[image: ]








Component 1 – Individual Report
LCBB5002_BIRM
Management Accounting







Student: Radu-Daniel Catrina
Student Number: 2123271
Lecturer Name: Muno Zuwirai







Table of Contents
1	Introduction	1
2	Difference between marginal costing and absorbing costing	2
3	Marginal Costing Statement	3
3.1	Marginal costing statement when Hoists production is stopped	7
3.2	Marginal costing statement when Mobile Beds production is stopped	8
3.3	Advise for MSG	9
4	Break-even Point	9
5	Conclusion	10
6	References	11











[bookmark: _Toc128777550][bookmark: _Toc128778817]Introduction 
In order to lay a foundation for my work, I will initially attempt to define management accounting as a concept and exemplify its importance. 
Thus, management accounting can be defined as the process of gathering and presenting of financial information to managers, with the purpose of informing and forecasting future investments within an organization. In addition, we can refer to academic sources where management accounting is defined as ‘the presentation of accounting information in such a way as to assist management in the creation of policy and day-to-day operation of an undertaking’ (Madegowda, 2008, p.6). 
Management accountants play a key role in the development and future growth of an organization. They are responsible for budgeting, producing financial statements, advising on strategic planning or producing tax paperwork. As such, they hold great responsibility and influence with a company.
 In management accounting, there are two types of accounting methods as absorbing costing method and the marginal costing method. Using these two types of methods, a management accounting statement is prepared. These two types of the accounting system are necessary for including different transactions. In the marginal costing method, the fixed costs are not added to product costs but in the absorbing costing method, fixed costs alongside variable costs are added as product costs. 
Presented report is based on Mobility Global (MG), a manufacturer of special personal mobility equipment. The report will reflect on the differences between marginal costing and absorption costing techniques, will include a marginal costing statement for the products they manufacture and advice regarding the profitability and sustainability of manufacturing said products.
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The marginal costing method is important for management accounting because using this method, the contribution margin can be calculated. In variable costs, product costs are used but the fixed costs are not included here. The absorbing costing method includes both period cost and product cost. This method is important when taxes are included in the financial reporting purpose. the key differences between them are given below:
	Marginal Costing
	Absorption Costing

	In the marginal costing method, product costs are considered variable costs. 
	In the absorbing costing method, fixed costs, and variable costs are considered product costs (Drury, 2018). 


	Fixed cost is demonstrated as period cost and variable cost is demonstrated as product cost (Bromwich & Bhimani, 2015).
	As product costs both fixed cost and variable costs are included. 

	Overhead costs are breakdown into variable costs and fixed costs. 
	On the other hand, overhead costs are included as product costs, distribution costs, and administration costs (Jiambalvo, 2019). 

	The profit volume ratio is used to calculate the profit of the company. 
	When the fixed costs are considered product costs, the profit is reduced here. 

	The unit per cost of the next product can be evaluated. 
	Each unit per cost of the product can be evaluated.  

	Using this method, the unit per contribution margin is calculated. 
	Using this method, the unit per profit is determined. 
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Marginal Costing Statement (Wheelchairs)
For Mobile Solution Group
For the year-end
	Particulars
	Amount (£)
	Amount (£)

	Sales
	 
	20,100

	Variable production costs
	 
	 

	Direct materials
	4,623
	 

	Direct labor
	6,231.00
	 

	Other variable expenses 
	2,211
	 

	 
	 
	13,065

	Contribution Margin 
	 
	7,035

	Fixed Costs:
	 
	 

	Fixed Overheads
	 
	6,030

	Profit 
	 
	1,005


Preparing the marginal costing statement, it is found that the profit is £1,005. Here 40 wheelchair production and each of the production costs are less. So, wheelchair generates positive profit for the company. 










Marginal Costing Statement (Hoists)
For Mobile Solution Group
For the year-end
	Particulars
	Amount (£)
	Amount (£)

	Sales
	 
	18,630

	Variable production costs
	 
	 

	Direct materials
	6,893.10
	 

	Direct labor
	7,824.60
	 

	Other variable expenses 
	4,657.50
	 

	 
	 
	19,375

	Contribution Margin 
	 
	-745

	Fixed Costs:
	 
	 

	Fixed Overheads
	 
	5,962

	Profit 
	 
	-6,707


Preparing the marginal costing statement, it is found that the profit is -£6,707. Here 93 Hoists production and each of the production cost is high. So, wheelchair generates negative profit for the company.









Marginal Costing Statement (Mobile Beds)
For Mobile Solution Group
For the year-end
	Particulars
	Amount (£)
	Amount (£)

	Sales
	 
	19,302

	Variable production costs
	 
	 

	Direct materials
	9,264.96
	 

	Direct labor
	6,755.70
	 

	Other variable expenses 
	3,088.32
	 

	 
	 
	19,109

	Contribution Margin 
	 
	193

	Fixed Costs:
	 
	 

	Fixed Overheads
	 
	7,334.76

	Profit 
	 
	-7,142


Preparing the marginal costing statement, it is found that the profit is -£7,142. Here 77 mobile beds production and each of the production costs are high. So, wheelchair generates negative profit for the company.









Marginal Costing Statement (Total)
For Mobile Solution Group
For the year-end
	Particulars
	Amount (£)
	Amount (£)

	Sales
	 
	58,032

	Variable production costs
	 
	 

	Direct materials
	20,781.06
	 

	Direct labor
	20,811.30
	 

	Other variable expenses 
	9,956.82
	 

	 
	 
	51,549

	Contribution Margin 
	 
	6,483

	Fixed Costs:
	 
	 

	Fixed Overheads
	 
	19,326.36

	Profit 
	 
	-12,844


It is found that wheelchair production has positive profit for the company but Hoists production and Mobile bed production generate negative profit for the company. Preparing a marginal costing statement for the overall production, it is found that the company generates negative profit amounting -£12,844. So, the company will face losses due to Hoists and Mobile Beds production.
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As it is found that Hoists production for the company is generating negative profit for the company, it is time to stop Hoists production for the company. Hoists production has higher units but it has higher units per cost which increase the cost of the company and generate negative profit for the company.  Considering this, it would be a good decision for MSG, if it stops Hoists production. If MSG continues Hoists production, it will face loss due to negative profit and its cost will be higher. So, MSG should stop Hoists production and increase wheelchair production for increasing the profitability of the company. 
	Particulars
	Amount (£)
	Amount (£)

	Sales
	 
	39,402

	Variable production costs
	 
	 

	Direct materials
	13,887.96
	 

	Direct labor
	12,986.70
	 

	Other variable expenses 
	5,299.32
	 

	 
	 
	32,174

	Contribution Margin 
	 
	7,228

	Fixed Costs:
	 
	 

	Fixed Overheads
	 
	13,364.76

	Profit 
	 
	-6,137


The overall loss for the company was -£12,844. But calculating the profit after stopping Hoists production, it is found that the overall loss has been lessening though there is negative profit. so, it can be said that Hoists' production stopping is giving the company advantages. Now the negative profit is -£6,137.
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After stopping the Mobile beds production for the company, the marginal statement is prepared. Here it is found that still, the profit is negative but it is less than that of before. As it has 77-unit production which is higher than wheelchairs but its unit per cost is also higher than that of wheelchairs which increases the cost of the company and generates negative profit. Now it is time for MSG to stop Mobile bed production and should increase wheelchair production reducing costs. Wheelchair production will provide MSG with a positive profit for the company. 
	Particulars
	Amount (£)
	Amount (£)

	Sales
	 
	38,730

	Variable production costs
	 
	 

	Direct materials
	11,516.10
	 

	Direct labor
	14,055.60
	 

	Other variable expenses 
	6,868.50
	 

	 
	 
	32,440

	Contribution Margin 
	 
	6,290

	Fixed Costs:
	 
	 

	Fixed Overheads
	 
	11,991.60

	Profit 
	 
	-5,702


The overall loss for the company was -£12,844. But calculating the profit after stopping Mobile beds production, it is found that the overall loss has been lessening though there is negative profit. so, it can be said that Mobile bed production stopping is giving the company advantages. Now the negative profit is -£5,702.


[bookmark: _Toc128777555][bookmark: _Toc128778822]Advise for MSG

It is found that MSG faces losses in its productivity. As MSG is facing losses, the company is trying to stop the production of Hoists and Mobile Beds. A wheelchair is generating profit for the company but the other two products are generating negative profit for the company. This negative profit is giving losses to the company. As it is facing continuous losses, MSG decides to stop Hoists and Mobile Beds production. Now, the recommendation for MSG company is to stop these two productions and to increase the profitability of the company, MSG should lower its unit per cost and needs to increase higher productivity of wheelchairs. These will provide the company with long-term profitability. Each of the company's objectives is to get sustainable growth. So, MSG must stop Hoists and Mobile Beds company to get long-term and sustainable growth. If MSG follows some techniques, it can increase its profitability. Some techniques are selling more units, increasing sales per unit, reducing costs, and increasing efficiency. MSG can follow qualitative techniques to stop Hoists and Mobile Beds production. These techniques are increasing the efficiency of the product and increase the design of the product. 
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The break-even point is a technique that is used to calculate a point at which the total cost and total revenue of the products will be similar and at this point, there will have no gain and loss for the company (Langfield-Smith, Thorne, & Hilton, 2018). 
	Fixed costs
	£11500

	Sales
	£65
	

	variable costs
	£40
	

	Contribution margin 
	£25

	Break-even point
	460


DelhiCorner needs to sell 460-unit for the break-even. 
	Revenue
	£24000

	Number of Units sold
	370

	Sales price per unit
	65


If there is £24,000 profit, 370 units should be produced. 
	Revenue
	£53100

	variable costs 
	£23400

	fixed cost
	£11500

	profit
	£18200


 
 

Given that there is £65 per unit, so total sales for 460 units will be £29900. Given that £40 per unit variable cost, the total costs for 460 units will be £18400. And here given that extra advertising cost £5000 and total variable costs will be £23400. After calculation, it is found that the required revenue is £53100 for getting £18200 profit. 
Though break-even analysis has advantages, it has some limitations too. These limitations are given below:
· It follows assumption
· Fixed costs are constant
· Variable costs vary
· Unchanged selling price
· Unchanged business conditions
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Two types of costs variable costs and fixed costs are included in the marginal costing method. On the other hand, production costs, distribution costs, and administration costs are included in the absorbing costing method. The marginal costing method shows the production costs but the absorbing costing method shows the accurate and exact value of the profit of a company. The marginal costing method is useful for determining contribution per unit. On the other hand, the absorbing costing method is useful for determining net profit per unit.
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