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REPORT

To: Management of Mobility Global  	Comment by Munodzinesa Zuwirai: To be addressed to Directors or Management of MG please
From: Ana-Maria Parau 
Date: 04.03.2023
Subject: Cost Accounting Methods and Financial Analysis on MG

1. [bookmark: _Toc127400471]Introduction
Assuming that the MG Finance Manager is currently involved in project planning workshops, this report is being drafted for the MG Executive Committee on the proposed suspension of Hoist and Mobile Bed production. This report aims to analyse the financial health and profitability of a company by examining the cost accounting methods of marginal costing and absorption costing. The report will cover the differences between these two methods, their applicability, and benefits. Furthermore, it will provide recommendations on how to make informed decisions about production, pricing, resource allocation, and product discontinuation by taking into account both quantitative and qualitative factors. To conduct the analysis, relevant data and financial information will be collected and analysed using tools such as financial statements, costing techniques, and financial ratios. The report will conclude by summarizing the key findings and recommendations for the company to improve its financial health and achieve sustainable growth. 
2. [bookmark: _Toc127400472]Subheadings
Absorption and marginal costing differences
Two popular cost accounting techniques for calculating the cost of goods sold (COGS) and, consequently, the sustainability of a corporation depends on marginal costing and absorption costing (Seal et al., 2019).
Only the actual or adjustable costs of creating a good, such as raw resources and direct labour, are taken into account in marginal costing. The only expenses included in the cost of the product are the variable costs since these costs are entirely incorporated into the selling price of the product. This method, which excludes any fixed expenditures, provides a more realistic representation of the actual cost of creating a product (Bragg, 2022). While traditional costing methods focus only on the variable expenses, absorption costing takes into account both types of expenses (Absorption costing 2022). A percentage of the fixed expenses are included in the cost of goods sold since they are amortised over the total number of units manufactured. As it takes into account both variable and fixed expenses, this method is more thorough and paints a more accurate representation of the firm's financial condition.	Comment by Munodzinesa Zuwirai: Ensure this is your original work. It is an individual report. Please be critical in analysis applying to the scenario
Each approach's usefulness is conditional on the nature of the enterprise and the specifics of the data that must be gathered. For companies with significant levels of fixed expenditures, such as manufacturing facilities, absorption costing may better reflect the actual price of goods produced. However, marginal costing may be more illuminating for organisations that have low fixed costs but large variable expenses. The advantages of contribution margin include a deeper knowledge of the variable costs, that is the amount of income which is left behind once all variable expenses have been paid. Such evidence is helpful for making choices concerning price, output and resource management (Röller, 2020). On the contrary, absorption costing gives a greater knowledge of the business's performance, since it incorporates both fixed and variable expenses. This data is helpful for making choices regarding expenditures, such as increasing output or acquiring new technology (Absorption costing: Definition, tips and examples | indeed.com 2023).
As a conclusion, marginal costing and absorption costing both have their advantages and disadvantages, and the decision between the two approaches will rely on the nature of the company and the information needed. Both approaches have their place, but they should be utilised together to give a fuller picture of a business's fiscal viability and prosperity.
[bookmark: _Toc127400474]Preparing a Marginal Costing Statement for each product and total for the month of December 2022
Marginal costing is a method of cost accounting that emphasises the importance of taking into account the incremental cost of manufacturing an extra unit of a product when setting prices and determining output levels (Seal et al., 2019). In contrast to absorption costing, which takes into account both the variable (materials, labour, and overhead) and fixed (building, utilities, etc.) costs of manufacturing a product, this approach only takes into account the latter (such as rent, property taxes, and insurance). When making decisions about how much to produce in the future, marginal costing simply takes into account the expenses that fluctuate with each new unit. This strategy is often utilised in pricing choices and other forms of short-term decision-making because it is a more straightforward way to assess how variations in production volume affect total costs (What is managerial accounting and how it helps managers? 2023).

	Marginal Costing Statement (For the month of December 2022)

	 
	
	
	
	 

	 
	in Pounds

	 
	Wheelchairs
	Hoists
	Mobile Beds
	Total

	Sales revenue
	£20,100.00
	£18,630.00
	£19,302.00
	£58,032.00

	 
	
	
	
	 

	Production Cost:
	
	
	
	 

	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

	Contribution Margin
	£7,035.00
	-£745.20
	£193.02
	£6,482.82

	 
	
	
	
	 

	Fixed Costs:
	
	
	
	 

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

	Profit
	£1,005.00
	-£6,706.80
	-£7,141.74
	-£12,843.54


[bookmark: _Toc127400475]Based on the calculation of part (b) above, advising if MSG should stop the production of Hoists
Based on the marginal costing statement, it is recommended that the company should discontinue the production of Hoists, as it is incurring a loss of -£6,706.80. The marginal costing method indicates that if the income from selling Hoists is less than the variable expenses associated with making them, then the company is losing money. Therefore, it appears that manufacturing Hoists is not profitable for the firm and should be discontinued to improve the financial health of the company.	Comment by Munodzinesa Zuwirai: Recommendation is based on contribution under marginal costing 
Here is a Marginal Costing Statement that illustrates the outcomes if MSG ceases producing hoists-
	Marginal Costing Statement (For the month of December 2022)

	 
	
	
	 

	 
	in Pounds

	 
	Wheelchairs
	Mobile Beds
	Total

	Sales revenue
	£20,100.00
	£19,302.00
	£39,402.00

	 
	
	
	 

	Production Cost:
	
	
	 

	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

	Contribution Margin
	£7,035.00
	£193.02
	£7,228.02

	 
	
	
	 

	Fixed Costs:
	
	
	 

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

	Profit
	£1,005.00
	-£7,141.74
	-£12,098.34



Therefore, it is possible to observe that once the manufacturing of hoists was stopped, the overall contribution margin rose to £7,228.02 from £6482.82 and the total profit also decreased slightly to £-12,098.34 from £-12843.54.
[bookmark: _Toc127400476][bookmark: _Hlk126951870]Based on the calculation of part (b) above, advising if MSG should stop the production of Mobile Beds
A marginal costing statement would show that the firm is still losing money even if the variable costs of making Mobile Beds are less than the revenue produced from selling them if the contribution margin for Mobile Bed production is £193.02 and the loss is -£7,141.74. The company's inability to turn a profit from the manufacturing of Mobile Beds may be attributable to the high fixed expenses incurred by the business. Production of Mobile Beds should be halted if the fixed expenses are not being covered by sales of other goods or services. 	Comment by Munodzinesa Zuwirai: Decision based on contribution. Total fixed costs are unaffected by the stoppage

Here is a Marginal Costing Statement that illustrates the outcomes if MSG ceases producing Mobile Beds (Garikaib, 2022)-
	Marginal Costing Statement (For the month of December 2022)

	 
	
	
	 

	 
	in Pounds

	 
	Wheelchairs
	Hoists
	Total

	Sales revenue
	£20,100.00
	£18,630.00
	£38,730.00

	 
	
	
	 

	Production Cost:
	
	
	 

	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

	Contribution Margin
	£7,035.00
	-£745.20
	£6,289.80

	 
	
	
	 

	Fixed Costs:
	
	
	 

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

	Profit
	£1,005.00
	-£6,706.80
	-£13,036.56



Consequently, it can be seen that the overall contribution margin drops from £6482.82 to £6,289.80 once the manufacture of hoists is stopped. Again, the overall profit increased from £-12843.54 to -£13.036.56.
[bookmark: _Toc127400477]Qualitative issues that Mobility Group should consider in making the decision to cease production of Hoists and Mobile Beds
To maximise profits, Mobility Group has to do more than just stop making hoists and mobile beds (Qualitative characteristics of accounting information 2017). Possible examples of such choices include:
1. Lowering fixed expenses: Costs like rent, utilities, and personnel could be cut, or better terms might be negotiated with vendors and service providers.
2. Effectiveness Improvement: This may entail minimising inefficiencies in operations or increasing productivity in manufacturing.
3. Expanding the range of products available: In order to generate income and lessen the effect of fluctuations in the demand for almost any one commodity, it may be necessary to create new goods or extend into other markets.
4. Enhancing Pricing Methods: As an example, the price of an existing product may need to be changed so that it more accurately reflects the price of manufacturing or the current state of the market.
When deciding whether or not to stop creating Hoists and Mobile Beds, Mobility Group should take a number of qualitative considerations into account (Qualitative Research in Accounting &amp; Management 2020):
1. Needs of consumers: It is essential to think about the current demand for these goods and whether or not it will grow in the near future.
2. Competition: Market rivalry should be taken into account since it may have an effect on profits.
3. The pricing model: Weighing the fixed and variable expenses of manufacturing Hoists and Mobile Beds against the potential for a profit is crucial.
4. Effects on Staff: It's crucial to think about how shutting down manufacturing of these goods might affect workers, in terms of both job losses and morale.
5. Reputation: Stopping manufacture of these items might have a negative effect on the company's image and reputation.
Based on the analysis of the marginal costing statement, it is recommended that Mobility Group should discontinue the production of Hoists and Mobile Beds to improve the financial health of the company. However, simply discontinuing the production of these items may not be enough to maximize profits. To achieve this, the company should consider implementing strategies such as lowering fixed expenses, improving effectiveness, expanding the range of products available, and enhancing pricing methods. These strategies can help the company to increase revenue and reduce costs, leading to increased profitability.
Moreover, when making the decision to stop manufacturing Hoists and Mobile Beds, Mobility Group should consider various qualitative factors. These include the current and future demand for these goods, market competition, the pricing model, the impact on staff, and the company's reputation. Considering these factors will help the company to make an informed decision that takes into account both financial and non-financial aspects.
In conclusion, to maximize profits, Mobility Group should not only discontinue the production of Hoists and Mobile Beds but also implement strategies to increase revenue and reduce costs. Moreover, the decision to stop manufacturing these items should be made after considering various qualitative factors that may impact the company's financial and non-financial performance.

[bookmark: _Toc127400478]2.1 Conclusion
Cost accounting techniques such as marginal costing and absorption costing are crucial for calculating a company's cost of goods sold and assessing its financial health. Unlike marginal costing, which only takes into account the direct or variable costs, absorption costing takes into account both types of expenses. It's up to the specifics of the company and the information needed to determine which of the two approaches is best. Both approaches have their advantages and disadvantages, therefore they should be used together to provide a more accurate representation of the firm's financial condition and prosperity. Incorporating both quantitative and qualitative variables, a thorough study of all expenses incurred in making the decision to cease manufacturing of a product is necessary.
[bookmark: _Toc127400479]2.2 Recommendations
According to what has been discussed till now, it seems that a combination of marginal costing and absorption costing is necessary to gain an accurate view of a business's financial health and profitability. The fixed expenses and their effect on the company's financial health must be taken into consideration when making choices manufacturing products, marketing, distribution of resources, acquisitions, and product discontinuance, among other things. Long-term viability and steady growth must be taken into account when deciding whether or not to discontinue a product. The company should also think about other potential methods of raising profits, such cutting expenses, improving productivity, and entering untapped areas. In order to make well-informed choices that contribute to the company's long-term development and performance, constant cost and profit monitoring and review is required.
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5. [bookmark: _Toc127400481]Appendix A 
Mobility Global (MG)’s given case:
[image: ]
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You are employed by Mobility Global (MG) as an Assistant Management Accountant. MG produces
and sells three types of special personal mobility equipment directly to National Health Service
(NHS) and Care Homes across the United Kingdom.

MG’s profitability has been on a decline over the past years. Below is MG'’s overall performance for
the month of December 2022. In view of the huge capital investment made, MG’s directors are
considering ways to improve this mediocre performance.

Upon considering the data below in the Executive Committee Meeting, Clara Zoul the Operations
Director and five other directors share the same understanding and view that production of Hoists
and Mobile Beds must be ceased if overall profitability is to improve in 2023. MG'’s profitability has
been on a decline over the past years.

You spot that marginal costing would show the results differently and may influence the Executive
Committee’s decision.

Mobile Solutions Group Product Financial Performance Report for the month of December
2022

Wheelchairs | Hoists | Mobile Total
Beds
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) | (£20,781.06)
Direct Labour (£6.231.00) | (£7,824.60) | (£6,755.70) | (£20,811.30)
g“‘e’va"ab'e (£2,211.00) | (£4.657.50) | (£3,088.32) | (£9,956.82)
Xpenses
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)





