SOLUTIONS

MARGINAL COSTING

1C
Total variable cost  		=£(4+5+3+3)  = £15
Contribution per unit		=£20-£15=£5
Total contribution earned	=£5x800=£4,000

[bookmark: _GoBack]2D
Contribution per unit	=(£24÷0.60x0.40)=£16
Breakeven point	=(£720,000÷£16)=45,000 units

3C						     		    £
Marginal costing profit						37,500
Add: fixed costs in closing inventory (350 unitsx£4)		  1,400
Less: fixed costs in opening inventory (100 unitsx£4)	    (400)
						                   _________
Absorption costing profit					38,500
							      __________

4B
Contribution per unit = £(10-6) = £4
						       £
Total contribution (250,000x£4)		1,000,000
Fixed overheads (200,000x£2)		   400,000
						________
Profit						   600,000
						________


5C
There was an increase in inventory in the period; therefore the absorption costing profit is higher than the marginal costing profit (because a larger amount of fixed overhead is carried forward in the closing inventory value)

								   £
Marginal costing profit						72,300
Less: fixed costs in opening inventory (300 unitsx£5)	(1,500)
Add: fixed costs in closing inventory (750 unitsx£5)		3,750
								______
Absorption costing profit					74,550
								______


6B
The marginal cost of a product is the additional cost of producing an extra unit and is therefore the sum of the variable costs.  If the inventory increases over a year, absorption costing profit will be higher than marginal costing profit because an element of fixed cost will be carried forward in closing inventory to be charged against profit in a future period.





7C
Contribution per unit £(60-15-5)			£40
Total fixed costs (£30x2,400)				£72,000
Breakeven point (£72,000÷£40per unit)		1,800 units

8A
Total contribution will increase as sales volume increases, but the contribution per unit will be constant as long as the sales price and variable cost per unit are unchanged.  Overheard is not absorbed to product unit so there is no under/over absorption of overhead.  Marginal costing does provide useful information for decision making because it highlights contribution, which is a relevant cash flow for decision-making purposes.

9C
Budgeted profit=£125,000
Budgeted profit/unit=£1
Therefore budgeted sales=125,000 units
Budgeted fixed costs=125,000 unitsx£4=£500,000
Contribution/unit=£8-£3=£5
Breakeven point=£500,000/£5=100,000 units
Margin of safety=125,000-100,000=25,000units
Margin of safety is normally measured as a percentage of the budgeted sales, which in this case is 25,000/125,000=0.20 or 20%

10C
Breakeven number of units=         fixed costs         .
				Contribution per unit

If the selling price per unit and the variable cost per unit both rise by 10%, then the contribution per unit also rises by 10%

Given no change in fixed costs, the breakeven number of units will therefore decrease

11D
Contribution per unit=£27
Contribution to sales ratio=45%
Selling price=£27÷0.45=£60
Margin of safety in units=£13,500÷£60=225
Breakeven point(BEP)=1,000-225=775 units
At BEP: total contribution=total fixed costs
Total fixed costs=775x£27=£20,925


12C
Contribution per unit (CPU)=£(80-30-10)=£40
Total fixed cost=2,880x£25=£72,000
Breakeven point=£72,000÷£40=1,800 units


13B
Contribution per unit			=0.40x£60=£24
Breakeven point			=£54,000÷£24=2,250 units
Margin of safety			=4,000-2,250=1,750 units



14B
Contribution per unit		=£26-£10=£16
Breakeven point		=£50,000/£16 per unit = 3,125 units   
