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[bookmark: _Toc115255112][bookmark: _Toc128226942]Introduction
A business entity needs to evaluate the existing commercial or economic feasibility of a product or service line by using management accounting application tools (Chadwick, 2015). Here, initially, the differences between Marginal and Absorption costing would be discussed. Afterwards, based on the given table data, a Marginal costing statement for all products would be prepared. Then, the Consequences of halting different product lines on the profitability would be scrutinised. Finally, a recommendation would be provided to the Executive committee regarding ways of ensuring long-run profitability & sustainable growth. Some qualitative issues would be identified to cease production of two mentioned product lines- Mobile Beds and Hoists.











[bookmark: _Toc128226943]Task-1
[bookmark: _Toc92794424]Differences between Marginal costing and Absorption costing in terms of applicability & benefits:
Marginal and absorption costing are two approaches to product costing. In the marginal costing method, all the variable costs are recognised as product costs, and fixed costs are recognised as period costs (Davis, 2020). On the contrary, in absorption costing, product costs consist of both variable & fixed costs. Fixed costs are spread over the total products produced and a portion of the fixed cost would be allocated for each individual unit. 
The marginal costing method has a very efficient application for short-term decision-making (Connor, 2017). Furthermore, it has the benefit of providing a simple and quick overview of additional costs related to each unit produced. On the flip side, Absorption costing’s fundamental application is for long-term planning, forecasting, and budgeting (Hussey & Hussey, 2012). Consequently, a better and more accurate overview of the product costs could be determined. 
The marginal costing approach helps emphasise the significance of contributing to product costs. And its focus is on the determination of the cost of the next unit of product. Whereas the Absorption costing system gives emphasis on the fair and accurate treatment of product costs (Trenal, 2021). And this costing focus on every single unit’s cost determination. 
As the marginal costing method helps in the short-term decisions like pricing mix decision, product cost decision, make or buy decisions (Hussey, and Ahrona, 2016), this method will not help in the major decision like ceasing the production of Hoist and Mobile Beds production. Hence, the organisation should use the absorption costing method to undertake the major decision, which will more likely to add value to the company.

[bookmark: _Toc128226944]Marginal costing statement for December 2022:
Management cost accounting help managers make decisions regarding pricing, marketing, and production strategies by highlighting obvious relationship among sales, variable cost, and fixed costs (Hussey, 2013). In mathematical application, initially, all the variable costs i.e., direct materials, direct labour and direct overhead, and other direct costs are subtracted to extract the contribution margin profit. Then, all the fixed costs i.e, fixed overhead and other fixed costs are subtracted to extract the Net Profit/loss.  
[image: ]
[bookmark: _Toc126799312]Figure 1: Marginal costing statement for December 2022
Source: Author
Here, in the given ‘Figure 1’, 40 units of wheelchairs, 93 units of Hoists, and 77 Mobile Beds are produced by MSG. As illustrated, the Wheelchairs product line has a positive contribution margin and positive Net profit. Mobile beds have a positive contribution margin but a negative Net profit amount. However, Hoists production led to both negative contribution margin and net loss. And finally, if their product lines are considered for production for the given units, then the firm would have a positive contribution margin and Net loss. 
[bookmark: _Hlk128226720]
[bookmark: _Toc128226945]Recommendation regarding cessation of the ‘Hoists’ product line:
An entity needs to scrutinise the economic feasibility of its offered products and services to explore opportunities for avoiding risks and enhancing business performance (Hussey & Ahrona, 2016). With this objective, a revised Marginal costing statement has been prepared where the ‘Hoists’ product line has been dropped out and individual and combined Marginal profit and Net profit has been calculated.  
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[bookmark: _Toc126799313]Figure 2: Marginal costing statement after cessation of ‘Hoists’
Source: Author
As illustrated in the table, after dropping the ‘Hoists’ products, the Contribution margin remained positive but there’s Net loss. However, compared to the previous situation, after dropping Hoists, the Net loss reduced to nearly half (£6,136.74) from £12,843.54. However, by dropping Hoists from the production, the company cannot ignore the fixed costs because these costs will be incurred even if production fells to zero. On top of that, the firm will lose the contribution margin, increasing the losses. Hence, the firm should consider increasing the volume of product, which will reduce the production cost per unit and the company should lower the prices to enhance its competitive strength, which will lead it to become profitable.
 
[bookmark: _Toc128226946]Recommendation regarding cessation of the ‘Mobile Beds’ product line:
If any product line adds less value than the costs, then it should be rejected, or dropped (Strawser & Strawser, 2015). In the previous scenario, ‘Hoists’ has been recommended to be dropped. Now, in this current scenario, rather ‘Mobile Beds’ has been advised to be dropped. Then, the result would be examined.  
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[bookmark: _Toc126799314]Figure 3: Marginal costing statement after cessation of ‘Mobile Beds’
Source: Author
As calculated and illustrated in figure-3, Once the ‘Mobile Beds’ product line has been dropped, its combined Contribution margin would be positive; but there would still be a Net loss. The net loss can be attributed to the fact that all the fixed costs are charged in the same period in which they are incurred rather than attaching them with the products for which they are incurred in the first place (Davis, 2020). Hence, the net loss figure may not be that big or the company would incur profit if the absorption method would have used. Hence, based on the marginal costing method, the decision to cease the production of the Mobile Bed is not recommended. Besides, dropping the products may cause the company to rely on a few products, increasing its risk exposure to certain products. In addition, dropping the products may cause deterioration in the reputation of the company in the market. Besides, the lower range of products may cause the customer to shift to another vendor, undermining the competitive strength of the organisation (Trenal, 2021). Hence, rather than, dropping the products, the company should consider increasing the production volume, which will reduce the production cost per product, thus, the company’s unit may in turn generate profit by the means of operating leverage.

[bookmark: _Toc128226947]Long-run business profitability & sustainable growth by ceasing Hoists and Mobile bed production: 
Initially, it could be observed that once all three products- ‘Hoists’, wheelchairs, and ‘Mobile Beds’ are produced the firm has a contribution margin and net loss of respectively £6482.82 and (£12843.54). From the last two scenarios, it is found that the in both cases, the Net Loss becomes gets lower once ‘Hoists’ or ‘Mobile Beds’ are dropped from production. However, as from the last segment, it is quite apparent that dropping the product is not the right option, the company should opt to consider other options. One of the options is to try to renegotiate with the existing supplier or finding new suppliers, who can supply materials at lower costs (Strawser, and Strawser, 2015). Another possible scenario for the company is that it can outsource the production of these products to keep them in the product portfolio so that it can generate profit (even though a slimmer margin) rather than incurring losses. 
Another reasonable option would be to change the total number of each product to be produced and then evaluate the profitability (Scofield, 2015). For instance, instead of producing 93 Hoists products some more or less no. of Hoists could be produced. Then, the combined Net profit and contribution margin would have to be calculated to evaluate the long-run sustainability of such performance. 
In this context, some qualitative issues need to be taken under serious consideration by the Mobility group while ceasing the production of Hoists and Mobile Beds. Initially, one should properly scrutinise what portion of the total costs are variable costs and what portion are fixed costs. If there’s a greater amount of fixed cost than variable against each unit of product, then the product would have better profitability due to the economies of scale as fixed expenses would be spread among all the products as more products are produced. Hence, it would have to be considered whether Hoists and Mobile Beds consist of too many variables or fixed costs. 





[bookmark: _Hlk128226919][bookmark: _Toc61821592][bookmark: _Toc92794434][bookmark: _Toc128226948]Conclusion:
Managerial accounting differs from absorption accounting as managerial accounting considers variable costs as product costs (Horner & Mott, 2016). Whereas, in absorption costing product costs include both variable and fixed costs. As shown in the marginal costing statement, the firm seems to be better off by halting the production of Hoists or Mobile Beds. Because by ceasing those units, the firm would have lesser Net profit. However, some qualitative issues need to be considered while ceasing such units which is the proportion of fixed costs and variable costs in total costs. 
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Amount (£) Amount (£) Amount (£)

Revenue (a) 20,100.00 18,630.00 38,730.00

Minus: Variable Costs

Material (4,623.00) (6,893.10) (11,516.10)

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

Minus: Fixed Costs

Fixed Overheads (6,030.00) (5,961.60) (11,991.60)

Profit/ Loss 1,005.00 (6,706.80) (5,701.80)

Particulars

40 

Wheelchairs

93 Hoists

MSG's Marginal Costing Statement

 for the month of December 2022

Total
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Amount (£) Amount (£) Amount (£) Amount (£)

Revenue (a) 20,100.00 18,630.00 19,302.00 58,032.00

Minus: Variable Costs

Material (4,623.00) (6,893.10) (9,264.96) (20,781.06)

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

Minus: 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)

Particulars

40 

Wheelchairs

93 Hoists 77 Mobile Beds Total

MSG's Marginal Costing Statement

 for the month of December 2022
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Amount (£) Amount (£) Amount (£)

Revenue (a) 20,100.00 19,302.00 39,402.00

Minus: Variable Costs

Material (4,623.00) (9,264.96) (13,887.96)

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

Minus: Fixed Costs

Fixed Overheads (6,030.00) (7,334.76) (13,364.76)

Profit/ Loss 1,005.00 (7,141.74) (6,136.74)

Particulars

40 

Wheelchairs

77 Mobile Beds

MSG's Marginal Costing Statement

 for the month of December 2022

Total


