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REPORT

To: MG’s Executive Committee
From:
Date:
Subject: An analysis of Mobility Solutions Group’s product viability and proposal regarding the production of Hoists and Mobile Beds.
[bookmark: _Toc127294407]Introduction
Management accounting is a branch of accounting that helps the manager in Analysing accounting information, preparing internal reports and make appropriate decisions to meet the objective of the business and ensure long-term growth (Seal et al., 2019). In this case, both marginal costing and absorption costing helps in the decision-making process of the organisation. It also helps in making decisions regarding the expansion or discontinuity of a business or a production unit. This report will include a brief discussion of marginal costing and absorption costing. It will also analyse the decision to discontinue the production line of hoists and mobile beds for Mobility Global.


[bookmark: _Toc127294408]The differences between marginal costing and absorption costing
Marginal costing: Marginal costing is a method that only considered the variable cost while calculating the unit cost for a product (Inman, 2014). In marginal costing, the variable cost is categorised as product cost and the fixed cost is categorised as the period cost. For example, the cost of product per unit of Mobility Global under marginal costing is:
	Particulars
	Wheelchairs
	Hoists
	Mobile Beds

	Direct Material
	£4,623.00
	£6,893.10
	£9,264.96

	Direct Labour
	£6,231.00
	£7,824.60
	£6,755.70

	Other Variable
Expenses
	£2,211.00
	£4,657.50
	£3,088.32

	Total costs
	£13,065.00
	£19,375.20
	£19,108.98

	Unit Sold
	40
	93
	77

	Cost per Unit
	£326.63
	£208.34
	£248.17



Absorption costing: Absorption costing is a method where both the variable cost and fixed cost are considered while calculating the unit cost for a product (Inman, 2014). This method considered board the indirect cost and the direct cost such as direct material, direct labour, variable manufacturing overhead, fixed manufacturing overhead and so on while calculating the cost of the product. For example, the cost of product per unit of Mobility Global under absorption costing is:
	Particulars
	Wheelchairs
	Hoists
	Mobile Beds

	Direct Material
	£4,623.00
	£6,893.10
	£9,264.96

	Direct Labour
	£6,231.00
	£7,824.60
	£6,755.70

	Other Variable
Expenses
	£2,211.00
	£4,657.50
	£3,088.32

	Fixed Overheads
	£6,030.00
	£7,334.76
	£19,326.36

	Total costs
	£19,095.00
	£26,709.96
	£38,435.34

	Unit Sold
	40
	93
	77

	Cost per Unit
	£477.38
	£287.20
	£499.16


The key differences between absorption costing and marginal costing include the following:
	Marginal costing
	Absorption costing

	Marginal costing only considered the variable manufacturing cost while calculating the cost of the product.
	Absorption costing considered both variable and fixed manufacturing costs while considering the cost of the product.

	Marginal costing is mostly used for management planning and determining the contribution of each product unit (Blocker & Weltmer, 2013).
	Absorption costing is mostly used for tax and reporting purposes. 

	In marginal costing fixed manufacturing cost is considered as period cost.
	In absorption costing the fixed manufacturing cost is considered as product cost. 

	The profitability level in the marginal costing method is higher as it does not consider the fixed manufacturing cost while calculating the cost of the product.
	The profitability level for the absorption costing is lower in comparison to the marginal costing as it considers both variable and fixed manufacturing cause in calculating the product cost (Lal & Srivastava, 2013)

	Marginal costing is only used for internal reporting and is not accepted by GAAP (Collis & Hussey, 2015)
	Absorption costing is used for external reporting and is suggested by GAAP. 

	Marginal costing does not consider the opening or ending in inventory while calculating the cost per unit.
	The absorption costing takes into account both beginning and ending inventory while calculating the cost per unit.



[bookmark: _Toc127294409]Marginal Costing Statement
	Particulars
	Wheelchairs
	Hoists
	Mobile Beds
	Total

	Revenue
	£20,100.00
	£18,630.00
	£19,302.00
	£58,032.00

	Less: Variable costs
	
	
	
	

	Direct Material
	£4,623.00
	£6,893.10
	£9,264.96
	£20,781.06

	Direct Labour
	£6,231.00
	£7,824.60
	£6,755.70
	£20,811.30

	Other Variable
Expenses
	£2,211.00
	£4,657.50
	£3,088.32
	£9,956.82

	Total variable costs
	£13,065.00
	£19,375.20
	£19,108.98
	£51,549.18

	Contribution margin
	£7,035.00
	(£745.20)
	£193.02
	(£6,482.82)

	Less: Fixed costs
	
	
	
	

	Fixed Overheads
	£6,030.00
	£5,961.60
	£7,334.76
	£19,326.36

	Profit /(Loss)
	£1,005.00
	(£6,706.80)
	(£7,141.74)
	(£12,843.54)


[bookmark: _Toc127294410]Decisions regarding the production of hoists
According to the above calculation, MSG should stop the production of Hoists As it results in a negative contribution margin. The calculation shows that the direct variable cost of hoists is £745.20 more than the revenue earned from it which ultimately offset the contribution margin and from other product items. The marginal state man to without the production of hoists is given below:
	Particulars
	Wheelchairs
	Mobile Beds
	Total

	Revenue
	£20,100.00
	£19,302.00
	£39,402.00

	Less: Variable costs
	
	
	

	Direct Material
	£4,623.00
	£9,264.96
	£13,887.96

	Direct Labour
	£6,231.00
	£6,755.70
	£12,986.70

	Other Variable Expenses
	£2,211.00
	£3,088.32
	£5,299.32

	Total variable costs
	£13,065.00
	£19,108.98
	£32,173.98

	Contribution margin
	£7,035.00
	£193.02
	£7,228.02

	Less: Fixed costs
	
	
	

	Fixed Overheads
	£6,030.00
	£7,334.76
	£19,326.36

	Profit /(Loss)
	£1,005.00
	(£7,141.74)
	(£12,097.98)


[bookmark: _Toc127294411]The decision regarding the production of Mobile Beds
Based on the above calculation MSG should continue the production of Mobile Beds. This is because the mobile produces a contribution margin of £193.02 which indicate that each unit of the mobile produced a positive contribution margin to the organisation. Though due to the higher fixed overhead cost, there is a loss for this product, there is still the chance of profit if the organisation can increase the production of mobile beds.
	Particulars
	Wheelchairs
	Hoists
	Total

	Revenue
	£20,100.00
	18,630.00
	38,730.00

	Less: Variable costs
	
	
	

	Direct Material
	£4,623.00
	6,893.10
	11,516.10

	Direct Labour
	£6,231.00
	7,824.60
	14,055.60

	Other Variable Expenses
	£2,211.00
	4,657.50
	6,868.50

	Total variable costs
	£13,065.00
	19,375.20
	32,440.20

	Contribution margin
	£7,035.00
	(745.20)
	6,289.80

	Less: Fixed costs
	
	
	

	Fixed Overheads
	£6,030.00
	5,961.60
	£19,326.36

	Profit /(Loss)
	1,005.00
	(6,706.80)
	(13,036.56)


[bookmark: _Toc127294412]Decisions regarding the crease of the production of analysis of the profitability and sustainable growth and the qualitative issues to be considered
It is vital to analyse the financial success of each product to assess whether or not MG should discontinue producing Hoists and Mobile Beds. Additionally, it is essential to think about the wider impact of terminating manufacturing while making this decision. This analysis might get off to a good start by looking at the marginal costing statement, which reveals that losses are being incurred for both goods at the moment (Morse et al., 2013). Results should be evaluated in light of the larger company plan and the underlying qualitative concerns.
From a monetary point of view, it is easy to see that hoists and mobile beds have a negative contribution margin. This indicates that the money made from the sale of these items is insufficient to pay the expenditures connected with manufacturing them, both directly and indirectly (Layne, 2015). On the appearance, this indicates that ceasing manufacturing could be a good move since it would enable MG to concentrate its efforts on producing goods that bring in a higher profit and would minimize its losses. This assessment, however, only considers the company's short-term financial performance, ignoring any other aspects that may have an impact on the company's long-term profitability.
The influence on MG's customers is a crucial qualitative factor to think about. Hoists and mobile beds are two devices that are indispensable to the National Health Service (NHS) and care homes, which depend on these items to deliver high-quality treatment to patients who have mobility limitations. If MG were to stop producing these items, it might lead to substantial challenges for these clients, which would ultimately result in MG losing revenue. In addition, stopping manufacturing might lead to a loss of experience and capacity in certain areas, which would make it difficult for MG to return to these goods if the market underwent a shift.
Another thing to think about is how this may affect MG's brand image and reputation in the marketplace. If the firm is known for discontinuing items that are indispensable to its customers, this might be detrimental to the company's image and make it more challenging to get new clients (Hillman et al., 2010). Furthermore, the discontinuation of the manufacturing of hoists and mobile beds may have a severe effect on staff morale, particularly for those employees who work on these items.
MG may investigate further opportunities to boost its profitability over the long run. Some of these opportunities include the modernization of its manufacturing procedures and the funding of research and development projects aimed at the creation of high-margin, cutting-edge goods. The firm will be able to diversify its product line and lessen its dependency on any one item or client base if it takes this course of action (Sadler, 2014). In addition, MG can think about entering partnerships or collaborations with other businesses operating in the same sector as it does to grow its consumer base and improve its service.
The cost structure is also an important factor that need to be considered while making decision in the business. Generally the cost of a business can be categorised as fixed cost, variable cost and semi variable cost.  all these caused has an impact on the break even point of the business. And changes in the cost structure may change the break even point of the business which will in result can impact the probability of the business. Also the changes in the suppliers is a considering factor while making decision regarding the production in the business. If the business has option to change the suppliers and purchase materials from a suppliers at a lower price it will decrease the total cost of the business as well as increase the overall profitability. If MSG Group can manage alternative suppliers to purchase the material form at a lower price it will increase the contribution margin of the business hence increase the total net profit.


[bookmark: _Toc127294413]Conclusion
In conclusion, it can be said that any organisation must consider both the money factor and the qualitative factor while deciding the discontinuity of a production unit. The business needs to also consider long-term success and sustainable growth to make the decision appropriate. In this case, the business can use different managerial documents and internal reports to support the decision and make it fruitful.

[bookmark: _Toc127294414]Task B
[bookmark: _Toc127294415]The number of plates at the break-even point
Break-even unit = 
  =  
  = 
  =460 plates
[bookmark: _Toc127294416]The number of Plates to be sold for a profit
The number of units to be sold to make a profit of £24,000 is=
= 
= 
=1,420 plates
[bookmark: _Toc127294417]Calculation of the revenue for DelhiCorner
As DelhiCorner has an additional £5,000 in advertising costs and wants to make a profit of £18,200, the required number of units to be sold is = 
= 
=1,388 plates
So, revenue will be = Sales unit x Selling price per unit
= 1,388 plates x £65
= £90,220
[bookmark: _Toc127294418][bookmark: _Hlk128600421]The limitation of Cost-Volume-Profit Analysis and its practical applicability in DelhiCorner
The cost volume profit analysis (CVP) also known as break-even analysis used to determine the number of sales that are required to cover all the costs of the business (Warren & Taylor, 2023).  This analysis also helps in determining how the changes in price, cost and sales volume affect the profit of the business.  Though cost volume profit analysis is an important tool in cost management it has some limitations.
·  he CVP analysis assumes that the organisation sells only one type of product. So, if DelhiCorner develop a multiple product lines it is difficult for them to apply the CVP analysis.
· The CVP analysis assumes that the price and the cost of the business will remain constant over time. But in reality, the prices and costs of the business including DelhiCorner may change frequently which is a major limitation of the CVP analysis (Chen, 2022).
· The CVP analysis only considers the monetory factors but organisation like DelhiCorner can be affected by non-monetary factors such as market demand, changes in consumer preference, changes in supply and so on.
· This analysis categorised all the costs into fixed costs and variable costs. But there may be some semi-fixed costs which can create problems while calculating the break-even point.
· This analysis assumes that the Inventory of the organisation will not change at the beginning and end of the accounting period. But as DelhiCorner is a Cuisin, its inventory can vary over time,
· The CVP analysis is effective only for short-term planning. But if DelhiCorner want to implement long-term strategy, this analysis cannot provide an effective result (Chen, 2022).
The management of DelhiCorner can use the CVP analysis in the planning and decision-making process. It will help the business in setting prices as well as sales policies. It will also help DelhiCorner in determining the lowest price for the product which will help them in increasing sales as well as getting a competitive edge in the market. It will also here the business in making decisions regarding the introduction of new products or expansion of the outlet by determining the profitability through the CVP analysis. Also, these will help the business in reducing costs as well as ensure the best uses of the business resources to achieve the organisational goal.
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