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[bookmark: _Toc106986059]Task:1
[bookmark: _Toc106986060]Introduction
Management accounting is the component managers use to make decisions. Management accounting also helps quantify the performance of the management (Horngren and Sundem, 2017). This report will study a case where it will calculate the marginal costing of the Mobility Solution Group. Based on the data of three products given in the task description, the report will prepare a marginal costing statement for each of the products. As two of the products are not doing well, the report will also provide suggestions if they are to be stopped producing based on the calculation. 


[bookmark: _Toc106986061]Marginal costing statement for each product and total
The quantity of product units sold of wheelchair, hoists, and mobile beds are 10, 10, and 100 respectively. Based on the revenue of these products and total revenue, here is a marginal costing statement of Mobility Solutions Group. The marginal costing statement shows the variable and fixed expenses separately and shows contribution margin by subtracting the variable expenses from revenue (Harris, 2015). 
Mobility Solutions Group 
Marginal costing statement 
For December, 2021
	
	Wheelchair 
	Hoists
	Mobile beds
	Total

	Revenue 
	8800
	7300
	10,600
	26,700

	Variable costs:
Material 
Labour
Other variable expenses

Contribution margin

Less: Fixed expenses:
Fixed overheads

	
4180
1470
320.68

2829.32


2142.32
	
4905
2535
69.85

(209.84) 


1777.15
	
5390
2760
80.52

2369.48


2580.52
	
14,475
6765
471.05

4988.95


6500

	Net operating income
	687
	(1987)
	(211.04)
	(1511.05)



The marginal costing statement of Mobility Solutions Group shows positive net operating income for wheelchair only. The other two products which are hoists and mobile beds show negative net operating income. Because of these two products bringing negative net operating income, the total net operating income of the company is also negative which is not a good sign for the company. As a senior management accountant, I would immediately take actions to turn things around in terms of products that are incurring losses.
[bookmark: _Toc106986062]Suggestion and MSG's marginal costing statement if hoists are not produced anymore 
Based on the calculation of marginal costing of each product above, I would suggest that Mobility Solutions Group stops the production of Hoists. In December 2021, Hoists incurred a loss of 1987 which is extremely large in amount. And as a result of this loss, the overall profitability of the company could not be positive. Hence, the company should stop producing Hoists immediately to increase its profitability in the coming months. Here is a marginal costing statement for MSG if it stops producing hoists. 
Mobility Solutions Group 
Marginal costing statement 
For December, 2021
	
	Wheelchair 
	Mobile beds
	Total

	Revenue 
	8800
	10,600
	19400

	Variable costs:
Material 
Labour
Other variable expenses

Contribution margin

Less: Fixed expenses:
Fixed overheads

	
4180
1470
320.68

2829.32


2142.32
	
5390
2760
80.52

2369.48


2580.52
	
9570
4230
401.2

5198.8


4722.84

	Net operating income
	687
	(211.04)
	475.96



If Mobility Solutions Group stops producing hoists, the net operating income of it stands positive at 475.96. Hence, in my opinion, the company should stop producing hoists immediately to see the light of profitability as this product alone incurs more than 90% of the overall losses of the company. If the production stops, the company can immediately make profits which is evident from the above marginal costing statement of MSG.  
[bookmark: _Toc106986063]Suggestion and MSG's marginal costing statement if mobile beds are not produced anymore
There are two options for Mobility Solutions Group in terms of whether they should continue producing the mobile beds or not. First one is, if the company keeps everything unchanged like they still produce hoists, the company should immediately stop producing mobile beds as it has also incurred a good portion of loss in December 2021. On the other hand, if the company wants to change something such as stopping the production of hoists, it may continue with the production of the mobile beds as the company is still on the profitable side. Hence, my suggestion is if the company still persists with hoists production, then it should stop producing mobile beds and if they stop the production of hoists, they can persist with the production of mobile beds as the loss is not very significant and can be turned around. Here is a marginal costing statement of MSG if they stop producing mobile beds 
Mobility Solutions Group 
Marginal costing statement 
For December, 2021
	
	Wheelchair 
	Hoists
	Total

	Revenue 
	8800
	7300
	16,100

	Variable costs:
Material 
Labour
Other variable expenses

Contribution margin

Less: Fixed expenses:
Fixed overheads

	
4180
1470
320.68

2829.32


2142.32
	
4905
2535
69.85

(209.84) 


1777.15
	
9085
4005
390.53

2619.47


3919.47

	Net operating income
	687
	( 1987)
	( 1300)



Even if the company stops the production of mobile beds, it will still incur a loss of 1300 which is quite large. If the emphasis is on the profitability of each product, then the production of hoists and mobile beds should immediately be stopped if the company has to generate profits in 2022. But if the emphasis is on the overall profitability of the company, then it should only stop the production of hoists as hoists incur a significant amount of loss which is very difficult to recover from. My opinion is so because the loss of mobile beds is not very big in quantity and can be turned around. 
[bookmark: _Toc106986064]Discussion of how and why marginal costing calculates contribution and why it is useful 
Marginal costing statement calculates contribution margin by subtracting the variable expenses from the revenue. When a business produces more than one product like MSG, it is very difficult to assign variable and fixed expenses to each of the products. In this case, contribution margin tells how variable expenses, sales, and fixed expenses influence the operating income of a company (Lucey, 2017). Marginal costing is more useful than absorption costing because it assumes variable costs as product cost not both fixed and variable cost as product cost like absorption costing. Marginal costing calculates the fixed expenses of each product separately which helps find out the profit and loss of each product separately which is not possible in absorption costing. This is why marginal costing is more useful in management's decision-making 
[bookmark: _Toc106986065]Conclusion
This report has brought up the net operating income calculation of MSG company's each product through marginal costing system. As a result, the company can make decisions about which product to stop producing. In addition, it has added a brief discussion about the differences between marginal and absorption costing and which one is more useful. 
[bookmark: _Toc106986066]

Task:2
Break even in terms of plate sales
Break-even is the point where a company neither generates profits nor incurs any loss (Pearson-Rac, 2018). At this point, a company gets what it invests in a project or a product. Here is the break-even unit of sales of Bux Deli.


	
	Formula
	Result

	Break even units =
	 Fixed expenses / ( Sale price - variable expense) = 1500 / (35 - 20)
	= 100



So, Bux Deli should sell 100 plates to earn the money back what it invests in it.
Break even revenue with additional cost
If the company incurs additional 300 for space rental as fixed expense, the total fixed expense will rise by 300 and hence, the break-even units will change. Here is the break-even revenue of the company if the fixed cost rises by 300

	
	Formula
	Break even units 
	Break even revenue 

	Break even units =
	 Fixed expenses / (Sales price - variable expense) = 1800 / (35 - 20)
	= 120
	= 120×35 = 4200



Therefore, if the total fixed expense rises by 300, the break-even unit will also rise by 20 units and the break-even revenue of the company will stand at 4200 pounds. So, this is clear that a rise in cost will push the break-even even higher.
How many plates should be sold to make a profit of 9600
With the break-even unit being 100, the break-even revenue is = 100 × 35 = 3500. So, if the company has to make a profit of 9600, it will have to make revenue of 9600+3500 = 13,100. With a total revenue of 13,100, the company will have to sell a total 374 units of plates to make a profit of 9600. The following table will help understand the calculation. 

	
	Formula
	Result 

	Required plates to be sold =
	Profits + break even revenue / selling price = 9600 + 3500/ 35
	= 374



 So, if the company can sell 374 plates, it will generate a profit of 9600 pounds. 
[bookmark: _Toc106986067]
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