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[bookmark: _Toc127294406][bookmark: _Toc128075993]Task A
[bookmark: _Toc127294407][bookmark: _Toc128075994]Introduction
Management accounting is widely used in the decision-making process by management. There are no specific rules and regulations for preparing reports in management accounting. The managers of the business prepare management accounting reports based on their requirements and purposes (Seal et al., 2019). The Management accounting reports are only used in internal business operations and help the managers in making appropriate decisions towards achieving the goal and objectives of the business. Like different segments in management accounting the cost analysis of the product is also an important part of this accounting branch. This report will include cost analysis for different product segments for Mobility Group and provide a recommendation regarding the continuation of the product line. Also, it will include the qualitative factors that must be considered while making the decision in the business. 

1.1. [bookmark: _Toc127294408][bookmark: _Toc128075995]The differences between marginal costing and absorption costing
Marginal Costing
Marginal costing involves identifying and analysing the distinctions between fixed and variable costs, as well as the impact of production variations on profit (Izar et al., 2010). With marginal costing, the output is never charged for the fixed costs of production. They are recognized as a charge for the period in which they occurred and are deducted from the profit and loss statement at the end of that period.
Absorption Costing
One of the earliest and most used approaches to calculating prices is called "absorption costing." According to this method of costing, the total cost is comprised of the direct expenditures as well as the overhead charges that are absorbed on an appropriate basis (Lakmal, 2014). With this method, both the variable and fixed costs of an activity or output are accounted for. Using this method, the cost of production per unit stays the same only when there is no change in the total amount of output. In situations when there is just one product, absorption coating might be advantageous.
Difference between marginal costing and absorption costing
The following are the differences between the absorption costing and marginal costing methods: 
	Characteristics
	Absorption costing
	Marginal costing

	Cost involved
	In absorption costing both fixed and variable manufacturing cost is considered while calculating the cost of production.
	In marginal costing, only the variable manufacturing cost is considered while calculating the cost of production. 

	Contribution for unit
	In this costing method, net profit is considered a  measure of profitability.
	In this costing method contribution per unit is considered the primary measure of profitability (Collis & Hussey, 2019).

	Classification of overhead
	The overhead of the business is classified as the manufacturing overhead, sailing overhead and administrative overhead. 
	The overhead of the business is classified as fixed overhead and variable overhead.

	Cost per unit
	The cost per unit changes with the changes in the total output.
	The first part you mean does not change with the changes in the total number of outputs.

	GAAP compliance 
	According to GAAP, A business must follow absorption costing in preparing the financial report (Hussey, 2017).
	There is no requirement for compliance with GAAP in the case of marginal costing.

	Purpose
	Absorption costing is mainly used for reporting purposes to external parties.
	Marginal costing is mainly used for decision-making by the management.



1.2. [bookmark: _Toc127294409][bookmark: _Toc128075996]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)


1.3. [bookmark: _Toc127294410][bookmark: _Toc128075997]Advice regarding the production of hoists
The above marginal costing statement shows that the hoist has a negative contribution as well as a net loss of the product. The negative contribution margin indicates that the selling price per unit is lower than the variable cost per unit. If the business increases the output level the contribution margin per unit will still be negative. So it will be best for the business to stop the production of Hoist. If the business stops the production of this product and use these resources for other product it will result in a positive impact on the overall contribution margin and profit of the business. The following table shows the contribution margin and net profit without the production of Hoists.
	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
	  13,364.76

	PROFIT /(LOSS)
	  1,005.00
	(7,141.74)
	(6,136.74)


1.4. [bookmark: _Toc127294411][bookmark: _Toc128075998]Advice regarding the production of Mobile Beds
The marginal costing statement shows a  net loss for the mobile base as each has a higher fixed overhead cost.  However, this product line has a positive contribution margin which indicates that the sales price of each mobile bed is higher than the variable manufacturing cost of the product. If the business increases the production level the overall contribution margin will also be increased. On the other hand, if the production level increases the fixed overhead cost per unit will be decreased. And if MSG can increase production level at an optimum level the contribution margin will be higher than the fixed overhead cost which will result in a net profit for the business. So the business should continue 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
	11,991.60

	PROFIT /(LOSS)
	1,005.00
	(6,706.80)
	(5,701.80)


1.5. [bookmark: _Toc127294412][bookmark: _Toc128075999]Decisions regarding the crease of the production of analysis of the profitability and sustainable growth and the qualitative issues to be considered
The long-term success and profitability depend on the appropriateness of the decision-making capability and sustainability of the business (Jarratt & Fayed, 2011). In the case of the mobility group, it is very important for the executives to analyse the cost and profit of each product line and reach the most appropriate decision regarding the continuance or cessation of the product lines. The only product that brings a positive net flow of income for the business is the wheelchair. But the number of units produced in this product line is only 40.  On the other hand, the mobile beds have a  net loss but a positive contribution margin. As the number of units sold in mobile beds is higher it would not be a wise decision for the business. As there is a chance to increase the sales of mobile beds in the future it can result in a higher net profit for the business.  But the cease of production of the hoist will be a wise decision for the business as it provides a negative contribution as well as a net loss for the business. If the number of units is increased the contribution margin will still be negative contributing to a loss to the overall profitability of the business. However, Mobility Group can adopt the following strategy to increase the profitability of the business:
· Controlling the variable cost: An decrease in the variable manufacturing cost will result in a higher contribution margin for Mobility Group. As a result the business will they able to increase its profitability in the long run.
· Increasing the selling price: Increasing the selling price of the product can be a suitable option for Mobility Group to increase the contribution margin as well as the net profit for the business. It will help the business to ensure a positive profit margin as well as increase sustainability in the long run. However, an increase in the selling price may decrease the demand for the product in the market.
· Increasing production level: If the number of in production is increased the fixed overhead cost per unit will be decreased. As a result, the overall cost of production will be decreased in terms of the level of output which will ensure a higher net profit for the business. 
Along with the cost and price of the product, there are some qualitative factors that can affect the profitability and sustainability of the business in the long run. Mobility Group considers the following issue while making decisions regarding the crease of production of Hoists and Mobile Beds:
· The demand for the product: While making decisions regarding the ceasing of hoists and mobile beds Mobility group should be considered the future demand for the product. If the demand for the product increases, in the long run, it is expected that the selling price will also be increased which will result in higher profitability for the business.
· Competitors: If Mobility groups cease the production of hoists and mobile beds the competition who offered these products to the customers will get a competitive advantage.  As a result, the market share of Mobility Group may decrease in the long run.
· Brand Image and reputation: Before making a decision regarding the ceasing of hoists and mobile beds Mobility group should be considered whether this product is aligned with the strategic goal and objective of the business (Baker, 2018). If these products are linked with the mission and objective of the business ceasing this product may impact the brand image of the business..


[bookmark: _Toc127294413][bookmark: _Toc128076000]Conclusion
While making a decision regarding the business operation the management has to depend on different management accounting reports and tools. These reports help the business to make the appropriate decision and are formulated straight to ensure the long-term profitability and sustainability of the business. However, the management has to take into account non-financial business issues while making decisions and setting strategic goals for the business. 

[bookmark: _Toc127294414][bookmark: _Toc128076001]Task B
[bookmark: _Toc127294415][bookmark: _Toc128076002]2.1. The number of plates DelhiCorner ‍should  sell in order to break even
Break-even unit =  
[bookmark: _Toc127294416]  =  
  = 
  =460 plates
[bookmark: _Toc128076003]2.2. The number of plates to be sold to earn a profit of £24,000.
The number of plates that DelhiCorner needs to sell to earn a profit of £24,000 is=
[bookmark: _Toc127294417]  = 
  = 
  =1,420 plates
[bookmark: _Toc128076004]2.3. The revenue for DelhiCorner with additional cost and profit
As DelhiCorner has to spend £5,000 additional cost in advertising the fixed cost of the business will also be increased. Also as the business wants to make a profit of £18,200 with the additional advertising cost it has to sell more products in order to ensure the profit. So the expected selling unit for DelhiCorner  will be,

                           = 
                           = 
                          =1,388 plates
[bookmark: _Toc127294418]So, the required revenue will be = Sales unit x Selling price per unit
                  = 1,388 plates x £65
                  = £90,220
[bookmark: _Toc128076005]2.4. Break-even analysis, its limitation and practical applicability
Break-even analysis: The break-even analysis is the measurement of the points of the unit where the sales revenue of the business is the same as the cost of production of the product (Cafferky & Wentworth, 2011).  The break-even point helps a business in determining the required number of sales to make a profit or ensure profitability for the business. 
Limitations of break-even analysis: Though break-even analysis is very helpful for the management in terms of decision-making of the business it has some limitations which question the efficiency of the analysis. 
· The break-even analysis considered that the fixed cost of the business will always remain the same.  But in practice, the feast cost made changes due to the changing operating cost of the business.
· This analysis also assumes that the selling price and variable cost of the product do not change over time (Schweitzer et al., 2012). But the selling price of the business treatment on the demand and supply of the product. Also, the variable cost of production may change depending on the availability of the resources. 
· The break-even analysis is appropriate for a firm that produces a single product.  But for a firm with different products makes calculating the big even point is required complex as calculating the fixed cost for each of the items separately is quite difficult.
· The break-even point only considered the cost and sales price of the product.  but there are some other factors that can impact the sales of the product such as the demand and supply in the market, the economic condition, the social factor and so on. 
· The break-even analysis helps the business in the short run.  in the long run decision-making process, the break-even analysis is not appropriate as the fixed cost 
· The selling price and cost of the product may change as well as the demand and supply of the product may fluctuate.
The practical applicability of break-even analysis: Break-even analysis is a useful tool for management in terms of decision-making and setting up a strategy for the business.  the practical applicability of break-even analysis in DelhiCorner includes the following:
· Using the break-even analysis DelhiCorner can set the price of the product as well as ensure the desired profit for the business.
· The break-even analysis will help the business in making a decision regarding the introduction of a new product or expansion of the business outlet in new areas.
· The break-even analysis determines the required number of sales for the business to cover all the costs of production.  as a result this analysis will help DelhiCorner to set the target of sales for the business.
· DelhiCorner can use the break-even analysis in reducing the cost of production and increase the profitability of the business.
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