Question 2 A
Requirements

You work for Times Limited as a junior management accountant. 

The board of directors are considering ways to improve the suboptimal performance of an investment in a manufacturing company called BaseZero Products Limited.

As you can see from the table below the directors are considering closing products Y and Z in an effort to improve overall profitability.

[bookmark: _MON_1566745455]You spot that marginal costing would show the results differently and may affect the directors’ decision.


	
	
	X
	Y
	Z 
	Total

	
	
	(£m)
	(£m)
	(£m)
	(£m)

	 Sales
	 
	      16,236.00 
	    10,824.00 
	      7,749.00 
	    34,809.00 

	
	
	 

	Cost of sale
	
	

	 
	Direct Material
	-      5,166.00 
	-     3,444.00 
	-     3,444.00 
	-  12,054.00 

	 
	Direct Labour
	-      5,065.20 
	-     5,115.60 
	-     5,216.40 
	-  15,397.20 

	 
	Fixed Overheads
	-      2,583.00 
	-     2,583.00 
	-     2,583.00 
	-     7,749.00 

	Profit /(Loss)
	 
	        3,421.80 
	-        318.60 
	-     3,494.40 
	-        391.20 




Requirements for Question 2 


i. Use your knowledge of management accounting and marginal costing to calculate the contribution of each product										5 marks

ii. Use your findings from part (a) and appropriate academic references to explain whether the company should stop making product Y.						2 marks

iii. Use your findings from part (a) and appropriate academic references to explain whether the company should stop making product Z. 						2 marks

iv. Discuss how and why marginal costing calculates contribution to pay overheads and why this is useful in evaluating product value to a firm?							3 marks




Question 2
The directors of Thin Air Limited are considering halting the production of 2 of their products that appear to be making no profit. 

The directors are considering stopping production of products B and C.

You spot that management accounting would show the results differently and may affect the directors’ decision.

	

	
	 
	 
	A
	B
	C
	Total
	

	
	
	 
	(£m)
	(£m)
	(£m)
	(£m)
	

	
	Sales
	360
	240
	180
	780
	

	
	 
	
	
	
	
	 
	

	
	Cost of sales
	
	
	
	 
	

	
	 
	Materials
	(120)
	(80)
	(80)
	(280)
	

	
	 
	Labour
	(120)
	(120)
	(120)
	(360)
	

	
	 
	Overheads
	(60)
	(60)
	(60)
	(180)
	

	
	Profit/(loss)
	60
	(20)
	(80)
	(40)
	

	
	
	
	
	
	
	
	



Requirements for Question 2 part (a)


i. Use your knowledge of management accounting to calculate the contribution of each product										5 marks


ii. Use your findings from part (a) and appropriate academic references to explain whether the company should stop making product B.					1 mark


iii. Use your findings from part (a) and appropriate academic references to explain whether the company should stop making product C.				1 mark


iv. Discuss how and why marginal costing calculates contribution to pay overheads and why this is useful in evaluating product value to a firm?				1 mark



