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TASK A
[bookmark: _Toc128299314]INTRODUCTION


This report introduces, identifies, contrasts and comments on the advantages and disadvantages of the absorption and marginal costing approaches, highlighting their primary distinctions while providing background information on cost types and classifications, allocation and apportionment, and management accounting. For an accounting system to be functional, management accounting states that all costs incurred by a company must be measured and recorded. This process is known as cost accounting. Because cost information is made available to managers using cost accounting procedures, they can make more informed decisions in support of their company's goals.in the state above will Prepare a Marginal Costing Statement for Mobility Global (MG). Based on the contribution from the marginal costing statement will advise the company about the production of their products.


[bookmark: _Toc128299315]BENEFITS OF ABSORPTION COSTING AND MARGINAL COSTING TECHNICS, CRITICAL DISCUSHION

The whole cost approach, also known as absorption costing, is a technique for calculating the whole cost of a company's inventory by adding all production costs as inventory costs, regardless of whether they are variable or constant Drury, (2008). The critical distinction between fixed costs that can be disregarded in the short term and those that must be covered in the long term is taken into account by absorption costing. Another claim is that by allocating fixed costs to a product, absorption costing assures that fixed expenses are paid (Bhattacharyya, 2011). Absorption costs will indicate less variability in net profit when production is constant, but sales are not. Product expenses for stock valuation must include fixed manufacturing costs since without them production is impossible. The generally accepted accounting principles (GAAP), which serve as the rules for financial reporting, are adhered to by most firms. According to generally accepted accounting principles (GAAP), all external reporting for businesses must include absorption costing. They are required to use the absorption costing method externally even if they employ a different kind of product costing for internal analysis. Being able to apply uniform costs across the board is advantageous for businesses that use absorption costing for all product costing (Mukhopadhyay, 2018). In variable costing, only manufacturing costs are recognised as period costs, and so are fixed production overhead. Fixed production overhead is not accounted for as a product cost when using the marginal costing technique to determine inventory value or cost of goods sold Lal and Srivastava, (2008). For managers, the ability to provide meaningful information about costs for quick choices is greatly facilitated by the split of costs into fixed and variable costs. For instance, marginal costing can be used to determine which product, based on cost-benefit analysis, is better for a manufacturing company if it produces more than one Drury, (2008). As reported profit does not account for changes in inventory levels, the marginal costing technique bases profit on sales rather than production. As a result, even if no sales occur, the production manager is unable to profit from the situation by raising production and demonstrating a growing profit (Seiler, 1959). The marginal costing technique was used to assign fixed production overhead as an expense and charge it to the relevant period instead of stock valuation because it was viewed as a period cost. As a result, it avoids overstating or understating results as well as avoiding the capitalization of fixed production overhead in unsaleable stock. Marginal costing makes a significant contribution to the analysis of an organization's operations, which is what distinguishes it (Bhattacharyya, 2011). The process of choosing the optimal production level to produce the desired or highest profit is called profit planning, and it is made easier for management by using the marginal costing technique (Bhattacharyya, 2011).costs that fluctuate with output are taken into account as product costs. Typically, both the variable portion of manufacturing overhead and direct costs like labour and raw materials would be included. Other names for variable costing are direct costing and marginal costing (Nawaz, 2013). In the same way as marketing and administrative 

[bookmark: _Toc128299316]DISCUSSION

All the above reasoning provides a compelling argument in favour of including fixed costs in product costs for stock valuation. It is clear from the reasoning above that absorption costing is more beneficial than marginal costing. When determining the contribution per unit and the break-even point while a business is just getting traction, marginal costs may be helpful. In all other situations, absorption costing would be appropriate. It will support a company's thorough expense analysis. It will have the ability to perform wisely in financial planning. Finally, it may be said that the marginal costing approach is preferred since it can help management make decisions and help other stakeholders comprehend an organization's situation.
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	Wheelchairs
	Hoists
	Mobile Beds
	Total

	Units sold
	
	40
	93
	77
	 

	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
	(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)
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Based on the contribution calculated in the table below my advice is that MSG should stop the production of Hoists. Based on the negative contribution. The additional profit that a company will make under marginal-costing systems once production has surpassed the breakeven point. The unit contribution is the difference between a product's marginal cost of production and its unit selling price. The product of the unit contribution and the number of units generated is the total contribution. Because the existing business contribution can cover the fixed expenses and the margin of profits in marginal costing, the offer may be accepted if the quoted price is higher than the marginal cost. In these circumstances, the profit will also include any contributions from the international market or large orders. Therefore, it shouldn't be any lower than the marginal cost. That shouldn't, however, have an impact on the standard market price. (Law, 2016). Based on the contribution calculated in the table below my advice is that MSG should stop the production of Hoists.

	
	
	Wheelchairs
	Mobile Beds
	Total

	Units sold
	
	40
	77
	 

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

	Costs
	
	 
	 
	 

	
	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
	193.02
	7,228.02

	
	Fixed Overheads
	
	
	(£19,326.36)

	Profit /(Loss)
	 
	
	
	(£12,098.34)
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[bookmark: _Hlk128295589]Based on the contribution calculated in the table below my advice is that MSG should continue the production of Mobile Beds. Based on the positive contribution.

	
	
	Wheelchairs
	Hoists
	Total

	Units sold
	
	40
	93
	 

	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
	(745.20)
	6,289.80

	
	Fixed Overheads
	
	
	(£19,326.36)

	Profit /(Loss)
	 
	
	
	(£13,036.56)
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According to the marginal cost statement above, the advice to Mobility Group’s Executive Committee will be to stop producing Hoist and continue producing the Mobile beds, in a long term the profitability of producing Mobile beds will be positive. The recommendation for long-term profitability is:  
· Increase pricing. 
· Consistently look for ways to lower your fixed overhead and variable costs. Examine the base costs carefully to eliminate any non-strategic spending that does not benefit the business or the client.
· Consider disposing of or selling old inventory. To pay for storage of items you won't use. Get rid of the old goods to free up space and money. It can be donated, sold, or scrapped.
The qualitative issues that Mobility Group should consider in deciding to cease the production of Hoists and Mobile Beds, existing consumers' reactions if they learn that the company no longer manufactures Hoist or Mobile Beds a logical concern. Even though stopping the manufacturing of the Hoist and Mobile Beds would be profitable, the corporation might decide against it if it would hurt its relationships with present customers. Would this impact the business's profitability? Would it have an impact on reputation?
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TASK B

DelhiCorner serves Indian Cuisine in Central Birmingham. 
Marginal Costing is an accounting system where only variable costs are charged to a cost unit whilst fixed costs for example fixed rent and salaries are written off in full against the aggregate contribution in the period in which they were incurred (CIMA). By distinguishing between variable and fixed costs, DelhiCorner can then calculate contribution. Marginal costing and the concept of contribution are fundamental to the breakeven analysis or ‘cost-volume-profit’ (CVP) technique. Fixed Overheads are £11,500. These include fixed rentals and salaries for senior staff. The variable cost per full meal is £40 and the selling price per plate is £65.
2.1	How many plates should DelhiCorner sell in order to break even?
Contribution=SP-VC
(65-40) = 25£ contribution per unit
BEP=TFC/ (SP per unit – VC per unit)
BEP= 11,500/ (65-40) =460 
BEP=460

2.2    	How many plates should be sold by DelhiCorner in order to make a profit of £24,000?

Number of plates = (TFC+Total Target Profit)/Contribution per unit
Number of plates = (11500+24000)/25=1420
Number of plates = 1420

2.3	Given that DelhiCorner will now incur an additional £5,000 annual advertising cost due to severe competition, calculate the revenue DelhiCorner should generate in order to make a profit of £18,200.
Profit=            18,200
Fixed cost=    16,500
Contribution= profit + fixed cost=18,200+16,500=34,700
Variable cost= activity level × variable cost per unit
Activity level = (fixed cost+ target profit)/contribution per unit
Activity level = (16,500 +18,200)/25 = 1388
Variable cost = 1388 × 40 = 55,520
Total revenue = total contribution + variable cost
Total revenue = 34,700 + 55,520 = 90,220
Total revenue = 90,220


2.4   Limitations of the Break-Even

· Break-even analysis implies that fixed costs are constant. However, this is not always the case at a certain point it can reach fixed costs also vary (Srivastav, 2018).
· Although it is commonly accepted, variable expenses do not change proportionally.
· Cost volume profit analysis assumes that expenses are either constant or variable, even if certain expenses have a semi-fixed nature. For instance, phone charges are split between a fixed monthly rate and a variable fee that changes depending on the number of calls made (Srivastav, 2018).
No company can predict its upcoming sales volume with any degree of accuracy. Typically, these choices are made after considering previous predictions and market research on consumer demand for the company's products. The corporation can determine how much must be sold in order to break even or make a profit while avoiding losses using the cost-volume-profit (CVP) analysis. The method described above is used to calculate Delhi Corner's BEP (460). As break-even is a critical management accounting tool and the majority of short-term estimations, including sales price, cost of materials, and salaries, can be created with a high degree of accuracy, the Cost-Volume-Profit (CVP) Analysis lays a lot of emphasis on it.
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