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Assessment Task
Cost calculations to evaluate the financial viability of a business (Individual activity) (LO4 AS4)

Read the case study below and do the exercises that follow.

Solly has always been an avid soccer fan. He and his father always attended games together. When he grew up, he wanted to do something to promote soccer and to help disadvantaged soccer clubs. He decided that he would start a soccer ball manufacturing business, called Solly’s Soccer Balls. He registered a CC under that name at a cost of R350.00. Then he sat down and did some calculations. He realised that the machinery required to make the balls would cost R150 000. He also realised that he would not be able to transport supplies or make deliveries in his mini, so he would have to buy a bakkie. His cousin agreed to sell him a second-hand Nissan for R40 000. 

To start off with, he decided to make 2 000 soccer balls. He calculated that the supplies to make these balls would cost R10 000. Solly also realised that when starting up a business, you don’t necessarily always cover all your expenses during the first few months. This means that he would have to ensure that he has enough money to carry him until he shows a profit. He quickly calculated how much he would need. His projected calculations were as follows:

Rental in the light industrial business park 
=
R6 000.00 per month

Insurance 




=
R   500.00 per month

Telephone 




=
R   410.00 per month

Water and electricity 



=
R   750.00 per month

Machine operator



=
R3 000.00 per month

Shop assistant 



=
R3 000.00 per month







R13 660.00 per month
He figured that his business would take three months to start showing a profit. Therefore he would need about R40 000 on top of his other start-up costs to cover his expenses. When he added all these start-up costs together, he got to a figure of R240 000. He took his cost calculations and his business plan and approached the Umsobomvu Youth Fund for assistance. They put him in contact with Khula Enterprises, who approved a loan to Solly’s Soccer Balls CC which he would repay at R5 400 per month.

1. Answer the following questions:  
a) Solly calculated the cost for making 2 000 soccer balls at R10 000. Is this statement true or false? Prove your answer. 








[2 marks]

b) Why was it necessary for Solly to include monthly expenses for three months in the amount he needed to borrow to start the business? 






[2 marks]

c) Explain why Solly took his business plan and cost calculations with him when he went to apply for a loan.













[2 marks]

d) Would you call the bakkie and the machinery of the business an expense, a liability or an asset? 











[1mark]

e) What would you call the R13 660 that Solly would have to spend each month? 

[1 mark]











[Total: 8 marks]

2. Calculate Solly’s start-up costs. 






        [10 marks]

3. Explain the meaning of the two types of running costs below and list the fixed costs and variable costs of Solly’s Soccer Balls.
a) Fixed costs (also called overheads)

b) Variable costs
4. Calculate Solly’s running costs. 






       [10 marks]
5. Your break-even point is the number of units you need to sell to recover all the variable and fixed costs. 

Calculate Solly’s break-even point if he decides to sell the soccer balls at R25.00 each. 
6. Solly obviously does not want to simply break even. He wants to make a profit. Explain the following concepts:

a) Gross profit










[1 mark]

b) Net profit










[1 mark]

7. Solly’s Soccer Balls CC manufactures 2 000 balls for the first month. He sells 1 000 balls at R25 per ball. Calculate Solly’s

a) gross profit and 

b) net profit for the first month.

8. Use the figures for costs in the case study and previous questions to solve the following scenarios: 

a) During the second month of operations, Solly sells 1 300 soccer balls at R25 each. Calculate his net profit.










[3 marks]

b) During the third month, Solly pushes up his price in order to increase his profit. He sells the balls for R30 each. Solly manages to sell 980 balls. Does he show a net profit for the third month? Comment on this.









[5 marks]

9. Solly finds out that Premier Soccer Balls in Orlando has a special on soccer balls during this month. He decides to match their price of R20 per ball. He sells 1 450 balls and he thinks that he is having his best month yet. Is this true? Do calculations to prove your answer.                    [5 marks]

Suggested Solutions (LO4 AS4)

	Question number
	Possible marks
	Solution


	1
	8
	a) The statement is false. It is just the supplies that cost R10 000. There are other costs involved that would have to be recovered from the sale of soccer balls, such as rental, salaries and water and electricity. These should form part of what it costs to manufacture each ball. 
       [2 marks]

b) Solly had to include the expenses for three months so that he could keep the business running until it starts showing a profit. Not all businesses start showing a profit when they start out. The business needs to be firmly established. 




       [2 marks]

c) Solly had to prove his start-up costs to the financial institution where he was borrowing the money. He took the business plan to show that he had done his research and that the business was viable. This helps the financial institution make the decision about the risk involved for them.








       [2 marks]

d) They are assets.





       [1 mark]

e) Expenses.




                              [1 mark]



	2
	10
	The total start-up costs are:
Registering a CC

R350

Machinery

R150 000

Vehicle

R40 000

Supplies

R10 000

Monthly expenses for three months

R40 980

Total

R241 330



	3
	8
	a) Fixed costs are the costs that don’t change, no matter how many units are produced in a production line or how much business is done(. These costs include things such as rental and salaries. Solly’s fixed costs are:

Rental(
Insurance(
Repayment of loan(
Telephone and electricity(
Salaries(                                                                                       [6 marks]

b) Variable costs vary depending on how many units are produced and sold and include things such as the leather, bladders and valves needed for the soccer balls.

Solly’s variable costs are the manufacturing supplies.                  [2 marks]



	4
	10
	Solly’s running costs are as follows:

Fixed costs:

Rental


=
R6 000.00 (
Insurance 

=
R   500.00 (
Telephone 

=
R   410.00 (
Water and electricity 
=
R   750.00 (
Salaries

=
R6 000.00 (
Repayment of loan     =
R5 400.00 (




R19 060.00 (
Variable costs             =          R10 000(
Total costs = R19 060 + R10 000(
                   = R29 060(

	5
	5 
	Solly’s total costs = R29 060 to manufacture 2 000 soccer balls.

To calculate the break-even point you divide the total costs by the price you will sell each ball at. (
Total costs ÷ price per unit = R29 060( ÷ R25(
                                           = 1 162.4(
This means that Solly would have to sell 1 162 balls to cover his total costs. (


	6
	2
	a) Gross profit is the total of all the income before any expenses are deducted.                                                                                     [1 mark]

b) Net profit is the profit that is left when all the expenses have been deducted from the total income.                                                  [1 mark]



	7
	5
	a) Gross profit
 = 
Total income
=
R25 000(
b) Net profit
 =
Total income – total expenses(


 =
R25 000 – R29 060(


 =
-R4 060(, therefore a net loss(


	8
	8
	a) Total income = 1 300 x R25 = R32 500(
Net profit
  =
Total income – total expenses



  =
R32 500 – R29 060(


  =
R3 440(                                                    [3 marks]
b) Total income = 980 x R30 = R29 400(
Net profit
  =
Total income – total expenses



  =
R29 400 – R29 060(


  =
R340(
Yes, he does make a profit(. His profit is much lower than the previous month, so it was probably not worthwhile increasing the price. He could have lost clients that way(.                                                           [5 marks]

	9
	5
	Total income   = 1 450 x R20 = R29 000(
Net profit
=
Total income – total expenses



=
R29 000 – R29 060(


=
-R60(, thus a net loss.

No, Solly is not having his best month yet(. He did better in the two previous months. The statement is not true(.                               [5 marks]


















































