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[bookmark: _Toc61821581][bookmark: _Toc92794422][bookmark: _Toc107423244]Introduction:
Any business unit(s) impacting negatively the overall business performance needs to be properly eradicated or modified (Schultz, 2014). Likewise, The MSG group has been operating three business units some of which are unprofitable and might be eradicated. For scrutinising the decision, initially, the marginal cost statement would be demonstrated for December 2021. Then, based on the calculation, a logical & justified recommendation would be provided as to the Operations director & other directors’ decision of ceasing the ‘Hoists’ and ‘Mobile Beds’ business units. Afterwards, the difference between Marginal costing and Absorption costing in terms of addressing the ‘Overheads’ would be discussed. Finally, in the second task, the CVP and break-even application would be conducted on ‘Bux Deli’ to determine break-even and target profit under various conditions. 


















[bookmark: _Toc107423245]Task-1
[bookmark: _Toc92794424][bookmark: _Toc107423246]

a. Marginal Costing Statement for each product line for December 2021:
Management accounting is one of the most crucial applications in production costing which includes Marginal Costing, Absorption costing, super variable costing, and so forth (Copeland, 2011). The marginal costing approach is the approach of managerial cost accounting where the costs are classified based on behavioural characteristics such as variable costs and fixed costs. 
In the Marginal Costing Statement, initially, the variable costs (direct material, direct labour, variable manufacturing overhead costs, and other variable costs) of the entity are deducted from the ‘Total Revenue’ to get the Contribution Margin (McKinsey, 2014). Afterwards, the fixed costs (fixed manufacturing overhead and other fixed costs) are deducted to determine the Net Profit or loss. Here, the Marginal costing statement for its three product units (Wheelchairs, Hoists, and Mobile Beds) and the total of these units are demonstrated in Figure1.  
Amount (£)
Amount (£)
Amount (£)
Amount (£)
Revenue (a)
8,800.00
7,300.00
10,600.00
26,700.00
Minus: Variable 
Costs
Material
(4,180.00)
(4,905.00)
(5,390.00)
(14,475.00)
Labour
(1,470.00)
(2,535.00)
(2,760.00)
(6,765.00)
Other Variable 
Expenses
(320.68)
(69.85)
(80.52)
(471.05)
Contribution 
Margin
2,829.32
-209.85
2,369.48
4,988.95
Minus: Fixed 
Costs
Fixed 
Overheads


(6,500.00)
Profit/ Loss


(1,511.05)
MSG's Marginal Costing Statement                                                                                                                        
for the month of December 2021
Particulars
10 
Wheelchairs
10 Hoists
100 Mobile 
Beds
Total














[bookmark: _Toc107439001]Figure 1: MSG’s Marginal Costing Statement for each product line for December 2021 
Source: Own

Here, the total units of wheelchairs, hoists, and mobile beds produced and sold by MSG are respectively 10, 10, and 100 units along with Revenue amounts of respectively £8800, £7300, and £10600 with a £26700 total revenue. As variable costs are subtracted from each unit’s revenue, by maintaining the Marginal costing technique, the contribution margins are respectively £2829.32, -£209.85, and £2369.48 with a total contribution margin of £4988.95. Finally, after deducting the fixed costs, the Final profit/loss of these product units are calculated which are respectively £687.00, -£1987.00, and -£211.04 with a total organisational Net loss of £1511.05 in December 2021. 

b. [bookmark: _Toc107423247]Justified recommendation as to the decision of ceasing the ‘Hoists’ unit of MSG:
The decision-makers of a business need to evaluate the commercial feasibility of its various business wings, product lines, market strategies, and other organisational strategies & action plans (Bhawan, 2015). If any strategic actions or product lines deem unprofitable or cause a diminishing contribution to the overall performance of profitability, then those should be modified or nullified. Decision-makers could evaluate the costs, sales, sales volume performance, and their impacts on profits by using the Marginal costing statement where variable and fixed costs are separated and Contribution margin and Net profit are calculated (Thomson, 2013). Here, the performance of these mentioned indicators of MSG would be scrutinised provided that the decision-makers decide to revoke the ‘Hoists’ unit. 

Amount (£)
Amount (£)
Amount (£)
Revenue (a)
8,800.00
10,600.00
19,400.00
Minus: Variable 
Costs
Material
(4,180.00)
(5,390.00)
(9,570.00)
Labour
(1,470.00)
(2,760.00)
(4,230.00)
Other Variable 
Expenses
(320.68)
(80.52)
(401.20)
Contribution Margin
2,829.32
2,369.48
5,198.80
Minus: Fixed Costs
Fixed Overheads

(6,500.00)
Profit/ Loss

(1,301.20)
MSG's Marginal Costing Statement                                                                                                                        
for the month of December 2021
Particulars
10 
Wheelchairs
100 Mobile 
Beds
Total

   














[bookmark: _Toc107439002]Figure 2: MSG’s Total Marginal Costing Statement without ‘Hoists’ unit 
Source: Own
Here, ‘Wheelchairs’ and ‘Mobile Beds’ units generated total revenues of respectively £8800.00 and £10600.00; the contribution margins are correspondently £2829.32 and £2369.48; Net profit/loss are 687.00 and -211.04 sequentially. Thus, excluding the ‘Hoists’ units, the company’s total Revenue, Contribution margins, and Net Profit are £19400.00, £5198.80, and £1301.20. 
The noticeable fact from the above-mentioned calculation, in comparison with Figure1 part (a), is that their overall organisational Contribution Margin is expected to rise from £4988.95 to £5198.80 once the ‘Hoists’ units are removed. Most importantly, such a decision of eliminating ‘Hoists’ would lead to a fall in total Net loss from -£1511.05 to -£1301.20. Hence, based on the upward surge of Contribution Margin and downward fall of Net loss, HSG is recommended to Hold ‘Hoists’ units. 

c. [bookmark: _Toc107423248]Justified recommendation as to the decision of ceasing the ‘Mobile Beds’ unit of MSG:
A business is recommended to continue operating its those business wings or product lines that are making an adequate profit or, at least, not hurting the performance, profitability, and reputation of the organisation (Piper, 2012). In this given scenario, Mobile Beds’ units are decided to be nullified by Operations directors and other directors. To evaluate the decision, the changes in the Net profit/loss and contribution margin of the company arising from such changes would have to be scrutinised. Hence, in the following figure, the Margin costing statement, excluding the ‘Mobile Beds’ units would be demonstrated. 

Amount (£)
Amount (£)
Amount (£)
Revenue (a)
8,800.00
7,300.00
16,100.00
Minus: Variable 
Costs
Material
(4,180.00)
(4,905.00)
(9,085.00)
Labor
(1,470.00)
(2,535.00)
(4,005.00)
Other Variable 
Expenses
(320.68)
(69.85)
(390.53)
Contribution 
Margin
2,829.32
-209.85
2,619.47
Minus: Fixed Costs
Fixed Overheads

(6,500.00)
Profit/ Loss

(3,880.53)
MSG's Marginal Costing Statement                                                                                                                        
for the month of December 2021
Particulars
10 
Wheelchairs
10 Hoists
Total















[bookmark: _Toc107439003]Figure 3: MSG’s Total Marginal Costing Statement without ‘Mobile Beds’ unit 
Source: Own
As the Figure3 shows, the ‘Wheelchairs’ and ‘Hoists’ units generated total revenues of respectively £8800.00 and £7300.00; the contribution margins are £2829.32 and -£209.85 in sequence; Net profit/loss are correspondently 687.00 and -1987.00. Thus, excluding the ‘Mobile Beds’ units, the company’s total Revenue, Contribution margins, and Net Profit are £16100.00, £2619.47, and £3880.53. 
From the calculation, the crucial point is that, in comparison with Figure1 part (a), the overall organisational Contribution Margin is expected to fall from £4988.95 to £2619.47 as soon as the ‘Mobile Beds’ units are eliminated. In particular, such a decision would lead to a rise in total Net loss from -£1511.05 to -£3880.53. Hence, considering the negative results (fall of Contribution Margin and rise of Net loss), HSG is recommended to eliminate its ‘Mobile Beds’ units. 

d. [bookmark: _Toc107423249]Marginal Costing technique of addressing Overheads and its usefulness in evaluating product value:
Marginal Costing technique and Absorption Costing technique are slightly different approaches to preparing costing statements. In the Marginal Costing method, the costs are differentiated based on their cost behaviour- variable costs and fixed costs (Wilson, 2013). In Absorption Costing, on the flip side, costs are classified in terms of their nature as direct or indirect with the products or services. 
Hence, in the marginal approach, Only the variable costs and the fixed costs are kept separated. The contribution margin is calculated by deducting variable costs from Revenue (Nounkle, 2014). Then, the fixed costs are subtracted to get the Net profit. In the case of Absorption Costing, the ‘Cost of Goods Sold (COGS)’ are deducted initially from Revenue to get Gross Margin. A noticeable fact from this point is that, in the Absorption Costing method, the COGS include both variable and fixed portions of ‘Overhead Costs’ unlike ‘Marginal Costing method’ where only the variable portion of the COGS is deducted only (Cooper, 2011). Hence, the Variable costing method can easily determine the contribution to pay overheads. Consequently, decision-makers can determine how much overhead costs are directly related to the per-unit product units like Wheelchairs, Mobile Beds, and Hoists. 
Since, unlike the Absorption Costing method, the Marginal Costing method can easily distinguish the fixed and variable portion of manufacturing overhead costs, the costs directly related to the produced product or service can be easily determined in this method. Hence, Variable costing is considered to be more useful in the evaluation of product value. 

[bookmark: _Toc61821589][bookmark: _Toc92794426]
















[bookmark: _Toc107423250]Task-2


[bookmark: _Toc107423251][bookmark: _Toc61821590][bookmark: _Toc92794427]CVP analysis application on Bux Deli’s business:
CVP analysis technique or the Break-even analysis helps the decision-makers of an organisation understand the impacts of fluctuations in costs (variable & fixed costs), selling price, and sale volume on the net profit (Noreen, 2016). Usually, a Break-even point denotes the sales point or sales amount at which the entity encounters a zero net profit or loss situation. Here, CVP and break-even application are applied in Bux Deli’s business.
					Given,
 Fixed Cost= £1,500
					Per unit sales price= £20
					Per unit variable costs= £35
a. [bookmark: _Toc107423252]The total number of plates required for reaching the Break-Even Point:
At the break-even point, the firm makes no profit or loss. The formula of BEP is as follows: 
		    So, Break-even Point (Units)= 
						      = 
						      = 100 units (plates)
So, with the given fixed costs, sales price, and variable costs per unit, ‘Bux Deli’ would have to sell 100 units of plates to reach the Break-even Point. 
b. [bookmark: _Toc107423253]Considering additional £300 fixed cost, total no. of plates required to Break Even:
			Given, 
				Additional fixed expenses = £300
		    So, Break-even Point (Units)= 
						      = 
						      = 120 units (plates)
 Now, Break-even Point (Sales)= Break-even Point (Units)  per unit sales price
						      = (120£35)
						       = £4200
Holding other things constant except the inclusion of additional £300 fixed costs arising from ‘storage space fixed rental’, the firm would have to sell 120 units of plates to reach the break-even point. And the revenue at the break-even point would be £4200.
c. [bookmark: _Toc107423254]Considering a target profit of £9600, total no. of plates required:
			Given, 
				Targeted Profit = £9600
	     	So, Required units to be sold = 
						      = 
						      = 740 units (plates)
Holding other things constant except the management’s target of making a profit of £9,600, the firm would have to sell 740 units of plates. 




[bookmark: _Toc61821592][bookmark: _Toc92794434][bookmark: _Toc107423255]Conclusion:
The Managerial Costing statement for each product of MSG for December 2021 is demonstrated where except for Wheelchairs the other units led to Net Loss. The contribution margin, although, is negative only in ‘Wheelchairs’ unit. Now, after evaluating management decision of halting ‘Hoists’ unit, it is found that there would be upward surge of Contribution Margin and downward fall of Net loss. Hence, HSG is recommended to Hold ‘Hoists’ units. On the contrary, HSG is recommended to hold ‘Mobile Beds’ as without it, Contribution margin goes down and Net loss rises. The Marginal Costing unit considers the variable cost portion of overhead which makes it more acceptable than Absorption costing. Finally, in part 2, through CVP analysis on ‘Bux Deli’, the Break-even point is calculated considering various conditions. 
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