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REPORT
To: MSG Managers
From: Elena Sotirova
Data: 07.07.2022
Subject: Proposal to cease Hoists and Mobile Beds Production 
Introduction
In order to understand better the financial conditions in Mobility Solutions Group (MSG), this report should explain better what does it mean cost accounting and some other management accounting terms and processes. Cost accounting is the process of entering, analyzing, and preparing reports for all variable and fixed costs. This process’s primary objective is to improve and raise the company’s net margin profit by calculating detailed costs accurately so that appropriate margins may be established for generating increased net profit (Avon, 2021).
They are many other descriptions of accounting, but the American Accounting Association’s formulation is the best convey of the concept. It defines accounting as the process of evaluating, measuring, and reporting economic information to enable users to make inform judgments and decisions. In other words, accounting is concerned with delivering both financial and non-financial information to assist decision – makers in making responsible choices. The main goal of the company is to transfer profit to its stakeholders, and management accounting helps to achieve this objective by producing a variety of valuable outcomes (Tayles and Drury, 2021). 
Marginal Costing Statement of MSG December 2021 
	 
	 
	Wheelchairs
	Hoists
	Mobile Beds
	Total

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

	 
	 
	 
	 
	 
	 

	Cost of sale
	 
	 
	 
	 
	 

	 
	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 cost
	 £      320.68 
	 £       69.85 
	 £         80.52 
	 £      471.05 

	 
	 
	 
	 
	 
	 

	Contribution
	 
	 £   2,829.32 
	-£     209.85 
	 £    2,369.48 
	 £   4,988.95 

	 
	Fixed overheads
	
	
	
	 £   6,499.99 

	 
	 
	 
	 
	 
	 

	Profit / Loss
	 
	
	
	
	-£   1,511.04 



To understand and report the financial position of MSG the information in the chart should be understandable. Let have a detail look at some variable and fixed cost, hence how they affect the company contribution, based on that we can give some advice about which product MSG can keep producing and which one can be stop. Sometime referred to as sales volume or net income, contribution can also be used interchangeable. It is the amount that remains after variable costs have been reduced from sales value, and it contributes to both fixed overhead costs and profit (Clive, 2012).
Decision about the production of Hoist 
Contribution level of the product Hoist is -209.85£, MSG should immediately decide to stop the production. Negative contribution lead to very important decisions in actual practice, and there are ways to be reduce that negative impact on the final level of profit. MSG should consider what to do with the Hoist product; the available options are to stop the production of Hoist, decreasing the variable cost per unit or increasing selling price. In this case MSG should stop the production and, in the future, to try to create another similar product to keep the variety of products.
Marginal Cost Statement without product Hoist 
	 
	 
	Wheelchairs
	Mobile Beds
	Total

	Sales
	 
	 £   8,800.00 
	 £ 10,600.00 
	 £ 19,400.00 

	 
	 
	 
	 
	 

	Cost of sale
	 
	 
	 
	 

	 
	Direct Material
	 £   4,180.00 
	 £    5,390.00 
	 £   9,570.00 

	 
	Direct Labour
	 £   1,470.00 
	 £    2,760.00 
	 £   4,230.00 

	 
	Other variable cost
	 £      320.68 
	 £         80.52 
	 £      401.20 

	 
	 
	 
	 
	 

	Contribution
	 
	 £   2,829.32 
	 £    2,369.48 
	 £   5,198.80 

	 
	Fixed overheads
	
	
	 £   6,499.99 

	 
	 
	 
	 
	 

	Profit / Loss
	 
	
	
	-£   1,301.19 



[bookmark: _Hlk107382335]The lates marginal cost statement of MSG confirms that the optimum course of action is to cease manufacturing of the Hoist and indicates that the total loss decreasing from -1511.04£ to -1301.19£.
Decision about the production of Mobile bed 
This report examines the production of Mobile beds, and the marginal cost statement shows that the contribution for them is £2369.48, which mean MSG should still produce Mobile bed. The positive contribution means that MSG should keep producing, because the company has not yet reached the break-even point, the moment at which MSG will begin to generate a profit from them. However, organisations like MSG should also use the concept of break-even point to describe the amount of output at which sales income equals total costs. To locate this point on a graph, we must plot fixed costs, variable costs, and sales income against output, as the break-even point is the point at which neither a profit nor a loss is generated (Graham, 2008).
Marginal Cost Statement if Mobile bed are stopped of production
	 
	 
	Wheelchairs
	Hoists
	Total

	Sales
	 
	 £   8,800.00 
	 £ 7,300.00 
	 £ 16,100.00 

	 
	 
	 
	 
	 

	Cost of sale
	 
	 
	 
	 

	 
	Direct Material
	 £   4,180.00 
	 £ 4,905.00 
	 £   9,085.00 

	 
	Direct Labour
	 £   1,470.00 
	 £ 2,535.00 
	 £   4,005.00 

	 
	Other variable cost
	 £      320.68 
	 £       69.85 
	 £      390.53 

	 
	 
	 
	 
	 

	Contribution
	 
	 £   2,829.32 
	-£     209.85 
	 £   2,619.47 

	 
	Fixed overheads
	
	
	 £   6,499.99 

	 
	 
	 
	 
	 

	Profit / Loss
	 
	
	
	-£   3,880.52 



Only the difference between sales value and variable costs is referred to by the term contribution. Therefore, it represents an intermediate level of profit before fixed expenditure are deducted. When we say that various items contribute to fixed cost and profit, we imply that they contribute to the commonly found from which fixed costs are paid and profit is retained (Graham, 2008). The ability to evaluate the figures in the Marginal Costing Statement is critical to running a profitable organization. Most operational directors or executive managers are confused by the numbers when deciding whether to stop production. The management accountant plays a crucial role to prove extra information beyond numbers and explain why the firm should quit producing items.
Marginal costing, absorption costing and contribution 
 Cost can be categorized in a variety of ways, depending on its nature. Classification based on fixed cost and variable costs is one of the most common approaches. Fixed costs are unaffected by increases or decreases in the number of units produced, whereas variable costs fluctuate with number of units produced. Fixed and variable costs are essential concept in managerial accounting, which are utilized in numerous forms of financial statement analysis (Corporatefinanceinstitute.com, 2022).
There are numerous methods for gathering and accumulating costs. Absorption costing and marginal costing are the two most widely utilized methods.
This entails allocating all direct and indirect costs to each item. Indirect industrial expenses are viewed as contributing to the value of work-in-progress and, by extension, finished goods. Thus, the production cost of any item consists of direct materials, direct labor, direct expenses, and a portion of indirect factory charges (Sangster and Wood, 2017).
When only the variable costs of a product are considered, as opposed to the total cost of manufacturing, this is known as marginal costing. By eliminating fixed cost, it is feasible to determine how much something add to a business profitability. Once utilizing marginal costing for such a decision, care must be taken that, across all options, sufficient additional money is created to cover the fixed expenses that marginal costing ignores (Sangster and Wood, 2017). 
Absorption costing is a technique for gathering and allocating the expenses associated with a manufacturing operation to specific products. The accounting standards need this form of costing to generate a balance sheet inventory valuation. In addition, the applicable accounting standards for financial reporting demand absorption costing, thus factory overhead is reflected in the inventory asset as an additional difference. Financial reporting does not allow the use of marginal costs for internal management reports (accountingtools.com, 2022).
Conclusion
In conclusion marginal costing technique is very important for profitable business. The purpose of marginal costing is to measure the impact of variable costs on output or production volume, it serves the objective of resolving problems or determining the optima for short-term business, as well as options for alternate cost structures; the volume required to achieve break-even point or a defined profit. Based on the received information organisation like MSG could make a right decision what to produce or not. Decisions linked to the product price are very important because every business is set up for profit, but marginal costing can give them the right direction. 
Recommendation 
Marginal costing is useful for financial forecasting; it helps determine profitability at various production and sales levels. It is useful for pricing decisions, export decisions, and purchase or production decisions. Break even analysis is effective marginal costing strategies. MSG should have monthly marginal costing statement reports to be inform which product is beneficial and can be still produce, and which one should be stopped. Marginal costing allows for the evaluation of different departments. It controls variable cost by preventing the arbitrariness of fixed cost allocation (businessjargons.com, 2022). Marginal costing information is critical in situations where total absorption costing information is insufficient. When using the total pricing approach, organization like MSG can receive poor or simply incorrect information.
Additional task 2

	Selling price per plate
	£35

	Variable Cost per plate
	£20

	Contribution
	£15

	 
	 

	Fixed Cost – FC
	£1,500

	new rent costs
	£300

	 
	 

	Profit
	£9,600

	Break Even point /plates/
	100

	BEP with new FC
	120

	New activity level /plates/
	740



Based on the information that has been provided about Bux Deli serve, we should determine how many plates they need to sell in order to reach the point where they are profitable. We are aware that the selling price is £35, we also know that the variable costs are £20; therefore, we can calculate the contribution per plate, which is £15, by deducting the selling price from the variable costs. Whit all that information in our case, calculating the moment at which they will be profitable is simple task. The formula is as follows:
BEP (break-even point) = Fixed cost / Contribution
BEP = £1500 / £15= 100 plates 
The second calculation is to discover the revenue Bux Deli should make to break even, with additional £300 per month storage space fee.
Break even revenue = (Fixed Costs x Selling Price) / contribution per unit
New Fixed cost = £1500 + £300 = £1800
BERevenue = (£1800 x £35) / £15 = £63000 / £15 = £4200 
The final component of our task is to determine the number of plates that need to be sold at Bux Deli in order to achieve a profit of £9600. In this situation, a mathematical formula should be used to calculate the quantity of activity required to achieve the specified profit level. The formula is as follows:
Activity level = (Fixed Costs + Target Profit) / Contribution per unit (plate)
Activity level = (£1500 + £9600) / £15 = £11100 / £15 = 740 plate.
Bux Deli have to sell 740 plates to achieve a profit of £9600.
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