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Homework 10, Chapter 10
Assignment: This assignment will take a bit of time and will challenge your quantitative skills as you compute contribution per unit and breakeven in units and dollars. All the information you need is in the chapter, and I am here to answer questions should you need help.
Contribution per unit and break-even analysis are two popular and useful metrics for marketing decision making. These analyses are essential to determine if a firm's marketing opportunity will mean a financial profit or loss. As explained in the chapter, contribution per unit is the difference between the price the firm charges for a product and the variable costs. Break-even analysis that includes contribution tells marketers how much must be sold to break even or to earn a desired amount of profit. 
Let us assume that Touch of Beirut Brands is a Los Angeles based producer of Lebanese specialty foods and ingredients. In the past, the firm has marketed primarily through restaurant distributors to small mom-and-pop Lebanese cuisine restaurants around the U.S. But recently they have developed a marketing plan to sell a combination hummus and pita slices packaged product that is ready to eat – sort of like the famous boxed Oscar Meyer Lunchables. They have branded the new product “Hummus-To-Go,” and outlets will be Whole Foods and other supermarkets that stock healthier fare. 
The company plans to use social media to gain buzz around the new product but will also be spending money on advertising and sales promotion through coupons to consumers and price incentives to distributors and retailers. Whole Foods would like to be able to sell the boxes at retail for $4.00. Because the retailer typically requires a 25% markup, Touch of Beirut’s price to the supermarkets will be $3.00 per box. The unit variable costs for the product, including packaging, will be $1.00. Touch of Beirut estimates its advertising and promotion expenses for the first year will be $2,000,000.00. Answer the following questions:
1. What is the contribution per unit for Hummus to Go? Show your work.
Contribution per unit = sale price of 1 unit – variable cost
Sales price is $3.00
variable cost is $1.00
Contribution per unit = $3.00 - $1.00
= $2.00
2. What is the break-even volume for the first year that will cover the planned advertising and promotion (1) in units and (2) in dollars? Show your work.
Break even = fixed cost /contribution
fixed costs = $200,000.00
contribution = $2.00
Break even = 2000,000/2
= 1000,000 units
The break-even volume in dollars is units x sales price
= 1000000 x 3.00
= $3000,000.00
3. How many units of Hummus -to-Go must Touch of Beirut sell to earn a total profit of $1,500,000.00? Show your work.
Total revenue will be 3000000 + 1500000
= $4,500,000
Selling at $3.00 per unit, the number of units will be
Revenue/ sales price
= $4,500,000/$3.00
= 1,500,000 units
4. Based on the above, does this seem like a good business venture to you? Why, or why not?
[bookmark: _GoBack]Based on the above calculation, the venture seems like good business because upon attainment of the breakeven, each additional unit gives a profit of $1.00 while using the same fixed cost.
