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[bookmark: _Toc128791827]1. Introduction
This report presents a comprehensive analysis on marginal costing for two different companies. This report is divided into two different reports. The first report covers marginal costing for Mobile Solutions whereas the second part covers marginal costing for DelhiCorner. Both the parts cover theoretical explanations and justifications for the use of marginal costing in financial performance. 

[bookmark: _Toc128791828]2. Marginal Costing for Mobile Solutions
[bookmark: _Toc128791829]2.1 Differences between Marginal Costing and Absorption Costing
The two cost management techniques encompass of marginal costing and absorption costing, which are utilized for allocating costs to products produced for valuation purposes (Nawaz, 2013). Marginal costs allocate variable costs separately to the product, and fixed costs are considered period costs and are subtracted directly from the contribution amount earned. On the other hand, fixed costs are also divided into product costs as costs in absorption costing (Lakmal, 2014).
Marginal costs create a difference between period costs and product costs. Variable costs earned for a product are considered reserve costs, and fixed costs added by a unit in a given period are given period costs (Nan, 2019). Therefore, in the case of marginal costing, while variable cost is incurred to the product cost, fixed cost is not embedded to the product cost but is subtracted from the contribution to arrive at the operating profit value. In this regard, absorption costing includes or charges fixed costs along with product costs (Ray and Gramlich, 2016). Therefore, absorption costing allocates fixed costs for each product with respect to variable costs on the basis of the rate of absorption.

[bookmark: _Toc128791830]2.2. Marginal Costing Statement
	Marginal Costing Income Statement

	
	Wheelchairs
	Hoists
	Mobile Beds
	Total

	Sales Revenue
	20,100.00
	18,630.00
	19,302.00
	58,032.00

	Variable Costs
	2,211.00
	4,657.50
	6,755.70
	20,811.30

	Contribution
	17,889.00
	13,972.50
	12,546.30
	37,220.70

	
	
	
	
	

	Total Fixed Costs
	6,030
	5,961.60
	7,334.76
	19,326.36

	Profit for the period
	1,005
	0.00
	0.00
	0.00




[bookmark: _Toc128791831]2.3 Marginal Costing Income Statement for Hoists
	
	
	£
	£

	Sales
	
	
	18630

	less cost of sales
	
	
	

	opening inventory
	
	6893
	

	variable cost of production
	
	6231
	

	less closing inventory
	
	
	

	
	
	13124
	

	
	
	
	5506

	
	
	
	

	Less other variable costs
	
	
	4657

	contribution
	
	
	13972

	less fixed costs
	
	
	5961

	
	
	
	8861




Based on the marginal costing income statement, it is estimated that MSG should continue with the production of Hoists considering that the product is doing good with its revenue and profit margin. Considering the marginal cost statement of other products, hoists product is making more revenue and profitability compared to other products. 
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	£
	£

	Sales
	
	
	20100

	less cost of sales
	
	
	

	opening inventory
	
	4623
	

	variable cost of production
	
	6231
	

	less closing inventory
	
	
	

	
	
	10854
	

	
	
	
	9246

	
	
	
	

	Less other variable costs
	
	
	2211

	contribution
	
	
	17889

	less fixed costs
	
	
	6030

	
	
	
	18894



Based on the marginal costing income statement, it is estimated that MSG should continue with the production of mobile beds considering that the product is doing good with its revenue and profit margin. Considering the marginal cost statement of other products, mobile beds are making more revenue and profitability compared to hoists.

[bookmark: _Toc128791833]2.5 Long-Term Business Profitability
Managers often show the superior quality of extended products and set higher prices for these products than for core products. In markets with slow volume growth, marketers can increase unit ROI by switching existing customers to these "adjuncts." Thus, even cannibalism can be profitable—at least in the short term.
Aside from promotions, product line extensions are the most effective and least imaginative way to increase sales quickly and at low cost. The development time and cost of a product line extension is more predictable and requires less cross-functional integration than a new brand. Frequent line extensions are often used by major brands to raise entry fees for new brands or private label competitors to enter the category and consume the limited resources of three or four brands.
Validation is the process by which the design team engages with key customers and market influencers to review the impact of two variables: design changes that change the original product specification and changes in market or customer requirements. Compare product changes to original market requirements to see if product performance is within acceptable limits. Assess the needs of the market to ensure that no new needs arise that exceed the ability of the technology or product to meet those needs. If either side of the validation equation shifts, the assumptions on which the project is based need to be re-examined to see if the project still exists, that is, if product specification = current market reality.

[bookmark: _Toc128791834]3. Marginal Costing for DelhiCorner
[bookmark: _Toc128791835]3.1 Breakeven Analysis
Break even = 
Break even = 
Break even = 460 units

Based on calculation of breakeven analysis, DelhiCorner should sell 460 plates in order to break even. 

[bookmark: _Toc128791836]3.2 Profitability Analysis
Profit = Total Revenue – Total Variable Costs – Total Fixed Costs
P = (65 x Q) – (40 x Q) – 11,500
P = 65Q – 40Q – 11,500

We will set P = 24000 in order to find how many items we need to sell
24000 = 65Q – 40Q – 11500
24000 – 11500 = (65-40)Q
12500 = 25Q
Q = 12500/25
Q = 500

Based on this calculation, DelhiCorner have to sell 500 plates to make a profit of 24000

[bookmark: _Toc128791837]3.3 Revenue Analysis
Profit = Revenue – Costs
18200 = Revenue – 32500
Revenue = 32500 – 18200
Revenue = £c14300

[bookmark: _Toc128791838]3.4 Limitations of Break-even Analysis
Break-even analysis depends on the presumption that all expenses and costs could be apparently segregated into fixed and variable aspects. Practically, however, it might not be probable for apparently dividing costs within variable and fixed types. It predicts that fixed costs is constant at all activity phases. It is assumed that variable costs differ in proportion to production (Ndaliman and Bala, 2007). In practice, they undoubtedly coincide with production volumes, but not necessarily proportionally.
It is assumed that sales prices is constant as it provides a straight line in revenue, which might not be appropriate. The selling price of a product relies on factors including demand and supply in the market, competition, etc., so it is complex for retaining it constant. It is complex for finding in practice the assumption that the production of only one product or combination of products remains constant (Martinović, 2019). Spreading fixed costs over various products creates a problem. It shows that business conditions cannot change, which is wrong. Assuming that production and sales volumes are equal, the beginning inventory and ending inventory of finished goods do not change, which is not true in practice. 
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