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Subject: Proposal to stop Hoists and Mobile Beds production.

[bookmark: _Toc128210149]1.Introduction

This report will critically discuss the differences between marginal costing and absorption costing techniques, as well as their applicability, benefits, and limitations. The report will evaluate the profitability and viability of the proposal to stop Hoists and Mobile Beds production.
   Thus, a Marginal Costing Statement will be prepared to help analysing Mobility Solutions Group’s product viability and advise whether the company needs to cease the production of Hoists and Mobile Beds. It will be followed by recommendations to the company on how to increase profitability and sustainable growth as well as qualitative issues that Mobility Group has to take into consideration in decision-making. Finally, the conclusion will highlight the main points of the report.

[bookmark: _Toc128210150]2.1 Task 1

    There are various costing techniques to determine the cost. Absorption and marginal costings are among them. Absorption costing, also known as historical costing, is a management accounting technique for collecting all production costs associated with a certain product.
This strategy takes into account direct and indirect expenses, including inventory, direct labour, rent, and insurance. (Omesi, 2022). Using absorption costing, a portion of fixed production overheads are given to goods and included in their production cost (Drury, 2020). However marginal costing does not consider fixed overheads.
     Omesi (2022) states that one of the advantages of absorption is that it used to calculate a profitable selling price that reflects all expenses associated with producing each unit of goods. This costing method acknowledges that each unit produced must pay its portion of fixed overheads, unlike marginal costing. It follows the matching principle by recognising fixed overhead as a period expense rather than revenue and it is more in line with external reporting regulations.
[bookmark: _Hlk126683056]The main disadvantage is that management cannot utilise it for decision-making, control, or planning. This method also highlights total expenses above cost volume profit. Equally it may mislead investors because fixed costs are removed from revenues unless all manufactured items are sold, and a company's profit level might look higher than it (Omesi,2022).
     Marginal costing is an alternative to absorption costing.  This method differentiates between fixed and variable expenses. Under marginal costing, revenue is calculated differently than under absorption. It will only include variable costs as part of the price of the products or services produced. Any fixed will be recognised as a cost of the period in which it was incurred. Consequently, inventories of finished goods or work in progress that are carried over from one accounting period to the next are evaluated based only on their variable cost. (Atrill, 2021).
      CIMA defines marginal costing as a principle in which variable expenses are added to the cost elements and the fixed costs contributing to the relevant periods are fully written off against the input for that period. (2000). It is important for profit planning since it allows management to assess profitability at various production and sales levels. This refers to the case discussed in this report, as marginal costing technique will be applied to assess the profitability of hoists and mobile beds, and it will help the management to decide if the company should continue producing them. It is also beneficial for decision-making, particularly in determining selling prices, export decisions, and purchase and sale decisions (Omesi,2022). Other advantages of marginal costing are that a business might earn additional profits by sometimes giving lower pricing to price-sensitive clients and increasing market penetration. It can be utilised to first enter a new market by recruiting price-sensitive customers. To maintain pricing competitiveness when rivals cut their prices to acquire market share, marginal cost pricing is a beneficial strategy (Woodruff, 2019), unlike absorption costing.
[bookmark: _Hlk126999782]       However, the marginal costing technique has some downsides: separating total cost into fixed and variable costs is not always possible (Nawaz, 2013). Similarly, variable costs does not account for current market prices. Customers who enjoy the benefits of marginal cost pricing are frequently price-sensitive and unlikely to remain loyal over time. In the short term, marginal cost pricing is an effective instrument. It can assist a company in preserving its marketing strategy at the cost of income and long-term performance (Woodruff, 2019). Therefore, absorption costing should be used instead of marginal costing for long term decision making.
      In summary, the consideration of fixed production expenses is the primary difference between variable costing and absorption costing. companies that use both approaches for internal reporting—variable costing for short-term decisions and performance evaluation and absorption costing for long-term choices—enjoy the best results. Chartered Institute of Management Accountants (United Kingdom)-sponsored surveys reveal that while the majority of organisations use absorption-costing systems, more than seventy-five percent actually quote variable-costing information as either the most important or second-most important in decision-making.

[bookmark: _Toc128210151]2.2 Task 2
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	Wheelchairs
	Hoists
	Mobile Beds
	Total

	[bookmark: RANGE!A3][bookmark: _Hlk126602091]Units sold
	
	40
	93
	77
	

	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)
	(£9,956.820

	
	Contribution
	£7,035
	(£745.20)
	[bookmark: _Hlk128574989]£193.02
	£6,482.82

	
	Less 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: _Toc128210152]2.3 Task 3

The production of hoists should be stopped because the contribution is negative (£745.20).

	
	
	
	
	

	
	
	Wheelchairs
	Mobile Beds
	Total

	Units sold
	
	40
	77
	

	Revenue
	
	£20,100.00
	£19,302.00
	£39,402

	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)

	
	Contribution
	£7,035
	£193.02
	£7,228

	
	Less Fixed Overheads
	
	
	(£19,326.36)

	Profit /(Loss)
	
	
	
	(£12,098.34)

	
	
	
	
	





[bookmark: _Toc128210153]2.4 Task 4

Production of mobile beds should be continued because the contribution is positive £193.02.
	
	
	
	
	

	
	
	Wheelchairs
	Hoists
	Total

	Units sold
	
	40
	93
	

	Revenue
	
	£20,100.00
	£18,630.00
	£38,730.00

	Less variable costs 
	
	
	

	
	Direct Material
	(£4,623.00)
	(£6,893.10)
	(£11,516.100

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

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

	
	Contribution
	£7,035
	(£745.20)
	£6,289.80

	
	Less Fixed Overheads
	
	
	(£19,326.36)

	
	Profit
	
	
	(£13,036.56)

	
	
	
	
	



[bookmark: _Toc128210154]2.5 Task 5

[bookmark: _Hlk127371399]       Profit is  assumed to be the ultimate objective for every economic activity, regardless of its form, and to accomplish the best outcomes, it is vital to understand and apply the tool known as the cost of the work. Equally, decreasing costs by decreasing inventory, and decreasing direct costs—by finding the right suppliers for the business and negotiating prices and discounts when bulk buying will benefit the company, as well as cost reduction through process review. Profitability will increase by minimising waste, saving money for energy consumption, removing unprofitable products and services (as in the case discussed it would be beneficial to cease the production of hoists), and concentrating on popular products or services with the highest gross profit margin, as wheelchairs and mobile beds. However, the downside of this is that the client can stop buying from the company as it does not produce all the items and it will choose another seller to buy everything it needs. There are different ways to increase the profitability of the business, for example, market penetration, which involves increasing production volumes or getting a market share from the competitors. Developing and selling new products and accessories for them and the existing ones is another technique, as well as the company can start selling services, and repairs of mobile beds, for example. Taking the products to new markets means new regions or new customers is another way to increase profitability (Sheedy, 2010). According to Queensland Government (2021), strategies such as focusing on the most profitable customers, improving customer service by training staff and increasing their productivity, regularly adjusting prices, considering price discounts and promotions, and opening showrooms can considerably grow the business.

[bookmark: _Toc128210155]3. Conclusion
       To conclude with, the main difference between variable costing and absorption costing is how fixed production costs are treated. Businesses that use both methods for internal reporting—variable costing for short-term decisions and performance assessment and absorption costing for long-term ones—have the advantages of both. In the case discussed in this report, it was advised to stop the production of hoists as the contribution in the marginal cost statement was negative, additionally, the company should focus on the production of the most profitable products such as wheelchairs. This demonstrates that understanding the cost of work is essential in decision making, therefore on a business’s growth.  

[bookmark: _Toc128210156]Task B 
2.1 BEP=TFC/ (SP per unit- VC per unit)
11500/ (65-40) =460 plates
2.2 Activity Level= (TFC+Total Target Profit/Contribution per unit)
Number of plates =(11500+24000)/25=1420

2.3 TFC= (old TFC + additions; FC + profit)/cont per unit
Total fixed cost = 11500+5000=16500
Revenue= TVC+Total Contribution
Total Contribution=18200+16500=34700
Number of plates= (TFC+Total Target Profit)/Contribution per unit
(16500+18200)/25=1388
Total Variable Cost=40*1388=55520
Revenue=£34700+£55520=£90220

2.4 Cost-volume-profit (CVP) analysis establishes product contribution margin, break-even point, target profit, and operational leverage. Managers have to understand production mix behaviour when selling price, costs, or output vary by monitoring cost, volume, and profit. The analysis of cost data facilitates production planning as data helps organisations assess their strategy and identify issues. CVP analysis determines how many sales the firm must generate to profit, in the case discussed above it depends on the number of sold plates. Even if a firm performs well, one product can make it to operate at a loss, therefore CVP analysis optimises productivity. (Nworie, G. et al. 2023). 
       CVP has limitations such us assuming that costs can be fixed and variable, however in reality telephone prices could be semi-fixed, with a flat monthly leasing fee and a variable call fee. It is considered that production and sales quantities are equal when the profit is calculated and absorption technique is used, which may be different in reality, for example DelhiCorner can cook 100 plates, but sell 90. Due to the underlying assumptions, the application of analysis is limited: either an only one item is sold, or if multiple items are available, they are sold in a consistent mix. Therefore, if the assumption of a constant mix changes, so does the break-even point. Volume serves as the only factor that impacts revenues and expenses; all other factors remain constant. The above assumption may not hold true in practise, as sales increases frequently necessitate price reductions. Delhi Corner must take all this in consideration when budgeting, calculating the profit and equally in decision-making (ACCA, 2023).





 
[bookmark: _Toc128210157]4. References

1. ACCA (2023) Cost-volume-profit analysis. Available at: https://www.accaglobal.com/gb/en/student/exam-support-resources/fundamentals-exams-study-resources/f5/technical-articles/CVP-analysis.html (Accessed on  18 February 2023). 
2. Atrill, P. and McLaney, E. (2021) Management accounting for decision makers. 10th edn. Harlow: Pearson.
3. Datar, S.M. (2021) Horngren’s cost accounting: A managerial emphasis. 17th edn. Harlow: Pearson.
4. Drury, C. and Tayles, M. (2020) Management and Cost Accounting 11th edn. Cengage.
5. [bookmark: _Hlk126685232]Nawaz, M., (2013) ‘An Insight Into the Two Costing Technique: Absorption Costing and Marginal Costing’ Broad Research in Accounting, Negotiation, and Distribution, 4(1), pp.48-61.
6. [bookmark: _Hlk127601303][bookmark: _Hlk127208453]Nworie, G. et al. (2023) ‘Utilizing Cost-Volume-Profit Analysis for Informed Decision Making in Small Business Management’ Central Asian Journal of Innovations on Tourism Management and Finance, 4(2), pp.102-115. 
7. Omesi, I., 2022. Techniques of Costing. BW Academic Journal, pp.15-15.
8. [bookmark: _Hlk127605137]Queensland Government (2021) Grow your profit. Available at: https://www.business.qld.gov.au/running-business/finance/improve-performance/profit (Accessed on  15 February 2023). 
9. Sheedy, M. (2010) The small business success guide. Milton: Wrightbooks.
10. The Chartered Institute of Management Accountants (2000). Official Terminology.
11. Woodruff, J. (2019) Advantages and Disadvantages of Marginal Cost-Plus Pricing. Available at: https://smallbusiness.chron.com/advantages-disadvantages-marginal-costplus-pricing-76773.html Accessed on 07/02/2023    (Accessed: 15 February 2023).


2

