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[bookmark: _Toc107596550]Task 1
[bookmark: _Toc107596551]Introduction
In this report, a proper idea of marginal costing method and absorption costing method is explained. 
[bookmark: _Toc107596552]a) Preparing a marginal cost statement for each product
For calculating the marginal cost statement of each products the revenues and different costs are to be divided by the quantities sold. 
	Particulars 
	Wheelchairs 
	Hoists
	Mobile Beds
	Total

	Revenue 
	8800
	7300
	10600
	26700

	Less Variable Costs:

	Material 
	4180
	4905
	5390
	14475

	Labour
	1470
	2535
	2760
	6765

	Other variable expenses
	320.68
	69.85
	80.52
	471.05

	Contribution margin 
	2829.2
	(209.85)
	2369.48
	4988.95

	Fixed overhead
	2142.32
	1777.15
	2580.52
	6500

	Profit / Loss
	687
	(1987)
	(211.04)
	(1511.05)



Contribution margin is the aggregate amount of revenue left after deducting the variable cost of any product to cover the fixed cost overhead. To calculate the contribution margin of each of the product mentioned above, all types of variable costs are deducted from the total amount of revenue (Cooper, 2015). After calculation of the contribution margin the fixed cost overhead is deducted from it to calculate the profit or loss of the products. Since the variable cost is used based on the quantity of the product, the direct manufacturing cost of each products can be calculated by identifying the contribution margin. 
The fixed cost overhead cannot be reduced because fixed cost remains same whether the production quantity is increased or decreased. Calculating contribution margin is important to identify how much each product require to cover up the fixed cost overhead and other indirect costs of production. So, because of higher fixed cost of each product the marginal statement of each product shows loss in December 2021. 
[bookmark: _Toc107596553]b) Preparing a Marginal Costing Statement showing the results if MSG stops making Hoists.
If MSG stops making Hoist the organisation’s marginal cost will not reduce significantly. Since the organisation has to pay for its fixed expenses, production of Hoists will help to minimize the marginal costing. Here, a marginal costing statement is prepared showing the results if MSG stops making hoists:
	Particulars 
	Wheelchairs 
	Mobile Beds
	Total

	Revenue 
	8800
	10600
	19400

	Less: Variable costs
	
	
	

	Material 
	4180
	5390
	9570

	Labour
	1470
	2760
	4230

	Other variable expenses
	320.68
	80.52
	401.2

	Contribution margin 
	2829.2
	2369.48
	5198.8

	Fixed overhead
	2142.32
	2580.52
	4722.84

	Profit / Loss
	687
	(211.04)
	475.96



When the organisation produced all the three products the overall monthly contribution margin was £4988.95. When the organisation avoids producing Hoists the contribution margin increases to £5198.8. That means contribution margin increases by (£5198.8 - £4988.95) = £209.85; the MSG gets more amount as contribution margin to cover up the fixed cost overhead of the organisation which is £4722.84. Previously MSG had a net loss of £1511.05 in the month December. But after avoiding producing Hoists, the organisation could earn a profit of £475.96. That means, not producing Hoists is profitable for the organisation and because of Hoist production’s higher fixed over head cost; the organisation had to face an overall monthly loss (Braun, Tietz and Beaubien, 2019). With higher amount of contribution margin, MSG can overcome the monthly fixed cost and also earn certain amount of profit. 
Considering the above calculation of contribution margin and profit rate, it is advised that the organisation should stop producing Hoists. Though by stopping Hoist production, the organisation will lose some revenue but it will not have to face any loss in month. 


[bookmark: _Toc107596554]c) Preparing a Marginal Costing Statement showing the results if MSG stops making Mobile Beds
	Particulars 
	Wheelchairs 
	Hoists
	Total

	Revenue 
	8800
	7300
	16100

	Less: Variable costs 
	
	
	

	Material 
	4180
	4905
	9085

	Labour
	1470
	2535
	4005

	Other variable expenses
	320.68
	69.85
	390.53

	Contribution margin 
	2829.2
	(209.85)
	2619.47

	Fixed overhead
	2142.32
	1777.15
	3919.47

	Profit / Loss
	687
	(1987)
	(1300)


Following the table, when the organisation stops producing Mobile Beds the contribution margin reduces to £2619.47. Previously, MSG had a monthly contribution margin of £4988.95. By stopping the production of Mobile Beds the contribution margin reduces by £2369.48. Also, the fixed cost is reduced to £3919.47. This leads reduction in the profit margin to £1300. When the organisation produced all the three products, MSG faced a loss of £1511.05. After stopping the production of Mobile Beds the net loss is £1300. So, there is not much differences in the loss; the difference is only £211.05. 
So, considering the contribution calculation and the net loss calculation, the organisation should not stop making Mobile Beds because in both of the terms the organisation faces loss and the difference is very small. Furthermore, the suggestion for MSG is to focus on producing more units of all types of products to allocate per head fixed cost. This will help to increase contribution margin and reduce the loss margin and helps in increasing profit margin of the organisation. 



[bookmark: _Toc107596555]d) Use of marginal costing compared to absorption costing
In marginal costing, the contribution margin is calculated by deducting the variable costs (Cooper, 2015). By this organisation can determine how much contribution is remained for each unit of product before allocating the fixed cost. 
The formula for calculating profit in marginal cost is,
Contribution margin = sales revenue – different types of variable cost
Profit = Contribution margin – fixed cost 
Marginal costing method helps to increase the profit margin of the organisation since it is more focused on variable costs. The following formula is followed to calculate profit in absorption costing method:
Profit = Sales revenue – (Variable costs + indirect costs + fixed costs)
Absorption costing method full cost of manufacturing is included in the production cost (Griffin, 2014). The fixed cost and variable cost of production is included in this method. Considering the absorption costing the organisations include the direct and indirect costs and fixed overheads which cause a decrease in the overall profitability of the organisation (Surine and Farkašová, 2017). However, absorption costing is not good for effective decision making for the organisation. Since in this method, all types of costs are included it does not show the actual manufacturing cost related to production of any particular product and as a result the overall profit reduces.
Using marginal costing method in statements, it reduces the production cost per unit since it avoids the indirect fixed costs. The overall production cost per unit is lower than the selling price which indicate higher profit margin (Braun, Tietz and Beaubien, 2019). On the contrary, when the organisation includes the fixed indirect costs to the manufacturing cost, the per unit production cost increases (Lakmal, 2014). Because of this, the marginal cost increases and the profitability rate of the organisation is reduced. So, compared to absorption method, marginal costing method is more effective in calculating the product’s value. 
[bookmark: _Toc107596556]Conclusion
Marginal costing method and absorption costing method both have their benefits and drawbacks. However, in evaluating the actual value of product, marginal costing method is more effective than absorption costing method.



[bookmark: _Toc107596557]
Task 2
a) Calculating breakeven point
Breakeven point is the point where revenue and expenditure of the organisation is equal (Jacobs, 2016). It is a no profit no loss zone for the organisation where the organisation overcomes its costs by selling particular units of products. When an organisation meets the breakeven point it means it has overcome the costs and the additional selling of products will be counted as profit for the organisation (Karak, 2018). 
The number of plates should Bux Deli sell in order to meet breakeven point can be identified by calculating breakeven point in units. Breakeven point is the point where the organisation has no profit or no loss. After meeting the point the additional sales revenue is considered as profit. 
Breakeven point unit = fixed cost / selling cost per unit – variable cost per unit
                               = £1,500 / (£35 - £20) 
                               = 100 units 
To meet the breakeven point the organisation needs to sell 100 units. 
b) 
Breakeven point is the point where the revenue and cost is equal. From the calculation in requirement a, breakeven point is 100 units.
When the fixed cost is increased by £300 the new fixed cost will be,
= (£1500+£300) 
= £1800 
New breakeven point will be = fixed cost / selling cost per unit – variable cost per unit
                                          = £1800 / (£35 - £20)
                                          = 120 units
The new breakeven point is 120 units. So, to meet the breakeven point, Bus Deli needs to generate revenue of,
= 120* £35
= £4200
c)
The breakeven point calculated from requirement a, is 100 units. So, total revenue is,
= £35*100 units
= £3500. The more units the organisation could sell over this amount the more profit can be earned. 
To make a profit of £9600 the organisation should sell ‘x’ amount of units,
Sales revenue – total cost (fixed cost + total variable cost) = Profit 
35x - £1500 – 20x = £9600
15x = £11,100
x = 740 
740 plates need to be sold by Bux Deli to make a profit of £9600. 


[bookmark: _Toc107596558]References
Braun, K., Tietz, W. and Beaubien, L., 2019. Managerial accounting. 3rd ed. Boston: The Pearson Ltd, pp.207-211.
Cooper, R., 2015. The desingn of cost management sytems. 6th ed. ENGLEWOOD CLIFFS, N.J.: PRENTICE HALL, pp.195-206.
Griffin, C., 2014. Advanced accounting. 7th ed. Homewood, IL: Irwin, pp.258-289.
Jacobs, J., 2016. Calculations AC_DC and Breakeven Analysis. SSRN Electronic Journal, 1(1), pp.25-26.
Karak, D., 2018. Financial Performance Analysis of District Central Co-operative Bank. 4th ed. New Delhi: Times Education, pp.341-345.
Lakmal, D., 2014. Cost Analysis for Decision Making and Control: Marginal Costing versus Absorption Costing. SSRN Electronic Journal, 1(1), pp.312-315.
Surine, E. and Farkašová, M., 2017. Social information in managerial accounting and managerial information system. Agricultural Economics (Zemědělská ekonomika), 53(No. 8), pp.379-384.




