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Task 1: Business Report – Healthy Hospital 
Section 1 – Executive Summary
Healthy Hospital is currently reviewing the way it measures costs and sets prices, as concerns have emerged that its existing cost system may no longer support accurate decision-making. The hospital operates in a competitive and fast-changing private healthcare market, where understanding the true cost of each treatment is essential for financial sustainability. To remain competitive and profitable, the hospital must ensure that its costing and pricing methods provide reliable information that reflects how resources are used. At present, Healthy Hospital uses a traditional Absorption Costing (AC) system, which allocates overhead costs based only on surgeon time. Although this method is straightforward and commonly used in many organisations, it is not well suited to modern healthcare environments. Hospitals deliver complex services involving many activities beyond surgeon labour, such as theatre preparation, post-operative care, diagnostic testing, consultant follow-up sessions, and overnight patient stays. When these varied activities are not properly recognised in the costing system, the result is a distorted picture of service profitability. Some operations may appear profitable simply because they require relatively little surgeon time, even though they consume significant non-labour resources. Others may appear less profitable than they actually are. Concerns about these distortions led the hospital to examine Activity Based Costing (ABC) as an alternative method. ABC allocates costs based on specific activities and the resources they consume. By identifying cost drivers such as bed-days, follow-up appointments, or equipment usage, ABC offers a more realistic view of the true cost of each operation. This system is particularly valuable in healthcare, where operations with similar clinical characteristics can use very different levels of indirect resources. To assess the potential benefits of ABC for Healthy Hospital, a detailed comparison was carried out across three major operations: Feet, Shoulder, and Hip. The analysis revealed large differences between the results produced by AC and those produced by ABC. Under AC, the Hip operation appears to be one of the hospital’s strongest services, showing a healthy profit margin. However, the ABC results show the opposite: the Hip operation actually generates a significant loss because it requires extensive overnight stays and follow-up care. In contrast, the Feet operation, which AC treats as only marginally profitable, is shown under ABC to be highly efficient and strongly profitable. These findings indicate that the AC system is masking important financial realities and may lead the hospital to make poor pricing, investment, and operational decisions. In addition to evaluating the costing system, this report also examines pricing for Healthy Hospital’s new high-end wellbeing package. As part of the hospital’s strategic diversification into preventative and wellness services, the package aims to attract a growing customer segment seeking premium non-acute healthcare. An economic pricing model based on marginal analysis was used to identify the profit-maximising price under the hospital’s capacity constraints. This approach helps ensure that the new package is priced both competitively in the market and sustainably for the organisation.

Overall, this report aims to provide a clear evaluation of Healthy Hospital’s current costing system, demonstrate the value of adopting Activity Based Costing, and recommend an appropriate price for the wellbeing package. By improving cost accuracy and aligning pricing with economic principles, Healthy Hospital will be better positioned to strengthen its financial performance, respond effectively to market pressures, and make well-informed strategic decisions.
Section 2 – Sector Review
Private sector demand is being fuelled primarily by unprecedented pressure on the National Health Service (NHS). Long waiting lists for elective procedures, significant delays in GP appointments, and difficulty accessing diagnostic services have pushed many patients toward private providers. According to recent findings from the Private Healthcare Information Network (PHIN, 2024, 2025), private admissions have reached record highs, with self-pay and insured patients increasingly viewing private healthcare as a practical alternative to NHS bottlenecks. IBISWorld (2025) confirms this trend, reporting that patient willingness to pay for faster access to treatment is a key driver of private hospital revenue growth. The report highlights that pent-up NHS demand, combined with demographic pressures from an aging population, is likely to sustain private sector expansion over the coming years.  Demand growth is not uniform across funding types. Private Medical Insurance (PMI) admissions have shown strong, sustained growth as employers invest in PMI to minimise staff absence caused by NHS delays. On the other hand, the rapid post-pandemic expansion of the self-pay market has begun to plateau. According to LaingBuisson (2024), economic uncertainty and the cost-of-living crisis have made patients more price-sensitive, especially for high-ticket elective procedures. This divergence increases the strategic importance of accurate and competitive pricing. If Healthy Hospital misprices key services due to distorted cost information, it risks losing market share in a sector where consumers are increasingly value conscious. The historically fragmented private healthcare market is becoming more competitive. Previously, geographical concentration sometimes limited patient choice (OFT, 2011), but new entrants and facility expansions are increasing competition, particularly in elective care. Younger patients are more informed and more likely to compare options based on price, quality, and convenience. Providers are now also diversifying beyond traditional surgical services. There is fast-growing demand for diagnostics, preventative health programs, and premium wellbeing services (Burges Salmon, 2025) .This shift underscores the relevance of Healthy Hospital’s strategy to launch a premium wellbeing package, which can attract new market segments and provide stable revenue to offset fluctuations in surgical demand. Overall, Healthy Hospital is operating in a high opportunity but high-pressure market. Competition, cost visibility, and pricing accuracy are essential for long-term sustainability to help reinforce the need for an improved costing system.
Section 3 – Operation Cost and Profit Analysis
This section evaluates the total cost and profitability of the three core operations (Feet, Shoulder, Hip) under the two proposed overhead allocation methods: Option 1 (Absorption Costing - AC) and Option 2 (Activity Based Costing - ABC). 

3.1 Total Cost and Profit per Operation
The following table summarises the confirmed results for total cost and profit margin provided in your calculation summary:
	
	Feet
	Shoulder
	Hip

	Patient Fee (£) (P)
	4200
	4700
	5000

	Option1: Absorption Costing
	
	
	

	Total Cost (£)
	3930.77
	4946.92
	4330.77

	Profit (£)
	269.23
	203.08
	669.23

	Profit Margin (%)
	6.41
	4.32
	13.38

	Option2: Activity Based Costing
	
	
	

	Total Cost (£)
	2381.21
	4037.06
	6067.77

	Profit (£)
	1818.79
	662.94
	(1067.77)

	Profit Margin (%)
	43.33
	14.11
	(21.36)



The AC method allocates overhead based solely on surgeon's time, leading to severe cross-subsidization. The AC system makes the Hip operation appear to be the most profitable service 13.38%, while it is actually the biggest drain on resources. The ABC system reveals the Hip operation is loss-making by £1,067.77 per unit, representing a negative margin of         -21.36%. This loss is being concealed and paid for by the high margins generated by the Feet operation. True Profitability: The ABC method confirms the Feet operation is the star performer, generating a 43.3% profit margin. This is significantly higher than its AC margin of 6.41%. This differential proves the Feet operation consumes far fewer indirect resources (like theatre preparation or overnight stays) than its surgeon time would suggest. Strategic Implications: Healthy Hospital's reliance on AC has led to a major strategic flaw: over-investing in what was perceived as the high-margin service (Hip) while potentially underpricing the true high-margin service (Feet). The accurate data from ABC is mandatory for correcting pricing errors, justifying negotiations, and undertaking process efficiency to reduce the heavy resource usage of the Hip operation (Kaplan and Porter, 2011).
Section 4 – Critical Reflection of Adopting Activity Based Costing
The adoption of Activity Based Costing (ABC) is essential for Healthy Hospital because it provides a far more accurate and meaningful representation of resource consumption than the current Absorption Costing (AC) system. ABC offers the hospital detailed visibility into the activities that drive costs, thereby eliminating the significant distortions observed under AC. By tracing expenses to specific activities such as theatre preparation, consultant follow-up, and overnight stays, ABC equips management with reliable information for decision-making. This improved cost accuracy supports more effective pricing strategies, strengthens the hospital’s ability to negotiate with insurers and partners, and clarifies which services genuinely contribute to profitability. The shift to ABC also has wider strategic implications. Understanding the true cost of care pathways allows the hospital to identify operational inefficiencies and prioritise areas for improvement. The Hip operation, for instance, is revealed under ABC to be highly resource-intensive, particularly due to overnight stays and follow-up appointments. This insight gives management a clear basis for process re-engineering, whether through pathway redesign, scheduling optimisation, or improved post-operative efficiency. At the same time, the strong profitability of the Feet operation, as demonstrated by ABC, highlights opportunities to expand or promote this service, which can contribute significantly to the hospital’s overall financial health. However, adopting ABC is not simply a technical adjustment; it requires organisational commitment and cultural change. Implementing ABC involves retraining staff, increasing awareness of cost drivers, and ensuring accurate and timely data collection across departments. Stratton (2006) notes that ABC implementation often encounters initial resistance because it challenges existing assumptions about cost structures, while Udpa (1996) argues that cross-functional cooperation is crucial for maintaining data accuracy and system effectiveness. For Healthy Hospital, success will depend on leadership communicating the strategic value of ABC and ensuring that clinical, administrative, and financial teams all engage with the system as part of a unified approach to performance improvement. Despite these challenges, the strategic advantages of ABC significantly outweigh the implementation costs. ABC allows Healthy Hospital to base pricing decisions on real resource consumption rather than simplistic averages. It also provides a foundation for long-term service portfolio management, helping the hospital determine where to invest, where to divest, and where to redesign services to enhance value. In a highly competitive private healthcare market. ABC offers a level of financial clarity that is indispensable. Ultimately, ABC should be implemented immediately because it enables the hospital to correct current pricing distortions, address the substantial losses hidden within certain operations, and support strategic decision-making grounded in accurate cost information. By adopting ABC, Healthy Hospital will place itself in a stronger position to respond to market pressures, improve profitability, and deliver sustainable, high-quality patient care.
Section 5 – Pricing Analysis
This section applies to the principle of profit maximization, where Marginal Revenue (MR) equals Marginal Cost (MC), to determine an appropriate selling price for the new high-end well-being package (Baye,2020). Using the demand equation P = 6,000 - 20Q and Marginal Cost £3,000, the theoretical unconstrained profit-maximizing quantity is Qmax =75 packages resulting in a price of Pmax = £4,500. Since the hospital’s capacity is constrained at Q = 70 packages (less than Qmax), the hospital must operate at full capacity. The optimal price the market will bear at this capacity is calculated as: Pcapacity = 6,000 - 20(70) = £4,600. This price generates the maximum feasible profit of £112,000. The suggested price range is therefore £4,500 (the unconstrained optimum) to £4,600. the capacity-constrained optimum. The recommended price of £4,600 is higher than the average market price of £4,400, indicating that the package can be successfully positioned as a premium offering. This venture is strategically vital as it provides a crucial, profitable revenue stream to support the hospital's overall financial stability and offset losses in core surgical operations.
Section 6 – Recommendations
Healthy Hospital should move forward with the implementation of Activity Based Costing as a matter of urgency. The evidence clearly demonstrates that the existing Absorption Costing system has created significant cost distortions, particularly disguising the losses generated by the Hip operation and overstating the true profitability of other services. Introducing ABC will give the hospital the cost transparency it needs to set accurate prices, negotiate more effectively with insurers, and allocate resources in a way that reflects the genuine economic value of each operation. As part of this transition, management should prioritise a detailed review of the Hip operation, addressing the activities that currently drive the £1,067.77 loss per procedure. Reducing the length and intensity of overnight hospital stays and streamlining consultant follow-up processes will be essential for restoring the operation’s viability. At the same time, the Feet operation which was identified as the hospital’s most profitable service under ABC should be actively promoted and developed to strengthen the organisation’s financial foundation. In relation to the wellbeing package, the hospital should adopt the recommended selling price of £4,600. This price reflects the capacity-constrained profit-maximising outcome and positions the package appropriately within the premium segment of the market. The revenue generated will play a critical role in offsetting current losses in surgical services and enhancing overall financial stability. More broadly, ABC should be embraced not just as a costing technique but as a strategic management tool. Its insights will support long-term service planning, operational improvement, and competitive positioning within a private healthcare environment that is increasingly shaped by price sensitivity, competition, and informed patient choice. By adopting ABC and basing its pricing and service decisions on accurate cost information, Healthy Hospital will be better equipped to navigate market pressures and deliver sustainable, high-quality care.
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Task 2: Reflective Report – Use of AI in Enhancing Management Accounting Recommendations 
Reflective Paragraphs
Introduction

In developing a strategic plan for Mackintosh-Grant, a heritage footwear company facing stagnating growth and outdated operational models, I utilized AI to refine my initial business recommendations. My primary objective was to transform a series of basic observations into a professional, cohesive strategy capable of driving both profitability and global expansion. By providing the AI with a prompt to "list 10 recommendations to accelerate growth and increase profitability" based on the case study data, I aimed to bridge the gap between identifying problems and articulating sophisticated, actionable solutions.

Main Body

The difference between my original draft and the AI-enhanced version is substantial, primarily in the depth of strategic reasoning and professional terminology. My initial draft was functional but simplistic; for example, I suggested that the company should "make the components simpler to make to reduce inventory costs. The AI took this raw concept and refined it into a strategy of material standardization and supply chain synergy. It articulated how reducing the variety of the 100,000 components held in stock would not only lower costs but also improve forecasting accuracy and create economies of scale by sharing  technology across different product lines.

The AI’s output significantly improved the quality and relevance of the recommendations by connecting disparate data points from the case study. While I noted that the company should expand geographically, the AI specifically linked the "23% sales success of the Streetwear division in Asia-Pacific" as a proof of concept for wider regional expansion. This added a layer of evidence-based justification that my draft lacked. Furthermore, regarding the SSWD (Specialist Sportswear) division, my draft simply suggested increasing prices. The AI-refined version offered a more nuanced approach, suggesting "better segmenting the premium market" to align the high-technology nature of the products with high-status pricing, thereby protecting profit margins without alienating the core customer base.

However, a critical assessment of the AI output reveals that while the prose is superior, the human element remains vital for context. The AI correctly identified the need for a modern e-commerce platform, but it was my initial observation of the company’s heavy reliance on catalogues and mail orders that provided the necessary catalyst for this suggestion. The AI effectively served as a force multiplier, taking my specific insights like the internal audit findings regarding managers ignoring authorization limits and framing them as a systemic need for enforcing budgets and improving responsiveness.

Conclusion

Using AI to refine the Mackintosh-Grant case study recommendations proved to be an invaluable exercise in professional communication and strategic synthesis. The transition from a bullet list of observations to a structured plan emphasizing digital integration, structural reorganization, and market diversification has created a much more compelling business case. While the AI provided sophisticated vocabulary and logical framework, the core relevance of the output was anchored in my original identification of the company’s specific operational failures. Ultimately, the collaboration resulted in a strategy that is not only ambitious but also grounded in the practical realities of the footwear industry.
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Appendix
Original Draft Recommendations
Focus on trying to get sales from other countries Mackintosh-Grant sells their primary footwear products such as USA . Create an online store to expand customer base. Change the organizational structure as it has been the same since 1990 despite changes in industry. The company should move away from being cautious and should start to have an ambitious vision. Try to increase price more for premium footwear as it has a low operating profit compared to their normal footwear. Enforce Budgets that managers have to use to prevent overspending. Make the components simpler to make to reduce inventory costs. Give more focus to the primary footwear as it makes 90% of the sales in UK and EU. Share materials for the different types of footwear if they all use the same material in some parts. Allow customers to make custom made products and charge them extra. Advertise products through social media to bring brand awareness.


AI Prompts and Outputs
I am reading through the Mackintosh-Grant case study and i have to list 10 recommendations that I think will accelerate growth and increase profitability. Here are My 10 recommendations: Focus on trying to get sales from other countries Mackintosh-Grant sells their primary footwear products such as USA . Create an online store to expand customer base. Change the organizational structure as it has been the same since 1990 despite changes in industry. The company should move away from being cautious and should start to have an ambitious vision. Try to increase price more for premium footwear as it has a low operating profit compared to their normal footwear. Enforce Budgets that managers have to use to prevent overspending. Make the components simpler to make to reduce inventory costs. Give more focus to the primary footwear as it makes 90% of the sales in UK and EU. Share materials for the different types of footwear if they all use the same material in some parts. Allow customers to make custom made products and charge them extra. Advertise products through social media to bring brand awareness. improve on these recommendations by giving more clarity and explanation behind these recommendations.
Here is an improved, clearer, and better-explained version of your recommendations.
I’ve kept all your original ideas but rewritten them with stronger justification based only on the case study information.


Improved Final Recommendation
Mackintosh-Grant relies heavily on UK/EU sales for its primary footwear line and North America for specialist sportswear. Expanding further into regions such as Asia-Pacific—where the Streetwear division already has 23% of sales—would diversify revenue sources and accelerate growth. The company still depends heavily on catalogues, mail orders and retailers. Moving to a modern e-commerce platform would reduce reliance on wholesalers, lower selling costs, and make it easier for customers to browse and buy the full product range. The structure has remained unchanged since 1990, despite major industry changes and competitor reorganisations. Updating the structure—such as increasing integration between design, manufacturing and marketing—would improve responsiveness and support new digital services. The Board’s cautious approach was useful after the unprofitable period before the merger. However, shareholders now expect stronger growth. A more ambitious outlook—aligned with new markets, digital tools and product innovation—would drive higher long-term profitability. The SSWD division charges premium prices but still produces a low operating profit compared to the Footwear division. Raising prices or better segmenting the premium market could improve the profitability of these high-status, high-technology products. Internal Audit found that managers frequently ignore authorisation limits, causing cost overruns. Enforcing budgets and improving forecasting—especially for customised products, will ensure capital is spent efficiently and protect profit margins. Holding 100,000 different components is costly and inefficient. Reducing component variety and standardising materials would streamline production, lower inventory costs, and make future cost predictions more accurate. The Footwear division generates £20m operating profit and 90% of sales come from UK and EU. Strengthening this successful segment—through new designs, marketing or expanded distribution—could deliver significant growth. If different product lines use similar materials or in-shoe technology, sharing these across divisions would reduce duplication, lower procurement costs, and create economies of scale. Customers increasingly want collaboration and custom-designed products. Offering customisation services—and charging extra—aligns with market trends and adds a new revenue stream while differentiating Mackintosh-Grant from competitors.
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Exhibit 1

Option 1:

OAR=Totoal Overheads/Total Surgeon Hours=1450000/3250=£446.1538 per hour

Feet:5hr x 446.1538=£2,230.77

Shoulder:6hr x 446.1538=£2,676.92

Hip: 5 hr x 446.1538=£2,230.77

Item Feet (£) Shoulder (£) Hip (£)

Direct Materials 700 720 900

Direct Labour (Surgeon Fee) 1,000.00 1,100.00 1,200.00

Allocated Overheads 2,230.77 2,676.92 2,230.77

Total Cost (Option 1) 3,930.77 4,496.92 4,330.77

Patient Fee 4,200.00 4,700.00 5,000.00

Profit Margin (£) 269.23 203.08 669.23

Profit Margin (%) 6.41% 4.32% 13.38%

Option 2:

Step 1:Calculate Driver Rate

Cost Pool Total Pool (£)

Cost Driver 

Units

Rate 

Calculation Driver Rate

Pool 1: 

Theatre Prep 250,0001,375 hrs £250k/1,375 £181.82/hr

Pool 2: 

Surgeon Time 200,0003,250 hrs £200k/3,250 £61.54/hr

Pool 3: 

Consultant  350,0002,300 hrs £350k/2,300 £152.17/hr

Pool 4: 

Overnight  650,0002,200 days £650k/2,200 £295.45/day

Cost Pool Driver Rate Feet (Usage)

Shoulder 

(Usage) Hip (Usage)

Pool 1: 

Theatre Prep £181.82

0.5 hrs 

(£90.91)

2.0 hrs 

(£363.64)

4.0 hrs (£727.28)

Pool 2: 

Surgeon Time £61.54

5.0 hrs 

(£307.70)

6.0 hrs 

(£369.24)

5.0 hrs (£307.70)

Pool 3: Follow-

up £152.17

1.0 hr 

(£152.17)

3.0 hrs 

(£456.51)

7.0 hrs (£1,065.19)

Pool 4: 

Hospital Stay £295.45

0.0 days 

(£0.00)

4.0 days 

(£1,181.80)

6.0 days (£1,772.70)

Total ABC Overhead

£550.78 £2,371.19 £3,872.87

Item Feet (£) Shoulder (£) Hip (£)

Total Direct 

Costs 1,700.00 1,820.00 2,100.00

Total ABC 

Overheads 550.78 2,371.19 3,872.87

Total Cost 

(Option 2) 2,250.78 4,191.19 5,972.87

Patient Fee 4,200.00 4,700.00 5,000.00

Profit Margin£ 1,949.22 508.81 -972.87

Profit 

Margin% 46.41% 10.83% -19.46%

Step 2: Allocate Overheads per unit

Step 3:Calculate ABC Probability


Microsoft_Excel_Worksheet.xlsx
Exhibit 1

		Exhibit 1



		Option 1:



		OAR=Totoal Overheads/Total Surgeon Hours=1450000/3250=£446.1538 per hour
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		Total Cost (Option 2)		2,250.78		4,191.19		5,972.87
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Exhibit 2

P=6,000−20QP = 6,000 - 20QP=6,000−20Q

and a marginal cost (MC) of £3,000.

Step 1: Total Revenue (TR) Function

TR=P×Q=(6,000−20Q)Q=6,000Q−20Q2TR = P \times Q = (6,000 - 20Q)Q = 6,000Q - 20Q^2TR=P×Q=(6,000−20Q)Q=6,000Q−20Q2

Step 2: Marginal Revenue (MR) Function

MR=dTRdQ=6,000−40QMR = \frac{dTR}{dQ} = 6,000 - 40QMR=dQdTR​=6,000−40Q

Step 3: Find Profit-Maximizing Quantity (Q where MR = MC)

6,000−40Q=3,0006,000 - 40Q = 3,0006,000−40Q=3,000 3,000=40Q

⇒

Q=75 packages3,000 = 40Q \Rightarrow Q = 75 \text{ packages}3,000=40Q

⇒

Q=75 packages

B.2 Capacity Constraint and Pricing Recommendation

The hospital’s actual capacity allows for a maximum of 70 packages.

Step 1: Calculate Optimal Price at Capacity (Q = 70)

P=6,000−20(70)P = 6,000 - 20(70)P=6,000−20(70) P=6,000−1,400=£4,600P = 6,000 - 1,400 = £4,600P=6,000−1,400=£4,600

Step 2: Profit Calculation at Recommended Price

TR=70×£4,600=£322,000TR = 70 \times £4,600 = £322,000TR=70×£4,600=£322,000 TC=70×£3,000=£210,000TC = 70 \times £3,000 = £210,000TC=70×£3,000=£210,000

Total Profit

£322,000−£210,000=£112,000£322,000 - £210,000 = £112,000£322,000−£210,000=£112,000
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