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Task A
1.1 

Marginal costing and absorption costing techniques: applicability and benefits
	
In management accounting, the costs, be they variable or fixed, are a main always a main consideration. There are situations where it is beneficial to allocate only the variable costs to the product. And consider fixed costs related to the time period rather than the product itself. But how do we choose between absorption costing (absorbing all costs into products) and marginal costing (considering just the variable production costs)? In this report, we will consider the various application and benefits of both methods. (Weetman, 2013) 


Marginal costing
In marginal costing (sometimes referred to as variable costing), only the variable costs of production are apportioned to products and the stock that is calculated at the variable cost of production. Fixed costs are considered as a cost for a certain period (Month, year etc.).

In marginal costing (variable costing), only variable production costs are allocated to products and the unsold stock is measured at a variable cost of production. Fixed production costs are treated as a cost of the period in which they are incurred. (Weetman, 2013) 
Marginal costing main concern is comparing the additional costs that may incur from a specific product and the benefits that it generates for the business. Therefore, it is possible to ignore the fixed costs and rather focus on the additional cost of producing more units.
fixed costs can usually be ignored. Marginal costing is efficient in decision-making in areas such as pricing, the most efficient use of scarce resources and assessing opportunities to enter contracts. Marginal costs help a business determine the minimum a product or service can be offered. (Atrill and McLaney 2021) 




Absorption costing

Absorption costing (sometimes referred to as full costing) is an approach to costs that considers every cost that is related to a particular product or service.  The absorption cost of a product is the total value of resources sacrificed to achieve a particular objective. To come up with the full cost figure, all the costs incurred along the way are apportioned and assigned to a specific product or service. The basic underlying principle of absorption costing is that the entire cost of running the business is considered the cost of the output the business generates. For example, rent will not change with the increase or decrease in volume, but the business cannot work unless the premises are available. Therefore, the rent for the premises should be considered when calculating the full cost of producing products or services. (Atrill and McLaney 2021) 
While absorption costing can be done accurately only once the work is completed in the business environment, an estimation in advance is often required. This is mostly due to the fact that a basic understanding of full costing is needed for a business to set a selling price. However, these estimates are often not 100% accurate, which is a main consideration when using this method. (Made Gowda, 2007) 
One advantage of absorption costing for a business is the possibility to track profits, even if the products are not sold within the same period. This can be useful for organisations and products that rely on seasonal sales. It can also be a good starting point for small businesses as it makes is easier to apply when the quantities of products are small. (Bhimani, and Bromwich, 2010) 













1.2 
We calculate the marginal costs by:
Sales/Sales revenue/Revenue/Income
Less: Total Variable Costs (Direct labour/Direct Material/ Variable Expenses)

-Therefore, the contribution is the excess revenue over the total variable costs.

For example, the calculation for MSG`s wheelchair production is as follows:

Revenue:                                £20,100.00

Costs:
Direct Material	                        -£4,623.00
Direct Labour	                        -£6,231.00
Other Variable Expenses	 -£2,211.00


Total Variable Costs = Direct Material + Direct labour + Other Variable Expenses
Total Variable Costs = -£13,065.00
Contribution = Revenue – Total Variable Cost
Contribution = £7,035.00












	
	
	Wheelchairs
	Hoists
	Mobile Beds
	Total

	Units sold
	
	40
	93
	77
	210

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

	Costs
	
	
	
	
	

	
	Direct Material
	-£4,623.00
	-£6,893.10
	-£9,264.96
	-£20,781.06

	
	Direct Labour
	-£6,231.00
	-£7,824.60
	-£6,755.70
	-£20,811.30

	
	Other Variable Expenses
	-£2,211.00
	-£4,657.50
	-£3,088.32
	-£9,956.82

	
	Contribution
	£7,035.00
	-£745.20
	£193.02
	£6,482.82

	
	
	
	
	
	

	
	Fixed Overheads
	-£6,030.00
	-£5,961.60
	-£7,334.76
	£19,326.36

	Profit /(Loss)
	
	£1,005.00
	-£6,706.80
	-£7,141.74
	£12,843.54





1.3
Based on the contribution calculation in part 1.2 above, MSG should definitely stop producing hoists as the Total Variable Costs are greater than the generated Revenue. The company is losing -£745.20 from variable costs alone. After we add the fixed overheads for Hoists, the company is making a loss of -£6,706.80 on this product alone. 

	
	
	Wheelchairs
	Mobile Beds
	Total

	Units sold
	 
	40
	77
	117

	Revenue
	 
	£20,100.00
	£19,302.00
	£39,402.00

	Costs
	 
	 
	 
	£0.00

	
	Direct Material
	-£4,623.00
	-£9,264.96
	-£13,887.96

	
	Direct Labour
	-£6,231.00
	-£6,755.70
	-£12,986.70

	
	Other Variable Expenses
	-£2,211.00
	-£3,088.32
	-£5,299.32

	
	Contribution
	£7,035.00
	£193.02
	£7,228.02

	
	 
	 
	 
	 

	
	Fixed Overheads
	 
	 
	-£19,326.36

	Profit /(Loss)
	 
	 
	 
	-£12,098.34




1.4 
Based on the contribution calculation in part 1.2 above, MSG should not stop producing Mobile beds as with the current 77 units sold in December, the Total Variable Costs are smaller in value than the generated Revenue. The Mobile beds have a contribution of £193.02 which is insufficient to cover the fixed overheads associated with the production. After the overheads are paid, the company makes a £7,141.74 loss on this product. However, the mobile beds can be profitable if the units sold increase. For December 2022, If the company did not produce Mobile beds, the company would`ve made a loss of 
-£13,036.56 rather than the originally calculated -£12,843.54 loss with all 3 products or the -£12,098.34 loss with just the production of wheelchairs and Mobile beds.



	
	
	Wheelchairs
	Hoists
	Total

	Units sold
	 
	40
	93
	40

	Revenue
	 
	£20,100.00
	£18,630.00
	£38,730.00

	Costs
	 
	 
	 
	 

	
	Direct Material
	-£4,623.00
	-£6,893.10
	-£11,516.10

	
	Direct Labour
	-£6,231.00
	-£7,824.60
	-£14,055.60

	
	Other Variable Expenses
	-£2,211.00
	-£4,657.50
	-£6,868.50

	
	Contribution
	£7,035.00
	-£745.20
	£6,289.80

	
	 
	 
	 
	 

	
	Fixed Overheads
	 
	 
	-£19,326.36

	Profit /(Loss)
	 
	 
	 
	-£13,036.56

















TASK B

2.1 
DelhiCorner has £11,500 fixed overheads. The contribution per plate equals the selling price less the Variable cost per unit.
Contribution per plate = £65 - £40 = £25
In order to break even DelhiCorner has to have a combined contribution of £11,500.
Fixed overheads are divided by the contribution per plate.
£11,500/ £25 = 460 plates

2.2 
In order to have a profit of £24000 DelhiCorner needs to have a combined contribution of the profit required plus the Fixed overhead costs.
Profit £24000
Fixed overheads £11500
£24 000 + £11500 = £35500
Dividing £35500 by the contribution per plate of £25 is equal to:
£35500/ £25 = 1420 plates

2.3 
In order to make a profit of £18200, the DelhiCorner needs to have a combined contribution to cover the profit, the additional advertising cost of £5000, and the original Fixed overhead of £11500, which amounts to:
Profit + Advertising cost + Fixed overheads
£18200 + £5000+ £11500 = £34700
We divide the required contribution by the contribution per item.
£34700 / £25 = 1388 plates
The selling price of a single plate is £65. Multiplying the required plates by the selling price gives us the required revenue the DelhiCorner should generate in order to make a profit of £18,200.
1388 x £65 = £90,220






2.4
Critically discuss the limitations of the Break-Even/ Cost-Volume-Profit Analysis and its practical applicability in DelhiCorner. Please use reference of credible references and sources.

The Break-Even analysis is one of the easiest and most commonly used models used by businesses. While it shows important insights regarding the relationship between cost, volumes and profit, it is not without weaknesses. There are 3 main areas of concern when using this specific analysis. (Atrill and McLaney, 2021) 
Firstly, the break-even analysis assumes that the variable costs and total revenue are linear and perfectly straight lines. However, this is often not true in the real world. Slight fluctuations are common. (Atrill and McLaney, 2021) 
Secondly, in reality, fixed costs are also not always fixed for every possible volume of activity and are most likely “stepped”. Even further, many fixed costs will likely have their steps at completely different points, making them hard to account for.  All of this need to be taken into consideration when making assumptions about fixed costs. (Atrill and McLaney, 2021) 
Lastly, Most businesses have more than one service or product on the market, and this has the potential to compromise the break-even analysis accuracy since additional sales of one product can affect sales of another. (Atrill and McLaney, 2021) The break-even analysis can be beneficial to  DelhiCorner as the business model is not complex. There is only one product, so there are no potential issues to compromise other product sales if the volume is increased. However, the “stepped” nature of the fixed costs needs to be considered as the possibility of the fixed costs increasing with the increased volume. (Atrill and McLaney, 2021) 
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