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Introduction 
Marginal costing and absorbing costing are two types of management accounting costing methods which are used in determining statement of the management accounting. Two types of method such as marginal costing and absorbing costing are mostly used to prepare report for the organization. Fixed costs are not considered in the marginal costing method as product costs but fixed and variable costs are included in the absorbing costing method. In management accounting, break-even point analysis plays an important role. The organization can take the business decision following the break-even point. 
Difference between marginal costing and absorbing costing
In marginal costing, product costs are used as variable costs and period costs are used as fixed costs (Ahrens & Chapman, 2017). In the case of absorbing the cost, product cost and period cost are used as absorbing costing. The absorbing costing method is importantly used in reporting like tax and financial reporting purposes.
Key difference
· In the marginal costing method, costs are classified as variable costs and fixed costs. In contrast, the costs in the absorbing costing method are classified as production, distribution and administration (Alawattage & Wickramasinghe, 2012).
· Product cost's contribution is shown in the marginal cost but a fair and exact value of profits is demonstrated in the absorbing costing method.
· In the marginal costing method, contribution per unit is calculated but in the absorbing costing method, net profit per unit is calculated.
	Marginal Costing
	Absorption Costing

	When the variable costs are considered product costs, it is known as marginal costing.
	In this method, both variable and fixed costs are considered product costs, which is known as absorbing costing (Drury, 2018). 


	In this method, fixed cost is considered as period cost and variable cost is product cost (Bromwich & Bhimani, 2015).
	In this method, variable costs and fixed costs are considered product costs.


	In this method, overheads are classified as variable costs and fixed costs. 

	In this method, the overheads are classified as production, distribution, and administration (Jiambalvo, 2019). 

	To calculate profit, the profit volume ratio technique is used.
	In this method, profit is reduced due to considering fixed cost as product cost.

	Using this method, the next units' cost can be determined.
	But using this method, each unit's cost can be determined. 

	In this method, the contribution of the unit is determined. 
	In this method, per unit net profit is calculated. 



Marginal Costing Statement
Marginal Costing Statement (Wheelchairs)
For Mobile Solution Group
For the year-end
	Particulars
	Amount (£)
	Amount (£)

	Sales
	 
	20,100

	Variable production costs
	 
	 

	Direct materials
	4,623
	 

	Direct labour
	6,231.00
	 

	Other variable expenses 
	2,211
	 

	 
	 
	13,065

	Contribution Margin 
	 
	7,035

	Fixed Costs:
	 
	 

	Fixed Overheads
	 
	6,030

	Profit 
	 
	1,005


Here the profit is £1,005. Total wheelchair unit productions are 40 but unit per costs are less that's why wheelchair production has a positive profit.
Marginal Costing Statement (Hoists)
For Mobile Solution Group
For the year-end
	Particulars
	Amount (£)
	Amount (£)

	Sales
	 
	18,630

	Variable production costs
	 
	 

	Direct materials
	6,893.10
	 

	Direct labour
	7,824.60
	 

	Other variable expenses 
	4,657.50
	 

	 
	 
	19,375

	Contribution Margin 
	 
	-745

	Fixed Costs:
	 
	 

	Fixed Overheads
	 
	5,962

	Profit 
	 
	-6,707


Total Hoists production is 93 but it has higher per unit costs. Its total costs are higher than the sales amount. That's why Hoists production generates negative profits such as -£6,707.
Marginal Costing Statement (Mobile Beds)
For Mobile Solution Group
For the year-end
	Particulars
	Amount (£)
	Amount (£)

	Sales
	 
	19,302

	Variable production costs
	 
	 

	Direct materials
	9,264.96
	 

	Direct labour
	6,755.70
	 

	Other variable expenses 
	3,088.32
	 

	 
	 
	19,109

	Contribution Margin 
	 
	193

	Fixed Costs:
	 
	 

	Fixed Overheads
	 
	7,334.76

	Profit 
	 
	-7,142



Total Mobile Beds production is 77 but it has higher per unit costs. Its total costs are higher than the sales amount. That's why Mobile Beds production generate negative profit such as -£7,142
Marginal Costing Statement (Total)
For Mobile Solution Group
For the year-end
	Particulars
	Amount (£)
	Amount (£)

	Sales
	 
	58,032

	Variable production costs
	 
	 

	Direct materials
	20,781.06
	 

	Direct labour
	20,811.30
	 

	Other variable expenses 
	9,956.82
	 

	 
	 
	51,549

	Contribution Margin 
	 
	6,483

	Fixed Costs:
	 
	 

	Fixed Overheads
	 
	19,326.36

	Profit 
	 
	-12,844


Though wheelchair production generated profit for the company, other productions generate negative profit. after preparing a marginal costing statement for total production it is found that the total profit is negative like -£12,844.
Marginal costing statement when Hoists production is stopped
Preparing marginal costing for Hoists production is found that generates negative profit. Though it has the highest unit production, its per-unit cost is higher. that's why it generates negative profit. MSG should stop the production of Hoists. Because if it generates these products, it will continuously face losses and generate negative profits. If MSG wants to generate more profit it should produce wheelchairs and stop Hoists production reducing the costs per unit of a wheelchair.
	Particulars
	Amount (£)
	Amount (£)

	Sales
	 
	39,402

	Variable production costs
	 
	 

	Direct materials
	13,887.96
	 

	Direct labour
	12,986.70
	 

	Other variable expenses 
	5,299.32
	 

	 
	 
	32,174

	Contribution Margin 
	 
	7,228

	Fixed Costs:
	 
	 

	Fixed Overheads
	 
	13,364.76

	Profit 
	 
	-6,137


After stooping Hoists production, the marginal costing statement for total production is calculated. Now it is found that after stopping Hoists, total profit has been thought negative it is negative profit has been lessening than the previous total profit. before total profit was -£12,844 and now the total profit is -£6,137. 
Marginal costing statement when Mobile Beds production is stopped
Preparing marginal costing for Mobile Beds production is found that generates negative profit. Though it has 77 units of production, its per-unit cost is higher. that's why it generates negative profit. MSG should stop the production of Mobile Beds. Because if it generates these products, it will continuously face losses and generate negative profits. If MSG wants to generate more profit it should produce wheelchairs and stop Mobile Beds production reducing the costs per unit of a wheelchair.
	Particulars
	Amount (£)
	Amount (£)

	Sales
	 
	38,730

	Variable production costs
	 
	 

	Direct materials
	11,516.10
	 

	Direct labour
	14,055.60
	 

	Other variable expenses 
	6,868.50
	 

	 
	 
	32,440

	Contribution Margin 
	 
	6,290

	Fixed Costs:
	 
	 

	Fixed Overheads
	 
	11,991.60

	Profit 
	 
	-5,702


After stooping Mobile Beds production, the marginal costing statement for total production is calculated. Now it is found that after stopping Mobile Beds, total profit has been though negative it is negative profit has been lessening than previous total profit. before total profit was -£12,844 and now the total profit is -£5,702. 

Advise for MSG
As MSG has been facing loss in its production, it has decided to stop Hoists and Mobile Beds production. Hoists production has profit but Hoists and Mobile Beds are generating losses. That's why MSG wants to stop these productions. The advice for MSG is to stop Hoists and Mobile Beds production if it wants to generate long-term profitability in its operation and sustainable growth. Because these unit productions have higher costs but lower sales per unit. So, if these productions are continued, it will face losses. So, MSG should generate more wheelchair unit productions and lower its per-unit costs to get long-term profitability and sustainable growth. MSG can increase its profitability by following some techniques. These are given below:
· Selling more wheelchairs
· Increasing its per-unit sales price
· Reducing its per-unit costs
· Retaining customers rate
· Increasing products’ efficiency
MSG can follow qualitative issues to consider in deciding to cease the production of Hoists and Mobile Beds. MSG should increase products' efficiency and it should increase its product's design. It should also consider the negative impact of the products. It should consider other side effects of the products. 
Break-even Point
The break-even point is a method in management accounting which is used to calculate the point at which the total cost of the products and the total revenue of the products will be equal (Langfield-Smith, Thorne, & Hilton, 2018). It means that at this point, the business will not face any loss or gain. Each of the businesses wants to get to this point. 
	Fixed costs
	£11500

	Sales
	£65
	

	variable costs
	£40
	

	Contribution margin 
	£25

	Break-even point
	460


To get the break-even point, it is necessary to follow the break-even point formula like (fixed costs/sales-variable costs). Following this formula, it is found that the break-even point is 460. So, 460 many plates should DelhiCorner sell to break even.
	Revenue
	£24000

	Number of Units sold
	370

	Sales price per unit
	65


When £24,000 profit, the following formula is used. The formula is revenue = several units sold/sales price per unit. Following this formula, we get 370 units.
 370 many plates should be sold by DelhiCorner to make a profit of £24,000. 
	Revenue
	£53100

	variable costs 
	£23400

	fixed cost
	£11500

	profit
	£18200


Sales per unit are £65 and the total unit is 460. So, total sales are £29900. Here variable cost per unit is £40, so total variable costs will be £18400. Including additional £5000 advertising costs, the total cost will be £23400. 


To get £18200 profit, it is necessary to have £53100.
Break-even analysis has some limitations. These are given below:
· It is based on the assumption
· It considers fixed costs constant
· Variable costs are proportionately varying
· Selling prices are unchanged
· Business conditions will not change
· The sales unit and production unit will be equal
Conclusion
[bookmark: _gjdgxs]Following marginal costing, the company can prepare its managerial profit. contribution margin can also be determined by following the marginal costing method. The break-even point though has some limitations, it is followed by the company to get a point at which the total costs and the total revenue of the products will be equal. If the organization reaches at break-even point, the organization will achieve its target and higher than break-even point will generate profit for the organization.
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