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[bookmark: _Toc108735075]Introduction
This report is make to analyse and evaluate information that can help us to identify solutions for answering at the business needs, specifically in relation to decisions compelling revenues and costs, In the specific we will help MSG, a company that produce and sell mobility equipment, if still profitable for the company to produce some of their product, to do this a Marginal Costing Statement will be prepared.
Absorption costing, often known as "full-costing," is a management accounting technique used to track the total cost of manufacturing a particular product. This method is used to account for both direct and indirect expenses, including of supplies, labor, rent, and also insurance. In its cost base, absorption costing includes everything that is an expenditure of manufacturing a product. In addition to including fixed overhead expenses as part of product cost, absorption costing also accounts for these expenses. Included among the costs connected with manufacturing the product are pay for personnel physically operating on the object, the raw materials needed in production, and any overhead expenditures (such as all electricity bills) incurred during production.
Marginal Costing on the other hand divides all the costs of a product in two separate categories on the basis of occurrences of those costs. The one-time cost for the production is labelled as fixed cost while the costs that change with the number of production is called variable costs. (WARREN, 2022). With COGS, a lower breakeven unit price is possible with variable costing. As a result, it can be difficult to establish the best price for a particular product. Gross profit will be slightly greater because to variable costing. As a result, gross profit margins are slightly larger than absorption costs.
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[bookmark: _Toc108735077]Question (a)
Report for MSG’s Directors
Marginal Costing Statement for all products:
	
	
	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
	
	2,829.32
	(209.85)
	2,369.48
	4,988.95

	
	Fixed Overhead
	(2,142.32)
	(1,777.15)
	(2,580.52)
	(6,499.99)

	Net profit 
	
	687.00
	(1,987.00)
	(211.04)
	(1,511.04)



[bookmark: _Toc108735078]Question (b)
Marginal costing statement (if MSG halted 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
	
	2,829.32
	2,369.48
	5,198.80

	
	Fixed Overhead
	(2,142.32)
	(2,580.82)
	(4,723.14)

	Net profit 
	
	687.00
	(211.34)
	475.66



Previously the net profit for MSG when they produced all three products were negative 1,511.04. When they stopped production of Hoists the net profit of MSG increased to 475.66. So, MSG should halt the production of Hoists as halting the production affects net income positively and also hoists has a negative contribution margin. As it has a negative contribution margin, if they kept producing hoists it would keep increasing their net loss.
[bookmark: _Toc108735079]Question (c)
Marginal costing statement (if MSG halts 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
	
	2,829.32
	(209.85)
	2,619.47

	
	Fixed Overhead
	(2,142.32)
	(1,777.15)
	(3,919.47)

	Net profit 
	
	687.00
	(1,987.00)
	(1,300.00)



The marginal statement shows a decrease in net loss with the stopping of production of Mobile beds, but the firm shouldn’t stop the production of Mobile beds as it has a positive contribution margin. So, MSG can profit from the production of Mobile Beds by increasing production.

[bookmark: _Toc108735080]Question (d)
When it comes to manufacturing overhead costs, absorption and marginal costing take two quite distinct approaches. In an approach to pricing known as absorption, all of the costs of production are "absorbed" into the price of the finished product, together with the fixed overhead costs of manufacturing. Because the expenses of the product include fixed overhead, utilising absorption costing is considered to be in accordance with GAAP. The marginal costing method takes into account just the variable costs and not the fixed overhead expenses. In accordance with generally accepted accounting principles (GAAP), the cost of fixed overhead is excluded from the overall cost of the product (Britton and Waterston, 2013).

The advantages of Marginal costing:
1. Accurate sales-income relationship: In marginal costing method the actual relationship between sales and income can be shown. As the marginal costing method shows fixed and variable cost components separately, we can see the increase or decrease in income in relationship to sales. On the other hand, absorption costing doesn’t do such distinction in costs. As a result we can’t see how our income can increase in sales. We can’t accurately watch how increase and decrease in sales, increases or decreases net income (Wild, 2019).
2. Visualisation of impact of fixed costs: Margin costing emphasises how fixed costs have an impact on sales. The actual sum of a certain period's fixed expenses is displayed after gross profit. In contrast to the indirect effects of absorption costs, that include fixed expenses as portion of the price of products sold and consequently affect gross profit, the direct effect of fixed costs on net revenue is highlighted as a result.
3. Helps in budgeting: The use of control mechanisms like flexible budgets, which are based on various levels of output and are constructed around variable costs because fixed costs don't fluctuate, is made simpler by variable costing, which focuses only on the variable costs of production.
4. Helps to see effects of different products: Gross margin of each product can’t be seen properly in absorption costing as it does not show separate contribution margin. As a result, assessing the profitability of various products, customers, and business divisions in general is made more difficult (Britton and Waterston, 2013). A cost that is borne by all of the parts of the business that generate income is referred to as a common fixed cost, also known as an allocated fixed cost. Costs associated with salaries and corporate offices, including rent and insurance, are a couple of examples. The majority of these costs are distributed among various areas of the business, such as departments or production facilities. This is significant because, despite the fact that these costs are necessary for conducting business, they are produced by a part of the company that does not instantly produce revenues to cover these expenses. Each of the company's several divisions depends on the goods they produce and market to make money.
5. Decision Making: Every day, modern management is confronted with a variety of decision-making issues. The most important factor in determining the optimal course of action is profitability. Using 'contribution' as a method of marginal costing helps management find solutions to difficulties.
6. Cost Assigning: It is much simpler to monitor and report on expenses when using the marginal costing methodology, which also makes it easier to monitor costs. When expenditures are broken down into their constant and variable components, the process of determining expenses is made much more straightforward. This problem can be traced back to one thing and one thing only: the practice of breaking down semi-variable costs into fixed and variable components. Nevertheless, one of the methods can be implemented in order to overcome this problem.


[bookmark: _Toc108735081]Recommendations
MSG is currently producing 3 products and they are incurring losses. Here are a few recommendations that can help them come out of loss in future:
· As the company has positive contribution margin in wheelchairs they should aim on increasing production and sales of wheelchairs. 
· There is also potential in the production of mobile beds for MSG. They should try to reduce the costs of mobile beds to certain extent and increase the sales and production to increase profit. 
· The company should just cease the production of hoists as the cost of producing hoists has been higher than its selling price. 

[bookmark: _Toc108735082]Conclusion
In order to improve organizational performance, managers analyze and apply financial data in management accounting, which is a crucial part of accounting. Costs associated with a company's manufacturing and supply facilities are the main focus of management accounting. There are two ways to determine production costs: marginal costing and absorption costing. In this study, the author created a marginal costing statement for Mobile Solutions Group while taking into account several production scenarios for a three-product portfolio. The author then identified the production scenario that produces the company's highest return. The author also covered the rationale for only taking into account overhead contribution when calculating marginal costs.

[bookmark: _Toc108735083]Task 2:
[bookmark: _Toc108735084]Question (a):
Using the break-even analysis method, you may figure out how many sales are necessary to reach a point where the business won't be neither at loss or profit, thus, how much further revenue (or profit) can be generated once the fixed and variable costs are met (Cafferky, 2014). The most critical topic to comprehend in managerial accounting is the difference between revenues and profits. All of the company's sales are not profitable. The cost of manufacturing many products exceeds their selling price and the business can never profit from them.

	Selling price per plate
	
	35
	

	Variable cost per plate
	
	20
	

	Fixed Cost
	
	
	1500
	

	
	
	
	
	

	SP
	 
	35
	 
	

	Less
	 
	 
	 
	

	VC
	 
	20
	 
	

	 
	 
	 
	 
	

	Contribution
	 
	15
	 
	

	
	
	
	
	

	
	
	
	
	

	FC
	 
	1500
	 
	

	Divided
	 
	 
	 
	

	Contribution
	 
	15
	 
	

	 
	 
	 
	 
	

	Break Even
	 
	100
	 
	

	
	
	
	
	


Bux Deli should sell 100 plates in order to Break Even.
[bookmark: _Toc108735085]Question (b):
Bux Deli incur an additional fixed cost of £300 for storage space.
	
	
	
	

	FC
	 
	1800
	 

	divided
	 
	 
	 

	Contribution
	15
	 

	 
	 
	 
	 

	Break Even
	120
	 



Now Bux Deli should sell 120 plates in order to Break Even because of the storage fixed rent it incurred.
[bookmark: _Toc108735086]Question (c):
Bux Deli want to make a profit of £9600
	
	
	
	

	FC
	 
	1500
	 

	Add
	 
	      9,600
	 

	Divided

Contribution
	15
	 

	 
	 
	 
	 

	Break Even
	740
	 


Bux deli has to sell 740 units to incur profit of 9,600.
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	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
	
	2,829.32
	-209.85
	2,369.48
	4,988.95

	
	Fixed Overhead
	2,142.32
	1,777.15
	2,580.52
	6,499.99

	Net profit 
	
	687.00
	-1,987.00
	-211.04
	-1,511.04



	
	
	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 
	
	2,829.32
	2,369.48
	5,198.80

	
	Fixed Overhead
	2,142.32
	2,580.82
	4,723.14

	Net profit 
	
	687.00
	-211.34
	475.66



	
	
	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
	
	2,829.32
	-209.85
	2,619.47

	
	Fixed Overhead
	2,142.32
	1,777.15
	3,919.47

	Net profit 
	
	687.00
	-1,987.00
	-1,300.00
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