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[bookmark: _Toc128733512]Task A
[bookmark: _Toc128733513]Differences between marginal costing and absorption costing techniques.
The differences between marginal costing and absorption costing techniques are essential for Mobility Global (MG) to consider when analysing product viability, in particular the proposal to cease the production of Hoists and Mobile Beds. 
Marginal Costing is a method of cost accounting where only variable costs associated with production processes are considered in order to reach decisions. Under this method, fixed costs are not included as part of product costs or inventory values but instead taken into income statement directly against sales value (Wu, 2019). This means that all revenue generated should cover direct materials, direct labour and other variable overheads related to producing goods or services. Advantages include its simplicity and ability to identify changes in profitability due to changes in volume or pricing strategy quickly (Hussain, 2019). Disadvantages are that fixed costs cannot be allocated to different products, where there is no ability to compare the profitability of different products (Gilmore, 2019).
Absorption Costing is a method of cost accounting which includes both variable and fixed overhead costs in product costs or inventory values. This means all revenue generated should cover direct materials, direct labour and other variable and fixed overheads related to producing goods or services. Advantages include its accuracy for budgeting purposes as all costs associated with production processes are included, allowing comparisons between different products without distortion. Disadvantage is the difficulty in analysing changes in profits due to changes in volume or pricing strategy quickly (Bigazzi, 2019).
In order for MG to make an informed decision about ceasing the production of Hoists and Mobile Beds, it is essential to consider both methods of cost accounting. The advantages and disadvantages of each should be taken into account in order to identify the most advantageous path to take. It is also important that any decision made takes into account the potential impact on other areas of the business such as cash flow, supply chain and customer relationships. 

[bookmark: _Toc128733514]Marginal Costing Statement for each product and total for the month of December 2022.
The following table illustrates the marginal costing statement for Mobility Solutions Group (MSG)’s product range for December 2022. 

	
	Wheelchairs
	Hoists
	Mobile Beds
	Total

	Units Sold
	40
	93
	77
	

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

	Costs

	
	
	
	

	Direct Material
	(£4,623.00)
	(£6,893.10)
	(£9,264.96)
	(£20,780.7)

	Direct Labor
	(£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
	(13,065.10)
	(19,375.2)
	(19,108.62)
	(51,548.82)

	Contribution Margin
	7,035
	(745.2)
	193.38
	6,483



The marginal costing statement for wheelchairs shows that MSG sold 40 units with an associated revenue of £20,100.00. The variable costs incurred in the production of these 40 wheelchairs amounted to £13,065.10, giving a contribution margin of £7,035.00. This means that for every unit sold at this price, MSG will make a contribution of £176 towards covering their fixed overheads and making a profit. 
Similarly, the marginal costing statement for hoists shows that MSG sold 93 units with an associated revenue of £18,630.00. The variable costs incurred in the production of these 93 hoists amounted to £19,375.2, giving a negative contribution margin of £745.2. 
[bookmark: _Toc128733515]Advise if MSG should stop the production of Hoists

Based on the calculation above, MSG should stop producing Hoists.
The Marginal costing Statement after stoppage of Hoists will be presented as follows:
	
	Wheelchairs
	Mobile Beds
	Total

	Units Sold
	40
	77
	

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

	Costs

	
	
	

	Direct Material
	(£4,623.00)
	(£9,264.96)
	(£13,887.6)

	Direct Labor
	(£6,231.00)
	(£6,755.70)
	(£12,986.7)

	Other Variable

	
	
	

	Expenses
	(£2,211.00)
	(£3,088.32)
	(£5,299.32)

	Total Variable Costs
	(13,065.10)
	(19,108.62)
	(32,173.6)

	Contribution Margin
	7,035
	193.38
	7,228



Once the total costs associated with producing Hoists and Mobile Beds have been recalculated it is important for MG to reconsider its recommendations or advice. This includes the option of ceasing production of the items in question. In order to make an informed decision, both marginal costing and absorption costing techniques should be considered so that all costs associated with production processes are taken into account (Gilmore, 2019).
Under marginal costing, only variable costs associated with each product process are taken into account which means that fixed overheads are not included as part of product cost or inventory values but instead taken into income statement directly against sales value. The results of this method can then be used to determine a contribution margin which shows how much profit is generated from each unit sold at ahe new data, MG's marginal costing income statements for Hoists and Mobile beds can be recalculated as follows: 
On the other hand, absorption costing takes into account both variable costs and fixed overheads in product costs or inventory values, meaning all revenue generated should cover direct materials, direct labour and other variable and fixed overheads related to producing goods or services  (Bigazzi, 2019). This method is more accurate for budgeting purposes as it takes into account all costs associated with production processes. However, this makes it difficult to analyse changes in profits due to changes in volume or pricing strategy quickly.
[bookmark: _Toc128733516]Advise if MSG should stop the production of Mobile Beds. 
Based on the contribution calculations from part 1.2, it is advised that MSG should not stop the production of mobile beds. The marginal costing statement shows that there is a positive contribution margin of £193.38 indicating that the product has potential to grow further if marketed correctly and costs are kept low (Wu, 2019).
Moreover, discontinuing the production of mobile beds would result in an overall reduction in profits due to elimination of this source of income which currently accounts for 33% of total sales revenue for December 2022 (£19,302 out of £58,032). Therefore, stopping this particular product line could have a significant impact on cash flow and other financial objectives set by MSG.
[bookmark: _Toc128733517]Advise Mobility Group’s Executive Committee 
After taking into account both marginal costing and absorption costing techniques, it is likely that Mobility Group would benefit from continuing the production of Mobile Beds. The contribution margins indicated by these methods suggest that MG could generate a good profit even after factoring in all costs associated with production processes (Erdmann, 2021).

However, if MG still wants to increase profitability in the long term, there are other options available to them. For example, they could reduce their fixed overheads by re-negotiating supplier contracts or rationalising their operations. They could also focus on improving their product offering in terms of quality so that customers are willing to pay a premium for the items produced. In addition, they should consider investing more in marketing initiatives such as advertising, social media campaigns and PR activities to raise their brand profile (Gilmore, 2019).
Qualitatively, MG should also consider the impact of its decision on employees, suppliers and customers. It is important for management to consider the potential disruption caused by ceasing production of Hoists and Mobile Beds. This includes any redundancies that may have to be made, any contractual obligations with suppliers or other stakeholders that will be affected, as well as how a change in product offering will affect current customers (Bigazzi, 2019).
Ultimately, it is important for Mobility Group's Management Team to carefully weigh up all the quantitative and qualitative factors before making a decision about whether to cease production of Hoists and Mobile Beds in order to achieve long-term business profitability and sustainable growth.

[bookmark: _Toc128733518]Task B
[bookmark: _Toc128733519]How many plates should DelhiCorner sell in order to break even?
In order to break even, DelhiCorner must sell a certain number of plates in order to cover their fixed costs (salaries and rent) as well as the variable cost of each plate. This can be calculated using the Break-even Point formula which is Total Fixed Costs / Contribution per Unit = Break-even Point. In this case, the total fixed costs are £11,500 and the contribution per unit is £25 (£65 - £40). The resulting break-even point is 11,500/25= 460 plates sold. 
Therefore, in order for DelhiCorner to break even they must sell at least 460 plates during any given period of time. If they manage to exceed this figure and generate more in sales revenue then they will start to accrue a profit (Bigazzi, 2019).
[bookmark: _Toc128733520]How many plates should be sold by DelhiCorner in order to make a profit of £24,000
To solve this using marginal costing and CVP analysis, we need to first calculate the contribution per unit. Contribution is defined as the selling price per unit minus the variable cost per unit.
Contribution per unit = Selling price per plate - Variable cost per plate
Contribution per unit = £65 - £40 = £25
Next, we need to calculate the breakeven point in units, which is the number of plates DelhiCorner needs to sell in order to cover its fixed costs. We can calculate the breakeven point using the following formula:
Breakeven point (in units) = Fixed costs / Contribution per unit
Breakeven point (in units) = £11,500 / £25 = 460
So DelhiCorner needs to sell 460 plates to cover its fixed costs and break even.
To make a profit of £24,000, we need to use the following formula to calculate the required sales revenue:
Required sales revenue = Total costs + Desired profit
Required sales revenue = Fixed costs + Variable costs + Desired profit
We can rearrange this formula to solve for the number of plates DelhiCorner needs to sell:
Number of plates = (Fixed costs + Variable costs + Desired profit) / Contribution per unit
Number of plates = (£11,500 + (£40 x N) + £24,000) / £25, where N is the number of plates sold.
Simplifying the equation, we get:
40N + 35,500 = 25N + 35,500 + 24,000
15N = 24,000
N = 1,600
Therefore, DelhiCorner needs to sell 1,600 plates to make a profit of £24,000.
[bookmark: _Toc128733521]Given that DelhiCorner will now incur an additional £5,000 annual advertising cost due to severe competition, calculate the revenue DelhiCorner should generate in order to make a profit. 
To calculate the revenue DelhiCorner needs to generate to make a profit of £18,200, we need to first calculate the total fixed costs, including the additional £5,000 advertising cost.
Total fixed costs = Fixed overheads + Additional advertising cost
Total fixed costs = £11,500 + £5,000
Total fixed costs = £16,500
Next, we need to use the breakeven formula to calculate the breakeven revenue, which is the revenue needed to cover all costs (fixed and variable) and break even:
Breakeven revenue = Breakeven point (in units) x Selling price per unit
Using the breakeven point calculated earlier (460 plates) and the selling price per plate (£65), we can calculate the breakeven revenue:
Breakeven revenue = 460 x £65
Breakeven revenue = £29,900
To make a profit of £18,200, we need to add this profit to the total costs, which gives us the required revenue:
Required revenue = Total costs + Desired profit
Required revenue = Total fixed costs + Variable costs + Desired profit
Variable costs are equal to the variable cost per unit multiplied by the number of units sold, which is given by the formula:
Variable costs = Variable cost per unit x Number of units sold
The variable cost per unit is £40, as given in the question. We don't know the number of units that need to be sold to make a profit, so we'll use a variable, N, to represent this number.
Therefore:
Variable costs = £40 x N
Now we can substitute these values into the formula for required revenue:
Required revenue = £16,500 + (£40 x N) + £18,200
Revenue = £40N + £34,700
To solve for N, we need to set the revenue equal to the required revenue:
£40N + £34,700 = Required revenue
£40N + £34,700 = £49,200
Subtracting £34,700 from both sides, we get:
£40N = £14,500
Dividing both sides by £40, we get:
N = 362.5
Since N represents the number of plates that need to be sold, and we can't sell a fractional number of plates, we need to round up to the nearest whole number. Therefore, DelhiCorner needs to sell 363 plates to make a profit of £18,200, and the required revenue is
Revenue = £40 x 363 + £34,700
Revenue = £48,620
Therefore, DelhiCorner needs to generate £48,620 in revenue to make a profit of £18,200, taking into account the additional advertising cost
[bookmark: _Toc128733522]Limitations of the Break-Even/ Cost-Volume-Profit Analysis and its practical applicability in DelhiCorner
Break-Even/ Cost-Volume-Profit Analysis has some limitations as it does not take into account non-financial factors such as customer loyalty, market share and brand recognition. In addition, it cannot accurately predict changes in sales due to external factors such as economic conditions or competition. Therefore, for DelhiCorner to make optimum use of this technique, other additional financial and non-financial information must be taken into account when making decisions about pricing strategies and cost control (Erdmann, 2021). Additionally, a more robust data analysis should be used to gain further insight into the profitability of its operations. 

[bookmark: _Toc128733523]Conclusion 
This report has discussed how marginal costing, contribution analysis and breakeven analysis can be used to improve profitability at DelhiCorner. We found that the fixed overhead costs total £11,500, which creates a base level of costs before variable costs are introduced. By understanding these cost structures DelhiCorner can better manage their resources and reach their desired profit targets. We can conclude that marginal costing and CVP analysis are essential tools for DelhiCorner to use. 
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