Marginal costing and break-even analysis
Solution to student exercise – 1

ACME Toy Trading Company
Contribution = (30.60/1.20) – (9.20 + 4.40 + 3.10) = 8.80
Break-even (B/E) = 96,800/8.80 = 11,000
Margin of safety = 25,000 – 11,000 = 14,000
Profit Volume ratio = (8.80/ 25.50) x 100 = 34.5%
Profit at full capacity = (25,000 –11,000) x 8.80 = 123,200
Units to generate 35,200 profit = (35,200 / 8.80) = 15,000 (11,000 B/E+ 4,000 x contribution)
Profit and loss account for sales of 20,000
	
	£
	£

	Sales (20,000 x 25.50)
	
	510,000

	Cost of sales:
	
	

	Opening stock
	0
	

	Purchases (25,000 x 16.70)
	417,500
	

	
	417,500
	

	Less closing stock (5,000 x 16.70)
	83,500
	334,000

	
	
	176,000

	Less fixed costs
	
	96,800

	Profit
	
	79,200
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