



Analyzing Profitability and Break-Even Point

Fixed Costs and Their Role

While variable costs fluctuate with production volume, fixed costs remain
constant regardless of output level. Examples include factory rent, salaries
of management, depreciation, and insurance. To perform a thorough analysis,
the company must know its total fixed costs.

Calculating the Break-Even Point

The break-even point is where total revenue equals total costs, resulting in
zero profit. It is calculated as:

- Break-Even Volume (Units) = Fixed Costs / Contribution Margin per Unit
Suppose the fixed costs are $90,000 annually; then:
- Break-Even Units = $90,000 / $9.00 = 10,000 tables

This means the company must sell 10,000 tables to cover all fixed and
variable costs, with no profit or loss.

Profit at Different Sales Levels

Once the break-even point is established, the company can analyze profit at
various sales volumes:

- Profit = (Contribution Margin per Unit x Number of Units Sold) - Fixed
Costs

For example, selling 12,000 tables:
- Profit = ($9.00 x 12,000) - $90,000 = $108,000 - $90,000 = $18,000

This demonstrates how increased sales impact profitability.

Strategic Pricing and Cost Management



Pricing Strategies Based on Cost Analysis

The company's current selling price allows for a healthy contribution margin.
However, strategic pricing decisions can optimize profits:

- Cost-Plus Pricing:
Adding a desired profit margin to variable costs.

- Value-Based Pricing:
Setting prices based on customer perceived value.

- Competitive Pricing:
Considering competitor prices to stay competitive.

Cost Reduction Initiatives

Reducing variable costs directly increases contribution margin, leading to
higher profits or lower break-even points. Strategies include:

- Negotiating better raw material prices
- Improving manufacturing efficiency

- Automating processes to reduce labor costs
- Sourcing cheaper suppliers

Impact of Cost Variations

Any changes in variable costs or fixed costs will influence overall
profitability:

- Increase in Variable Cost:
Reduces contribution margin, requiring higher sales volume to break even.

- Decrease in Fixed Costs:
Lowers the break-even point, making profitability easier to achieve.

Financial Metrics and Decision-Making

Margin of Safety

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



- Margin of Safety (Units) = Actual or Budgeted Sales - Break-Even Sales

- Margin of Safety (%) = (Actual or Budgeted Sales - Break-Even Sales) /
Actual or Budgeted Sales x 100

A higher margin of safety suggests lower risk.

Profitability Ratios

- Contribution Margin Ratio:
CM Ratio = Contribution Margin / Selling Price = $9.00 / $18.00 = 0.5 or 50%

- Net Profit Margin:
Depends on total fixed costs and total sales, providing insight into overall
profitability.

How to Use Cost and Price Data for Business
Planning

Forecasting and Budgeting

Using the known selling price and costs, the company can forecast revenues
and profits for different sales scenarios, aiding in budgeting and strategic
planning.

Decision-Making Scenarios

- Should the company lower prices to increase sales volume?
- Is it profitable to introduce a new product line?
- What is the impact of increasing fixed costs?

Product Line and Market Expansion

Analyzing contribution margins helps determine whether expanding production
or entering new markets is financially viable.

Conclusion: Leveraging Cost and Price Data for



Success

The relationship between the selling price of $18.00 per table and the
variable cost of $9.00 provides a solid foundation for analyzing the
profitability of a table manufacturing business. The $9.00 contribution
margin per unit indicates healthy potential for profit, especially if fixed
costs are managed effectively. Strategic pricing, cost control, and sales
volume management are essential to maximize profitability and ensure business
sustainability.

By understanding these fundamental financial metrics and applying them
thoughtfully, a table manufacturing company can make informed decisions,
optimize operations, and achieve long-term success in a competitive
marketplace. Whether scaling production, adjusting prices, or controlling
costs, these insights enable a proactive approach to business management that
aligns with financial goals and market demands.

Frequently Asked Questions

What is the contribution margin per table for the
company?

The contribution margin per table is $9.00, calculated as selling price
($18.00) minus variable cost ($9.00).

How many tables does the company need to sell to
break even?

To find the break-even point in units, divide fixed costs by the contribution
margin per unit. For example, if fixed costs are $36,000, break-even units =
$36,000 / $9.00 = 4,000 tables.

What is the profit margin per table?

The profit margin per table is 50%, calculated as (selling price - variable
cost) / selling price = ($18.00 - $9.00)/$18.00 = 0.5 or 50%.

If the company wants to increase profit, should they
consider raising the selling price?

Yes, increasing the selling price while maintaining the same variable costs
can improve profit margins, provided it doesn't negatively affect sales
volume.



What is the contribution margin ratio for each
table?

The contribution margin ratio is 50%, calculated as contribution margin
($9.00) divided by selling price ($18.00).

How does the variable cost impact the profitability
of each table?

Variable cost directly affects the contribution margin; lower variable costs
increase the contribution margin and overall profitability.

What strategies can the company adopt to reduce
variable costs?

They can negotiate better supplier deals, improve manufacturing efficiency,
or source cheaper materials to lower variable costs per unit.

How does the selling price compare to the variable
cost in terms of profitability?

Since the selling price ($18.00) is double the variable cost ($9.00), the
company enjoys a healthy contribution margin, supporting profitability and
covering fixed costs.

What is the significance of the contribution margin
in decision-making for the company?

The contribution margin helps determine pricing, cost control, and sales
targets, ensuring the company remains profitable and competitive.

Additional Resources

For A Table Manufacturing Company, Selling Price For A Table Is $18.00 Per
Unit, Variable Cost Is $9.00

In the competitive landscape of furniture manufacturing, understanding the
fundamental financial metrics of production is crucial for sustainable growth
and profitability. For a table manufacturing company, where each unit sells
for $18.00 and incurs a variable cost of $9.00, these figures are more than
just numbers—they are the foundation for strategic decision-making. This
article delves into the significance of these figures, exploring concepts
such as contribution margin, break-even analysis, cost-volume-profit (CVP)
analysis, and pricing strategies to help manufacturers navigate their
financial landscape effectively.



The Basics: Selling Price and Variable Cost

At the core of any manufacturing enterprise are two pivotal figures: the
selling price per unit and the variable cost per unit.

Selling Price Per Unit: $18.00

This is the amount charged to customers for each table sold. It represents
the market's valuation of the product, factoring in production costs,
competition, perceived value, and the company's pricing strategy.

Variable Cost Per Unit: $9.00

Variable costs are expenses that fluctuate directly with the production
volume. For a table manufacturer, these typically include raw materials
(wood, screws, paint), direct labor, and other costs that vary with each unit
produced.

Implication of the Price-Cost Relationship

The difference between the selling price and variable cost per unit-here,
$9.00—-1is known as the contribution margin per unit. This figure indicates how

much revenue from each sale contributes toward covering fixed costs and
generating profit.

Contribution Margin: The Heart of Profitability

Understanding Contribution Margin

Contribution margin (CM) is a vital metric that measures the amount remaining
from sales revenue after subtracting variable costs. It directly contributes

to covering fixed costs and, beyond that, to profit.

Calculation

- Contribution Margin per Unit
- CM per Unit = $18.00 - $9.00

Selling Price - Variable Cost
$9.00

Significance

- The contribution margin per unit helps determine how many units need to be
sold to cover fixed costs.

- A higher contribution margin indicates more profit potential per unit sold.

Contribution Margin Ratio

To understand profitability relative to sales, the contribution margin ratio



is calculated:

- CM Ratio
- CM Ratio

Contribution Margin / Selling Price
$9.00 / $18.00 = 0.5 or 50%

This means that for every dollar of sales, $0.50 contributes toward fixed
costs and profit.

Break-Even Analysis: Knowing the Minimum Sales Required

What is Break-Even Point?

The break-even point (BEP) is the level of sales at which total revenues
equal total costs, resulting in zero profit. Understanding the BEP helps
managers set sales targets and evaluate the viability of products.
Calculating the Break-Even Point

To compute the number of units needed to break even:

- Fixed Costs / Contribution Margin per Unit

Suppose the company has fixed costs of $90,000 annually. Then:

- BEP Units = $90,000 / $9.00 = 10,000 units

Implication

The company must sell at least 10,000 tables annually to cover all fixed
costs. Any sales beyond this point generate profit.

Cost-Volume-Profit (CVP) Analysis: Strategic Decision-Making
Understanding CVP

CVP analysis examines how changes in sales volume, costs, and prices impact
profit. Given the fixed and variable costs, it enables companies to simulate
different scenarios.

Key Components

- Selling Price per Unit: $18.00

- Variable Cost per Unit: $9.00

- Fixed Costs: Assumed at $90,000 for illustration
- Contribution Margin per Unit: $9.00

Analyzing Different Scenarios



1. Increasing the Selling Price

- If the company raises the price to $20.00, with the same variable cost, the
contribution margin becomes $11.00, increasing profitability.

2. Reducing Variable Costs

- Negotiating supplier deals to lower variable costs to $8.00 increases the
contribution margin to $12.00.

3. Adjusting Fixed Costs

- Investing in automation might reduce fixed costs, lowering the break-even
point.

Break-Even Units with New Scenarios

- Price at $20.00:

- BEP Units = $90,000 / ($20.00 - Variable Cost)
- Assuming variable cost remains at $9.00:

- BEP Units = $90,000 / $11.00 = 8,182 units

Pricing Strategies: Maximizing Profitability

1. Cost-Based Pricing

Adding a markup to variable costs to ensure a profit margin.
For instance, with a 50% markup:

Selling Price = $9.00 + (50% of $9.00) = $13.50

However, since the current price is $18.00, the company has room for
strategic price adjustments.

2. Value-Based Pricing

- Pricing based on perceived value rather than cost.

- If customers perceive higher value, premium pricing can be justified,
increasing the contribution margin.

3. Competitive Pricing

- Setting prices in line with competitors to maintain market share.

4. Penetration vs. Skimming



- Penetration Pricing: Lower initial prices to gain market share.
- Price Skimming: Higher initial prices targeting early adopters, then
lowering over time.

Given the current price of $18.00, the company must balance competitive
positioning with profitability goals.

Managing Costs for Better Margins

Reducing Variable Costs

- Negotiate better raw material prices.

- Optimize manufacturing processes to reduce waste.
- Automate labor-intensive tasks.

Controlling Fixed Costs

- Streamline operations to minimize fixed expenses.
- Invest in efficiency-enhancing technologies.

Product Differentiation

- Adding features or design elements that justify higher prices.
- Building brand loyalty to command premium prices.

Profit Planning and Forecasting

Using the figures provided, the company can develop sales targets and profit
forecasts:

- To achieve a target profit, say $45,000:

- Total Contribution Margin Needed Fixed Costs + Target Profit = $90,000 +

$45,000 = $135,000

- Units to Sell = $135,000 / $9.00

15,000 units

- This helps in setting sales quotas and identifying necessary marketing
efforts.

Conclusion: The Bigger Picture

Understanding that each table sold for $18.00 with a variable cost of $9.00
provides a clear window into the company's financial health. The contribution
margin of $9.00 per unit underscores the importance of controlling costs and



setting strategic prices. By leveraging tools like break-even analysis and
CVP insights, the company can make informed decisions—whether it's adjusting
prices, reducing costs, or exploring new markets.

In a competitive industry, such financial literacy is vital. It helps
manufacturers not only survive but thrive by ensuring that every sale
contributes meaningfully to the bottom line. As market dynamics evolve,
maintaining a keen eye on these fundamental metrics will remain central to
the company's growth and profitability strategies.

In summary:

- The current selling price per table is $18.00.

- Variable costs amount to $9.00 per unit.

- Each sale generates a contribution margin of $9.00, representing 50% of
sales.

- The break-even point is approximately 10,000 units, assuming fixed costs of
$90,000.

- Strategic adjustments in pricing, costs, and sales volume can significantly
impact profitability.

- A thorough understanding of these metrics empowers the company to navigate
market challenges and capitalize on growth opportunities effectively.
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