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[bookmark: _Toc107561016]Task 1:
[bookmark: _Toc107561017]Question (a):
Marginal costing statement for each product and total for the month of December:
	
	
	Wheelchairs
	Hoists
	Mobile Beds
	Total

	
	
	Amount(£)
	Amount(£)
	Amount(£)
	Amount(£)

	Sales 
	
	8,800.00
	7,300.00
	10,600.00
	26,700.00

	
	
	
	
	
	

	Variable Cost
	
	
	
	
	

	
	Direct Material
	4,180.00
	4,905.00
	5,390.00
	14,475.00

	
	Direct 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

	
	Fixed Overhead
	
	
	
	6,499.99

	Net profit 
	
	
	
	
	-1,511.04






[bookmark: _Toc107561018]Question (b):
Marginal costing statement for the month of December if MSG stops the production of Hoists:
	
	
	Wheelchairs
	Mobile Beds
	Total

	
	
	Amount(£)
	Amount(£)
	Amount(£)

	Sales 
	
	8,800.00
	10,600.00
	19,400.00

	
	
	
	
	

	Variable Cost
	
	
	
	

	
	Direct Material
	4,180.00
	5,390.00
	9,570.00

	
	Direct 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
	6,499.99



	
	Fixed Overhead
	
	
	4,723.14

	Net profit 
	
	
	
	475.96



The net profit of MSG for the month of December is -1,511,05 with all three of their product line. 
If they stop the production of Hoists their net profit increases to 475.96.
Hoists also have a negative contribution margin, if MSG keeps producing Hoists it would just keep increasing their net loss.  

[bookmark: _Toc107561019]Question (c):
Marginal costing statement for the month of December if MSG stops the production of Mobile beds:
	
	
	Wheelchairs
	Hoists
	Total

	
	
	Amount(£)
	Amount(£)
	Amount(£)

	Sales 
	
	8,800.00
	7,300.00
	16,100.00

	
	
	
	
	

	Variable Cost
	
	
	
	

	
	Direct Material
	4,180.00
	4,905.00
	9,085.00

	
	Direct Labour
	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

	
	Fixed Overhead 
	
	
	3919,47

	
	
	
	
	



Though the marginal statement of December shows a decrease in net loss with the halting of production of Mobile Beds, the firm shouldn’t stop producing Mobile Beds because the Mobile Beds have a positive contribution margin. In fact, if MSG keeps increasing its production of Mobile Beds it would be able to profit from Mobile Beds. 



[bookmark: _Toc107561020]Question (d): 
The main distinction between absorption and marginal costing is how fixed manufacturing overhead costs are handled. An absorption costing method "absorbs" all of the manufacturing costs and includes fixed manufacturing overhead in the product's price. Because the product's cost includes fixed overhead, absorption costing is compliant with GAAP. The variable overhead expenses are taken into account in marginal costing, but the fixed overhead is not. In conformity with GAAP, fixed overhead is recognized as a period expense and isn't included in the product's total cost.
The advantages of Marginal costing over absorption costing:
1. Income can be shown with changes in sales: The cost of fixed overhead is not affected by changes in inventory since it is viewed as a one-time expenditure. Absorption costing, on the other hand, doesn't allow for this kind of increase in income in relation to sales. The permanent overhead is ascribed to a cost under absorption costing shifts in response to variations in volume. As a result, because fixed expenditures are allocated to a fluctuating number of units, the stated net income fluctuates along with production. The income picture may be distorted as a result, and sales income may even move in the opposite direction (Weygandt, 2020).
2. Clearer picture of the impact of fixed overhead: Costing at the margin stresses how fixed expenses affect revenue. After gross profit, the complete amount of the period's fixed costs is shown. As a result, the direct impact of fixed costs on net income is highlighted, as opposed to the indirect impact of absorption costs, which include fixed expenses as part of the cost of goods sold and so affect gross profit (Wild, 2019).
3. Clear picture of margin of each product: The allocation of shared fixed costs does not influence gross margins. As a result, it is easier to evaluate the profitability of different goods, consumers, and business segments in general. A common fixed cost, also known as an allocated fixed cost, is a cost that is shared by all of the company's revenue-generating components. Salary and corporate headquarters costs, such as rents and insurance, are examples of these costs. Most of these expenses are spread out among several parts of the company like departments or production facilities (Schultz, 2018). This is important since these costs are necessary for business, but they are generated by a component of the organization that does not immediately generate revenues to balance these expenditures. All of the many divisions of the business rely on the products they make and sell to generate money.
4. Better cost control: Variable costing looks at only the variable costs of production and makes it easier to use control mechanisms like flexible budgets which are based on different levels of production and because fixed costs don't change, are built around variable costs.

[bookmark: _Toc107561021]Task 2:
[bookmark: _Toc107561022]Question (a):
The break-even analysis method is used to determine the number of sales that equals earnings to expenses and thus the number of additional revenues, or profits, when the fixed and variable costs seem to be satisfied. In managerial accounting, the distinction between revenues and profits is the most important concept to grasp. The corporation does not make money on all of its sales. Many items are more expensive to produce than they are worth. These products are a loss, not a profit, due to the fact that costs exceed sales (Weygandt, 2020).
Here, 
Fixed cost (FC) = £1,500
Variable cost per plate (VC) = £20
Selling price per plate (S)  = £35
So, Break Even Point:
	Selling price
	35

	Variable cost
	20

	
	

	Contribution Margin
	15

	Fixed Cost
	1500

	
	

	Break Even Point
	100



Ans: Bux Deli should sell 100 units in order to break even



[bookmark: _Toc107561023]Question (b):
As a result of an additional fixed storage rental cost of £300 the new fixed cost would be:
FC = (1500 + 300) = £1800
As, the selling price and variable cost are to remain constant, we can calculate the new break-even point:




	Selling price
	35

	Variable cost
	20

	
	

	Contribution Margin
	15

	Fixed Cost
	1800

	
	

	Break Even Point
	120



Ans: Bux Deli should sell 120 units in order to break even


[bookmark: _Toc107561024]Question (c):
To find out the required selling unit, we can set the profit of initial equation to 9,600 and solve for quantity (q):
	Selling price
	35

	Variable cost
	20

	
	

	Contribution Margin
	15

	Fixed Cost
	1500

	Profit
	9,600

	
	

	Break Even Point
	740



Ans: Bux Deli has to sell 740 units of plates to incurr a profit of £9,600.
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