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This report is all about management accounting decisions on two different business organisations. The first one is Mobility Solution Group and the other one is Bux Dell. In the first part of the report, the income statement of MSG has been prepared on the basis of marginal cost accounting method and also been discussed some according to instructions. And in the later part, the break-even analysis has been accomplished o 
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[bookmark: _Toc107582339][bookmark: _Toc107582444][bookmark: _Toc107582485]Marginal Costing Income Statement for December 2021
In marginal costing, product cost is determined exclusively by the variable costs of its production (Bailey,2011). The following format is utilized to determine Mobile Solution group's variable costing of products sold across all three product lines and the entire organization:
	Particulars
	Wheelchairs
	Hoists
	Monile Beds
	Total

	Variable Costs of Goods Sold
	
	
	

	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 

	Total Variable Costs of Goods Sold
	  5,650.00 
	   7,440.00 
	    8,150.00 
	  21,240.00 


After putting everything together, the income statement based on variable costs would look like the below:
Mobile Solution Group
Marginal Costing Income Statement
For the Year Ended December 2021
	Particulars
	Wheelchairs
Amounts in £
	Hoists
Amounts in £
	Mobile Beds
Amounts in £
	Total
Amounts in £

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

	Variable Expenses
	
	
	
	

	Variable Costs of Goods Sold
	  5,650.00 
	   7,440.00 
	    8,150.00 
	  21,240.00 

	Other Variable Expenses
	     320.68 
	         69.85 
	         80.52 
	       471.05 

	Total Variable Expenses
	  5,970.68 
	   7,509.85 
	    8,230.52 
	  21,711.05 

	Contribution Margin
	  2,829.32 
	     (209.85)
	    2,369.48 
	    4,988.95 

	Fixed Overhead
	
	
	
	    6,500.00 

	Net Operating Income
	
	
	
	  (1,511.05)



Losses in net operating income are incurred by Hoists and Mobile Beds. Wheelchairs and Hoists each have a sales volume of ten units; however, only wheelchairs are profitable, while hoists do not generate a profit from their sales. This occurs since the Hoists product line has lower sales per unit compared to the Wheelchairs product line when both product lines have the same number of sales units. Additionally, the cost of material and labour per unit is greater for hoists. Since the variable expenses associated with the Hoists product line are greater than those associated with the Wheelchairs product line, the Hoists product line has a negative contribution margin when compared to the Wheelchairs product line, which has a positive contribution margin. Mobile Beds has a positive contribution margin; but, due to greater fixed costs, the company's net operating income is negative. This is the case even though Mobile Beds has a positive contribution margin. As a result, to turn a profit, Mobile Beds needs to increase their number of sales.
[bookmark: _Toc107582340][bookmark: _Toc107582445][bookmark: _Toc107582486] Making Decision whether to Stop the Production of Hoists

If the contribution margin of a product is negative, then it indicates that the corporation will make a loss on each individual unit of that product that it creates and sells. (Cleary and Quinn, 2016) In this scenario, the corporation has two choices: either it can choose to stop manufacturing the product altogether, or it can choose to hike the price of the product. Even though Hoists has a negative contribution margin, the product should not be discontinued. The reasoning behind that is elaborated upon below. Wheelchairs and Hoists are sold separately but that are used together, with each one creating a need for the other. Technology companies that focus on a single product are now teaming up with other businesses that offer services or products that are complimentary to their own. Therefore, rather than concentrating on a single product, the company ought to preserve its Hoists product line to either sustain the same level of sales achieved by Wheelchairs or to attract a new customer base in the foreseeable future. It will also serve to prevent new competitors from entering the market. The following is a statement of the marginal costing:



 




Mobile Solution Group
Marginal Costing Income Statement (considering two product line)
For the Year Ended December 2021

	Particulars
	Wheelchairs
Amounts in £
	Mobile Beds
Amounts in £
	Total
Amounts in £

	Sales
	
	      8,800.00 
	    10,600.00 
	    19,400.00 

	Variable Expenses
	
	
	

	Variable Costs of Goods Sold
	      5,650.00 
	      8,150.00 
	    13,800.00 

	Other Variable Expenses
	         320.68 
	            80.52 
	         401.20 

	Total Variable Expenses
	      5,970.68 
	      8,230.52 
	    14,201.20 

	Contribution Margin
	      2,829.32 
	      2,369.48 
	      5,198.80 

	Traceable Fixed Overhead
	      2,142.32 
	      2,580.52 
	      4,722.84 

	Net Operating Income
	         687.00 
	        (211.04)
	         475.96 
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Mobile Bed product line’s contribution margin is low, in other words it is not good enough to cover fixed costs. The mistake that some managers make is to automatically assume that they ought to cut the goods with the lowest contribution margin (Ali, 2010). However, companies shouldn't rely solely on contribution margin or any other metric of profit; instead, it should also take into account the allocation of fixed costs. If product line manager discovers that these low-contribution-margin products fill a product line or constitute a barrier to entry for a rival, the company should generally consider keeping the product around.





Mobile Solution Group
Marginal Costing Income Statement (considering two product line)
For the Year Ended December 2021
	Particulars
	Wheelchairs
	Hoists
	Total

	Sales
	
	      8,800.00 
	   7,300.00 
	    16,100.00 

	Variable Expenses
	
	
	

	Variable Costs of Goods Sold
	      5,650.00 
	   7,440.00 
	    13,090.00 

	Other Variable Expenses
	         320.68 
	         69.85 
	         390.53 

	Total Variable Expenses
	      5,970.68 
	   7,509.85 
	    13,480.53 

	Contribution Margin
	      2,829.32 
	     (209.85)
	      2,619.47 

	Fixed Overhead
	      2,142.32 
	   1,777.15 
	      3,919.47 

	Net Operating Income
	         687.00 
	 (1,987.00)
	    (1,300.00)



[bookmark: _Toc107582342][bookmark: _Toc107582447][bookmark: _Toc107582488]Dussion and Comparison of Marginal Costing with Absorption Costing
When calculating the cost of a product using absorption pricing, all of the direct costs involved with production are factored invariable costing can exclude certain direct fixed costs. The process of allocating fixed overhead expenses to all of the units produced during an accounting period is called "absorption costing (Drury, 2015). "Cost-of-goods-sold (COGS) variable expenses are factored into variable costing, but direct overhead costs remain absent from the calculation. Since variable costing does not consider fixed overhead expenses, it is able to present a more accurate view of the cost per unit as well as the value of the inventory. If a corporation wants to evaluate the prospective profitability of its various product lines, variable costing is preferable to absorption costing since it considers more factors. When just the variable expenses that are directly related to manufacturing are considered, it is much simpler to distinguish the changes in profits that result from producing one item as opposed to another (Edmonds and Old’s, 2013).
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Variable Cost: Variable cost is a kind of cost that varies with the level of output. Variable cost is total variable but fixed per unit (Kaplan and Atkinson, 2014). This cost includes direct material cost and direct labor cost which move parallelly with production level.
Fixed Cost: Fixed cost is that kind of cost that is fixed within a relevant range. Fixed cost is total fixed but variable per unit (Kaplan and Atkinson, 2014). Fixed cost includes purchase of fixed assets, machineries etc.
Contribution Margin: Contribution margin is the amount of firm’s profit that is left over for the fixed expenses (Shim and Siegel, 2013). Sales minus variable cost is equal to contribution margin.
Break-Even-Point: Break-even point is the level of units sold where there is neither profit or loss (Miyamoto, 2014). It can be found by dividing fixed cost with per unit contribution margin. 
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Break Even Point = Fixed Cost/ Unit Contribution Margin. Here it’s given, 
Fixed Cost = £1,500
Variable costs per unit plate = £20
Selling Price per plate = £35
Per Unit Contribution Margin = Selling Price per unit – Per unit variable costs 
                                                 = £35 - £20
                                                 = £ 15
Break Even Point (Units) = Fixed Cost/Per unit contribution margin
                                         = £1500/£15
                                         = 100 unit of plates
So, with the given information, 100 units of plates to be produced to reach the break even where there will be no profit and no loss of Bux Plate.
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Now, additional space fixed cost = £ 300
[bookmark: _Hlk106465430]Total Fixed Cost = £ 1500 + £300 = £1800
New Break-even Point (Unit) = New Fixed Cost/Unit Contribution Margin
                                                = £1800/£15
                                                = 120 units of plates
Break Even Sales Revenue     = Break-even unit*unit sales price
                                                = £120*35
                                                = £ 4200
With the additional information, the firm should generate revenue of £4200 to reach break-even.
[bookmark: _Toc107582346][bookmark: _Toc107582451][bookmark: _Toc107582492]Calculation of Optimum number of Plate Sold to Make a Profit
Optimal number of production units to make a figure of profit is calculated by dividing Total fixed expenses with contribution margin. To make a profit of £9,600, the firm should increase the production amount that is calculated below:
Optimum Sales = (Fixed Cost + Total Profit)/Unit Contribution Margin
                          = (£1500+9600)/15
                          = 11,100/15
                          = 740 units of plate.
To make a profit of £9600, the firm should sell 750 units of plates.
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Management Accounting is a type of accpounting that deals with accounting activities only for the internal uses like budgeting, pricing, decision making, BEP etc (Weygandt, Kimmel and Kieso,2012). It doesn’t follow GAAP strictly. In accounting, there are two forms of income statements; one is marginal or variable costing, and the other is absorption costing. There are a few differences between the two that have been discussed throughout the report. The second part of the report is break-even analysis that is used to determine wheather a firm go for further production. It helps to know about margin of safety.
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