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[bookmark: _Toc107933605]Introduction
  The report presents the Marginal Costing Statement for the company’s three manufactures products: Mobile Beds, Hoists and Wheelchairs. Based on the computation from the Marginal Costing Statement, the second section addresses whether or not corporation should cease production of Hoists and Mobile Beds. In the third section of the case, the definition significance, benefits and distinctions between Absorption Costing and Marginal Costing are discussed.
[bookmark: _Toc107933606](a)Marginal Costing Statement – Mobile Beds, Hoists and Wheelchairs





[bookmark: _Toc107933607]Contribution margin- definition, purpose, importance

It is the amount of money left over to meet the business’s fixed costs that is know as Contribution Margin. In other words, it refers to the money left over after the variable costs of making the company’s items have been deducted, the calculation of the contribution margin is a key tool for assessing, managing and planning the profitability of the company. In addition, the formula’s outputs can be used to make short-term decisions. As a result, the level of output as well as the contribution margin are critical to the growth of the company. The cost of manufacturing the products must be split between fixed and variable expenses. To figure it out the contribution margin is needs to do this. Internal analysis is based on contribution analysis. It is also important to note that the contribution margin doesn’t represent how much profit the business makes. Instead, it shows how much revenue the company can expect to bring in to cover its fixed costs. In order to meet its goals, a corporation must ensure that its contribution margin covers both its fixed costs and the amount of income it hopes to generate. (PRADEEPA H, 2022)
[bookmark: _Toc107933608]Decision making process

Many managerial decisions are made easier when the contribution margin is examined, including whether to add or remove a product line, how to price a product or service and how to structure commissions for sales. Product comparison is the most common usage of this feature. This means that the company loses money on every unit it sells, and so it should either drop the product or raise prices. A product is likely to be worth retaining if it has a positive contribution margin. Although “conventionally computed profit” may be negative, “if the products have a positive contribution margin, it contributes to fixed expenses and profit. (Gallo, 2017). In this case it advices, the company to stop producing Hoist, because the marginal costing statement(a) shows negative contribution and also advices the company to keep going with producing Mobile Beds, because of the positive results of the contribution, but in short term period.
[bookmark: _Toc107933609](b)Production of Hoists-
Marginal Costing statement- Below the Excel Table shows the results if the company stop producing Hoists. 








[bookmark: _Toc107933610]( c ) Production of Mobile Beds- 
Marginal Costing Statement- Below the Excel table shows the results if the company stop producing Mobile Beds.
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[bookmark: _Toc107933612]Absorption costing- definition and role
Absorption costing is a way to add up all the costs of a production process and divide them among the different products. Accounting standards say that this kind of costing is needed to figure out how much a firm’s inventory is worth, which is shown on its balance sheet. There may be a wide range of fixed and variable costs for a product. Costs like these are not counted as expenses in the month they are paid for. Instead, they stay in inventory is sold, at which point they are added to the costs of goods sold. (Accounting Tools,2022)
Absorption costing and Marginal costing- benefits, disadvantages, role and companies preferences 
Work in progress and inventory are valued for accounting purposes using absorption costing and variable costing. Every expense that goes into making a product is included in absorption costing. The only costs included in variable costing are those incurred during production, no fixed costs are included. GASB’s Generally Accepted Accounting Principles (GAAP) mandate absorption costing for financial reporting (GAAP). Only for organisations who spend GOGS on their income statement would absorption vs variable costing consideration. Public corporations are forced to employ absorption costing due to their GAAP accounting obligations, even though any company can use both approaches. To calculate absorption costs, it must include all the costs that are directly related to production. Some direct fixed costs can be eliminated by using variable costing.  For an accounting period fixed overheads costs are allocated to all units produced. All of COGS’s variable direct expenses are included, but the direct overhead costs are not. Because it does not include fixed overhead costs, variable costing can give a more accurate view of per-unit costs and inventory values. (THE INVESTOPEDIA TEAM,2022)
Management can use one of the costing techniques to decide how to manufacture a product. Both can be used to value finished goods and work in progress for internal accounting purposes. The main distinction between absorption costing and variable costing relates to how fixed manufacturing overheads costs are handled in each method.  (THE INVESTOPEDIA TEAM,2022)
If the companies have COGS, the majority of businesses will employ absorption costing method. Additionally, it can be necessary for external reporting needs because it’s the only technique that complies with GAAP. Business can determinate that using absorption costing alone more effective. It may be advantageous to employ the variable costing approach, at very least calculate it in dashboard reporting, depending on a firm’s business model and reporting requirements. When managers their organization’s COGS cost accounting procedure, they should be aware that both absorption costing and variable costing are choices. A company’s direct, fixed overheads costs can have significant impact on the cost per unit. Variable costing in businesses may be able to devote significant monthly direct, fixed costs to operating costs. In some circumstances this can lead to a more affordable pricing per unit. The majority of businesses may eventually need to switch to absorption costing which is something to keep in mind while making both short- and long-term decisions. (THE INVESTOPEDIA TEAM,2022)
In order to make well-informed short-term decisions, marginal costing and absorption costing are used. Absorption costing provides the closing inventory valuation for the financial statements. A company cannot use absorption costing for financial reporting while marginal costing Is required for management accounting. (aat, 2020)


[bookmark: _Toc107933613]Conclusion
The paper advises the company to stop producing Hoist and keep going producing Mobile Beds, but in a short-term period. The report discussed the importance of marginal and cost accounting and the significant differences between them. It also presented the decision-making process and the risks connected with the process.
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Task 2 
a) How many plates should Bux Deli sell in order to break even? – Based on the calculation below Bux Deli need to sell 100 plates to break even. 
Break-even quantity= Fixed Cost/Contribution per Unit.




b) Given that Bux Deli will now incur an additional 300£ storage space fixed rental, calculate the revenue Bux Deli should generate in order to break even- The break-even revenue is 4,200£. 
Break-even revenue= Fixed Cost x Selling Price/Contribution per Unit.




c) How many plates should be sold by Bux Deli in order to make a profit of £9,600? - Bux Deli need to sell 760 plates to make a profit of £9,600
Activity level= Fixed cost + Target profit/Contribution per unit.


			Page | 2 

Microsoft_Excel_Worksheet.xlsx
Sheet1

						Wheelchairs 		Hoists		Mobile Beds 		Total

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

				                 		  

		Cost of sale						   

				Direct Material 		4180		4905		5390		14475

				Direct Labour		1470		2535		2760		6765

				Other Variable Cost		320.68		69.85		80.52		471.05

		Contribution				2,829		-210		2,369		4,989



				Fixed Overheads								6500

		Profit/(loss)										-1,511
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Wheelchairs Mobile Beds Total

Sales 8800 10600 19400

Cost of Sale

Direct Material 4180 5390 9570

Direct Labour 1470 2760 4230

Other Variable Expenses 320,68 80,52 401,2

Contribution 2829,32 2369,48 5198,8

Fixed  Overheads 6500

Profit/(loss) 2829,32 2369,48 -1301,2
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						Wheelchairs		Mobile Beds		Total

		Sales				8800		10600		19400

		Cost of Sale

				Direct Material		4180		5390		9570

				Direct Labour		1470		2760		4230

				Other Variable Expenses		320.68		80.52		401.2



		Contribution				2829.32		2369.48		5198.8



				Fixed  Overheads						6500

		Profit/(loss)				2829.32		2369.48		-1301.2
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Hoists Wheelchairs Total

Sales 7300 8800 16100

Cost of Sale  

Direct Material 4905 4180 9085

Direct Labour 2535 1470 4005

Other Variable Expenses 69,85 320,68 390,53

Contribution -209,85 2829,32 2619,47

Fixed  Overheads 6500

Profit/(loss) -209,85 2829,32 -3880,53
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						Hoists		Wheelchairs		Total

		Sales				7300		8800		16100

		Cost of Sale				 

				Direct Material		4905		4180		9085

				Direct Labour		2535		1470		4005

				Other Variable Expenses		69.85		320.68		390.53



		Contribution				-209.85		2829.32		2619.47



				Fixed  Overheads						6500

		Profit/(loss)				-209.85		2829.32		-3880.53
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Plates

Sales 35£

less:Variable/Marginal cost 20£

Contribution per unit 15£

Fix Costs 1500£

divide:Contribution per unit 15£

Break-even quantity 100
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				Plates

		Sales		35£

		less:Variable/Marginal cost		20£

		Contribution per unit		15£



		Fix Costs		1500£

		divide:Contribution per unit		15£

		Break-even quantity		100
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Fix Costs  1500£ + £300= 1800£

multiplied:Selling Price 35£

didive:Contribution per Unit 15£

Break-even revenue 4200£
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		Fix Costs 		1500£ + £300= 1800£

		multiplied:Selling Price		35£

		didive:Contribution per Unit		15£

		Break-even revenue		4200£
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Fix costs 1500

plus: Target Proft 9600

divide: Contribution per unit 15

Activity level 740
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		Fix costs		1500

		plus: Target Proft		9600

		divide: Contribution per unit		15

		Activity level		740
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Wheelchairs  HoistsMobile Beds  Total

Sales 8 800 7 300 10 600 26 700

                    

Cost of sale    

Direct Material  4180 4905 5390 14475

Direct Labour 1470 2535 2760 6765

Other Variable Cost 320,68 69,85 80,52 471,05

Contribution 2 829 -210 2 369 4 989

Fixed Overheads 6500

Profit/(loss) -1 511


