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[bookmark: _Toc106627829][bookmark: _Toc106916741]Introduction

The essay deals with the management accounting and marginal costing. Here I have made some crucial decision based on the marginal costing statement. Marginal costing statement shows variable costs as It’s product cost (Nixon and Burns, 2012). According to the marginal costing statement fixed cost is a periodic cost. Marginal costing mainly calculates the contribution of the product in a company’s portfolio. From the marginal costing statement wheelchair contributes a amount of 2829.32, hoists production contributes a amount of (209.85), mobile beds production contributes a amount of 2369.48 in the total contribution.  Though mobile beds contributes a lot but it has Produce a loss to the portfolio. Amount them wheelchair is only profitable. As an accounting manager I have to take decision according the data of The all products.




[bookmark: _Toc106627830][bookmark: _Toc106916742] TASK 1

A. [bookmark: _Toc106627831][bookmark: _Toc106916743]Statement of Marginal Cost
	 
	Wheelchair
	Hoists
	Mobile beds 
	Total

	Revenue
	8800.00
	7300.00
	10600.00
	26700.00

	Minus variable costs
	5970.68
	7509.85
	8230.52
	21711.05

	Contribution
	2829.32
	(209.85)
	2369.48
	4988.95

	Minus fixed cost
	2142.32
	1777.15
	2580.52
	6500.00

	Profit
	647.00
	(1987.00)
	(211.04)
	(1511.05)



B. [bookmark: _Toc106627832][bookmark: _Toc106916744]Decision of hoists production
Based on the calculation that i have calculated in above a, I think MSG should stop the production of hoists. From the calculation we can see that hoists production have generarated a revenue of 7300.00 and Its variable cost is 7509.85. The variable cost is greater than the revenue of hoists production. So, there is a negative contribution towards the company from hoists production and it is nearly 209.85. It will create a huge loss for the company. Here the fixed cost is 2142.32 and ultimately hoists production makes a loss of 1987.00 for the year 2021. Also total profit of the company is negative and hoists production have a negative impact on the total profit of the company. As we can see that hoists production has either any positive contribution to the total profit of the company or any positive profit, so i think MSG should stop the production of the company. 

[bookmark: _Toc106627833][bookmark: _Toc106916745]Marginal cost statement showing the results if MSG stops making hoists:
	
	Wheelchair
	Mobile beds 
	Total

	Revenue
	8800.00
	10600.00
	19400.00

	Minus variable costs
	5970.68
	8230.52
	14201.2

	Contribution
	2829.32
	2369.48
	5198.8

	Minus fixed cost
	2142.32
	2580.52
	4722.84

	Profit
	647.00
	(211.04)
	475.96



Here is the marginal cost statement if MSG postpone the production of hoists. We can clearly see that there is a total positive contribution and total positive profit.

C. [bookmark: _Toc106627834][bookmark: _Toc106916746]Decision on mobile beds production
Based on the contribution calculation of statement a, I think MSG should not stop the production of mobile beds. In the above table we can see that the revenue of mobile Hess production is 10600 and It's variable cost is 8230.52. So there is a positive contribution from the production of mobile heds. The contribution from mobile Hess is 2369.48. It has contributed to the portfolio of the product of amount nearly 2369.48.We know fixed cost is a cost that is same for all level of production. If we produce less, we will bear the full amount of fixed cost. On the other hand, if we produce more we will pay same amount of fixed cost. Therefore, the company can get benefit by taking more products in its portfolio. Though there have a loss of mobile heds production it contributes a lot to the portfolio of the product. We can get fixed cost advantage from mobile heds production.  Total contribution with mobile heds production is 4988.95 and on the other hand total contribution without mobile heds production is 2619.47. We can clearly see that Mobile heds production contributes almost half of the total contribution of the portfolio. So at last i say that MSG should not stop the production of mobile heds production according to It's contribution calculation and to get fixed cost benefit.

[bookmark: _Toc106627835][bookmark: _Toc106916747]Marginal cost statement showing the results if MSG stops making mobile beds:
	
	Wheelchair
	Hoists
	Total

	Revenue
	8800.00
	7300.00
	16100.00

	Minus variable costs
	5970.68
	7509.85
	13479.85

	Contribution
	2829.32
	(209.85)
	2619.47

	Minus fixed cost
	2142.32
	1777.15
	3919.47

	Profit
	647.00
	(1987.00)
	(1340.00)




D. [bookmark: _Toc106627836][bookmark: _Toc106916748]Usefulness of marginal costing in evaluating product value and comparison with absorption costing technique

[bookmark: _Toc106627837][bookmark: _Toc106916749]Usefulness of marginal costing in evaluating product value:
Marginal costing calculates contribution by subtracting variable cost from sales of the product.  Marginal costing always shows variable cost differently from fixed costs. There are different kinds of variable cost such as material,labour etc.  Variable costs change According to the level of production.  If we produce lots then the cost will increase and if we produce less then the cost will decrease. A company mainly gets its profit from sales. Marginal costing is very important to calculate the value of the firm because of fixed cost. Fixed cost is same for all level of production.  It Doesn't matter wheather we produce more or less fixed will be the same. It Doesn't change with the level of production. So if we calculate variable cost and fixed simultaneously we will not get best decision from it. In this case marginal costing is necessary. It helps us to differciating between variable costs and fixed cost. It Doesn't take into consideration of fixed cost when calculating contribution of the product. As fixed cost has no effect on production so variable cost is more important to evaluate products value. So it can be said that Marginal costing is useful to calculate a products value.

[bookmark: _Toc106627838][bookmark: _Toc106916750][bookmark: _Hlk106622683]Comparison with absorption costing technique:
1. In case of Marginal, costing technique we consider variable cost is the cost of the product and fixed cost is a cost that for a definite time period. On the other hand in case of absorption costing technique total cost (variable cost plus fixed cost)  is considered as a product cost.
2. Absorption costing is mainly used for financial reporting and tax reporting of the company. Marginal costing Doesn't used for any reporting purposes.
3. The classification of marginal cost are fixed cost and variable cost. On the other hand the classification of absorption costing are production cost, distributing cost etc.
4. The main aim of marginal costing is to show the contribution of the product. The purpose of absorption costing is to show the exact profit of the firm.
5. Marginal costing can be expressed as contribution per unit and absorption costing can be expressed as net profit per unit.
6. Marginal costing is not a convenient way of costing. Absorption costing is a convenient way of costing.
7. Marginal costing determines the cost of the next unit and absorption costing determines the cost of each unit of production. 


[bookmark: _Toc106627839][bookmark: _Toc106916751]Conclusion 
In this essay i have completed all mathematical calculation of marginal costing statement and also made some decisions based on the calculation. The main point of marginal costing is contribution.  I have also made cost value analysis of the company. I have calculated break even point and target margin. In task one I also show the comparison between absorption costing and marginal costing.
[bookmark: _Toc106916752]Task 2:
[bookmark: _Toc106916753]        (a)
Break-even point= fixed cost/ sales per plate-variable cost per plate
=1500/35-20
=100 plate

Here the fixed cost is 1500.  sales price per plate is 35 and variable cost per plate is 20. So after calculating break even point by dividing fixed cost into contribution, we find break even point is 100 plate.
[bookmark: _Toc106916754]          (b) 
Given that
Fixed cost is 1800
Sales per plate is 35
Variable cost per plate is 20
Contribution margin = sales per plate -variable cost per plate/ sales per plate
= 35-20/35
=42.86%

Break even amount= fixed cost/ contribution margin
= 1800/42.86%
=4200
Given that Bux Deli will now incur an additional £300 storage space fixed rental,
Bux Deli should generate 4200 revenue in order to break even.
[bookmark: _Toc106916755]        (c)
       Given that
       fixed cost is 1500
       Sales per plate 35
       Variable cost per plate 20
       We have to calculate target margin.

      Quantity = fixed cost+ targeted profit/ per unit contribution
      = 1500+9600/35-20 =740 plate
                     740 plates should be sold by Bux Deli in order to make a profit of £9,600.
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