Question 2
· 
· Hanns.G manufactures  three products X, Y and Z of which products X and Z are making a profit, but Y has been losing money for some time and management are considering whether to drop it.  
· 
· The most recent results for the last month are as follows:
· 
· Product		X		Y		Z		Total
· 		        	£000		£000		£000	            £000
· Sales Income		70		  95		   130		    295
· Total costs		48		  98		    97		    243
· Profit or loss		22		  (3)		     33	                 52

Question
Should the directors drop product Y or not?  Give reasons for your decision.
  Further information to consider:  On investigation by the accountant it is determined that fixed costs for the company are £62,000
 Variable Costs for each unit are as follows:  												Product X	£35
	 						Product Y	£86
							Product Z	£80

Question 2 Solution
Product		X		Y		Z	 	Total
				£000	  	 £000	    	 £000	  	£000
Sales			70	       	95		130	    	295
Less V/C		35		86		 80	    	201
Contribution		35		9		 50 	      	  94		
Less F/C							   	  62
Profit							      	     	  32
Contribution without Product Y
Product			X		Z		Total
			    		£000	     	£000	     	 £000
Sales				70	       	130		   200
Less V/C			35		 80		   115
Contribution			35		 50		     85		
Less F/C							     62
Profit						      	                23


