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This report will help to analyse and evaluate data that will lead to effective decisions regarding revenue and cost for the business. In this case, we'll be assisting MSG, a company that manufactures and sells mobility equipment, by preparing a Marginal Costing Statement to determine whether or not it is still profitable for the company to manufacture and sell some of their goods.	Comment by Munodzinesa Zuwirai: This reports reviews etc and seeks to recommend

In management accounting, absorption costing is used to keep tabs on the whole price tag of producing a product. Supplies, labour, rent, and insurance are all examples of indirect costs that can be accounted for using this strategy. 
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[bookmark: _Toc106627831][bookmark: _Toc106916743]Statement of Marginal Cost:
	
	Wheelchair
	Hoists
	Mobile Beds
	Total

	Revenue
	8,800
	7,300
	10,600
	26,700

	Minus: Variable Costs
	5,970
	7,509.85
	8,230.52
	21,711.05

	Contribution
	2,829.32
	(209.85)
	2,369.48
	4,988.95

	Minus: Fixed Cost
	2,142.32
	1,777.15
	2,580.52
	6,500

	Profit/ (Loss)
	687
	(1,987)
	(211.04)
	(1,511.04)
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[bookmark: _Toc106627833][bookmark: _Toc106916745] Marginal cost statement showing the results if MSG stops making hoists:

	
	Wheelchair
	Mobile beds 
	Total

	Revenue
	8,800.00
	10,600.00
	19,400.00

	Minus variable costs
	5,970.68
	8,230.52
	1,4201.2

	Contribution
	2,829.32
	2,369.48
	5,198.8

	Minus fixed cost
	2,142.32
	2,580.52
	4,722.84

	Profit
	687.00
	(211.04)
	475.96







MSG has a negative contribution margin of (£209.85) that is counted from the above table.	Comment by Munodzinesa Zuwirai: Where is this contribution you mentioned? Please show total column.
Total sales 7300
Total VC 7509.85 so the difference is the contribution margin. 


Due to the manufacture of Hoists. As we know, the contribution margin represents the total income available after variable costs to pay fixed expenses and generate profit for the organisation. A negative contribution margin ratio shows that variable costs and expenses surpass sales for a corporation. In other words, if the firm raises its revenues while maintaining the same sales mix, its losses will grow. Therefore, to reduce the negative contribution margin, the company will:
· Increasing the selling price of the product.
· Increasing the production.
· Reducing the variable cost.
· Stop making the production of the product 


Previously, MSG's production of all three items resulted in a loss of £1,511.04. MSG's net income increased to £475.96 when they ceased production of Hoists. As a result, MSG should cease production of Hoists, as production cessation has a positive impact on net income and hoists have a negative CM. As it has a negative CM, the company's net loss would continue to grow if it continued to produce hoists. Based on the discussion it be concluded that MSG should stop the production of Hoists.   

[bookmark: _Toc117808409]1(c) 

	
	Wheelchair
	Hoists
	Mobile Beds
	Total Revenue

	Revenue
	8,800
	7,300
	10,600
	26,700

	Minus Variable Costs
	5,970.68
	7,509.85
	8,230.52
	

	Contribution
	2,829.32
	209,85
	2,369.48
	

	
	
	
	
	

	Minus: Fixed Cost
	2,142.32
	1,777.15
	2,580.52
	

	Profit/ (Loss)
	687.00
	1987.00
	211.04
	




The marginal statement indicates a decrease in the net loss due to the ceasing manufacturing of mobile beds; however, the company should not cease mobile manufacturing beds because its contribution margin is positive. When the contribution margin for a product is positive, it indicates that the product's price is sufficient to cover variable cost, costs and contribute to fixed cost expenses and profits. As a result, MSG profits from producing mobile beds if it increases its output. 

BEP: The point where the manufacture of mobile beds gets profitable
FC = 2580.52
VC = (5390 + 2760 + 80.52)/100 = 82.3052
S = 106
Because there is neither a profit nor a loss during the break event, the value of profit is equal to zero,
So, Sales – VC – FC = 0   [VC= variable cost, FC= Fixed cost]
=> (106 * q) – (82.3052 * q) – 2580.52 = 0
=> 106q – 82.3052q = 2580.52
=> 23.6948q = 2,580.52
=> q = 2580.52 / 23.6948
=> q = 109

According to this, in order for MSG to generate a profit, they will need to sell a minimum of 109 pieces of mobile beds.	Comment by Munodzinesa Zuwirai: Some calculations are incorrect. Please correct then resend before submission. If you need clarification before working on my comments, please let me know and we will discuss. I am at compass next Tuesday or Wednesday face to face or we can arrange a MS Teams chat
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Manufacturing overhead costs are the fundamental distinction between absorption and marginal costing methods. The "absorption" pricing strategy takes into consideration both the product's variable and fixed expenses. Due to the inclusion of Overhead (Fixed), GAAP and absorption costing are in agreement (Burns and Vaivio, 2015). Only the overhead expenses that fluctuate are taken into consideration when determining marginal costs. Fixed expenditures such as office rent and salaries are not considered. A Overhead (Fixed) is component of the period's cost, but it isn't really included in the product's final cost.

Marginal costing has a number of advantages to absorption costing, including the following:
Changes in sales can show changes in income: Inventory adjustments have no impact on one-time expenditures like Overhead (Fixed). If all of the expenditures are being covered at the same time, there is no way for the income as a proportion of sales to increase. The cost of absorption varies with volume, therefore absorbing a smaller amount is more expensive. Net revenue changes when output rises or falls because fixed expenses are spread out over a wide range of units. A company's financial image may be distorted even if sales are progressing in the correct direction (Nixon and Burns, 2016).

Clearer picture of how fixed costs affect the business: The influence of fixed costs on revenue must be taken into account when calculating margins. As soon as gross profit is revealed, the fixed expenses are broken down. Because of this, the link between a company's fixed expenses and its net income is particularly clear. However, absorption costs have an indirect impact on gross profit since they include fixed costs into product costs (Seal, Rohde, Garrison and Noreen, 2014). To put it another way, the selling price of a product includes absorption costs, which are fixed expenses.
Clear picture of each product's profit margin: The gross margins are not affected when fixed expenses are shared. Customers, products, and business divisions may all be examined to see how lucrative they are using this strategy. Every segment of a firm that generates revenue has to pay for fixed expenses, which are also known as assigned fixed expenses. Costs for the firm include anything from salary to rent to insurance. The majority of an organization's expenses are covered by its many departments and manufacturing facilities (Nixon and Burns, 2016). In order to keep a business running, these expenses must be covered by a section of the organisation that does not immediately bring in enough revenue to do so. Product sales revenue provides support for all of the organization's divisions.


Superior control of costs: Since variable costing takes into account just the fluctuating expenses associated with production, it is much simpler to formulate adaptable budgets that can accommodate shifting output levels while maintaining the same level of fixed expenditures (Drury, 2021).

[bookmark: _Toc117808411]Recommendations 
The MSG produces 3 different products and they have a cumulative net loss for the month of December under marginal costing. To do better in near future, followings are the recommendations for MSG:
· The company should focus more on selling and producing more wheelchairs 
· The company should search for a way to revise and reduce the cost of producing mobile beds.
· The company should search for new markets for mobile beds to increase the production and make this unit profitable.
· The company should discontinue the production of Hoists. 







[bookmark: _Toc117808412]Conclusion 

Management accounting is an important branch of accounting where managers analyse and use financial information in internal decision making to ensure better company performance. Management accounting mainly deals with costs related to production and production facilities of a company. Marginal costing and absorption costing are two method of calculating production costs. In this report, the author prepared marginal costing statement for Mobile Solutions Group considering different production scenario for a three product portfolio and found out the scenario that generates highest return for the company. The author also discussed the reason behind considering just the contribution of overhead under marginal costing. 
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Figure out how many sales bring in additional money than they cost and how many sales bring in greater money than they cost when both fixed and variable costs appear to be fulfilled by using this method. Managerial accounting requires an understanding of the distinction between revenues and profits. In other words, every time the corporation makes a sale, it loses money. Cost-benefit analysis shows that many products are overpriced. 

These items don't make any money at all since the expenses outweigh the revenues (Burns and Vaivio, 2015).


Here, 
FC = £1,500
VC = £20 per plate
 S = £35 per plate
Since there is no profit or loss at the break event, profit = 0
So, Sales – VC – FC = 0
=> (35 * q) – (20 * q) – 1,500= 0
=> 35q – 20q = 1,500
=> 15q = 1,500
=> q = 1500/15
=> q = 100
In order to turn a profit, Bux Deli must first sell 100 units of its product.


[bookmark: _Toc117808415]2(b)
The monthly cost of self-storage has increased by £300, bringing the total amount that must be paid for fixed costs to: FC = (1500 + 300) = £1800.
If we assume that neither the purchase price nor the variable costs will change, we can determine the most recent point at which we will be profitable by applying the following formula:
Sales – VC – FC = 0
=> (35 * q) – (20 * q) – 1,800= 0
=> 35q – 20q = 1,800
=> 15q = 1,800
=> q = 1800 / 15
=> q = 120
Break even quantity = 120
Selling Price= £35
Revenue at break-even = 120 * £35 = £4200
So, to generate a profit, Bux Deli must generate a revenue over £4200.
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If we assume that we will make a profit of $9,600, we can get a head start on solving for quantity (q) by adjusting the value of profit in first formula to the quantity that we anticipate making.
That means,
Sales – VC – FC = 9,600
=> (35 * q) – (20 * q) – 1,500= 9,600
=> 35q – 20q = 11,100
=>  15q = 11,100
=> q = 11,00/15
=> q =  740


 Bux Deli has to sell 740 plates in order to make a profit of £9,600.
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	Particulars
	Amount(£)
	Amount(£)

	Sales Revenue (880*10)
	
	8800.00

	Less: COGS 
	
	

	Amount of inventory at the beginning  
	0
	

	Add: VC(10*565)
	5650.00
	

	Available goods for use 
	5650.00
	

	Less: Amount of inventory at the end
	0
	(5650.00)

	Less: additional variable costs (32.068*10)
	
	(320.68)

	Contribution Margin-CM
	
	2829.32

	Less: Overhead (Fixed)
	2142.32
	(2142.32)

	Net Income  
	
	687.00





	Particulars
	Amount(£)
	Amount(£)

	Sales Revenue (730*10)
	
	7300.00

	Less: COGS 
	
	

	Amount of inventory at the beginning 
	0
	

	Add: VC(10*744)
	7440.00
	

	Available goods for use 
	7440.00
	

	Less: Amount of inventory at the end
	0
	(7440.00)

	Less: additional variable costs (6.985*10)
	
	(69.85)

	Contribution Margin-CM 
	
	(209.85)

	Less: Overhead (Fixed)
	2142.32
	(1777.15)

	Net Income
	
	(1,987.00)

	Particulars
	Amount(£)
	Amount(£)

	Sales Revenue (Hundred  units at the rate of £106 per unit)
	
	10600

	Less: COGS 
	
	

	Amount of inventory at the beginning 
	0
	

	Add: VC(100*81.5)
	8150.00
	

	Available goods for use 
	8150.00
	

	Less: Amount of inventory at the end
	0
	(8150.00)

	Less: additional variable costs (.8052*100)
	
	(80.52)

	Contribution Margin-CM 
	
	2369.48

	Less: Overhead (Fixed)
	2580.52
	(2580.52)

	Net Income
	
	(211.04)





	Particulars
	Amount(£)
	Amount(£)

	Sales Revenue 
	
	26,700

	Less: COGS 
	
	

	Amount of inventory at the beginning 
	0
	

	Add: VC
	21240
	

	Available goods for use 
	21240
	

	Less: Amount of inventory at the end
	0
	(21,240)

	Less: additional variable costs
	
	(471.05)

	Contribution Margin-CM 
	
	4,988.95

	Less: Overhead (Fixed)
	6,500
	(6,500)

	Net Income
	
	(1,511.05)



	Particulars
	Amount(£)
	Amount(£)

	Sales Revenue 
	
	19,400

	Less: COGS 
	
	

	Amount of inventory at the beginning 
	0
	

	Add: VC
	13,800
	

	Available goods for use 
	13,800
	

	Less: Amount of inventory at the end
	0
	(13,800)

	Less: additional variable costs
	
	(401.2)

	Contribution Margin-CM 
	
	5,198.8

	Less: Overhead (Fixed)
	4722.84
	(4,722.84)

	Net Income
	
	475.96



	Particulars
	Amount(£)
	Amount(£)

	Sales Revenue 
	
	16,100

	Less: COGS 
	
	

	Amount of inventory at the beginning 
	0
	

	Add: VC
	13,090
	

	Available goods for use 
	13,090
	

	Less: Amount of inventory at the end
	0
	(13,090)

	Less: additional variable costs
	
	(390.53)

	Contribution Margin-CM (CM)
	
	2,619.47

	Less: Overhead (Fixed)
	4722.84
	(3,917.47)

	Net Income
	
	1,298
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