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[bookmark: _Toc128593996]Task A
[bookmark: _Toc128593997]Introduction
This paper has been written as a report to MG's Executive Committee regarding the decision to discontinue manufacturing of Hoists and Mobile Beds. The Finance Manager is now engaged in some project planning workshops, so this report was made in the Finance Manager's absence. There will be discussion on the margin costing and absorption costing and the absorption costing and after that the report will give quantitative discussion on whether the production of Hoists should be continued or not. And in the end, there will be a advice to the company board.  
[bookmark: _Toc128593998]1.1 Marginal Costing and Absorption Costing
Global Mobility Marginal Costing
Marginal costing, sometimes called variable costing, calculates production costs using just variable expenses. Variable expenses for Mobility Global include direct commodities, direct labour, and variable overhead like electricity and maintenance. Marginal costing excludes rent, depreciation, and insurance from production costs. Instead, they are period expenses and levied against income (Ledig & Porterfield, 2021).
Marginal costing in Mobility Global is simple, particularly for non-accountants. The contribution margin—the gap between sales income and variable costs—shows how production levels affect profitability. This data may influence their pricing, product mix, and manufacturing choices.
Marginal costing has drawbacks. It ignores fixed expenses, underestimating manufacturing costs. This may misrepresent manufacturing costs and product/department profitability. Fixed expenses are not assigned, making it hard to assess product or department profitability.
Mobility Absorption Costing Global
Full costing, or absorption costing, uses variable and fixed expenses to calculate production costs. Rent, depreciation, insurance, and management salaries are fixed expenditures for Mobility Global regardless of productivity. Fixed costs are allocated to each unit of output based on an overhead rate. Direct labour, materials, variable overhead, and fixed overhead are included.
Absorption costing helps Mobility Global monitor manufacturing costs more accurately and compare product and department profitability. It also considers the long-term impact of fixed costs on profitability.
Absorption costs has drawbacks. Since fixed expenses are assigned based on an overhead rate, it might be hard to comprehend how output levels affect profitability. This may misrepresent manufacturing costs and product/department profitability. As fixed costs are given to each unit of output, it might lead to overproduction.
Mobility Global applicability
Mobility Global uses marginal and absorption costs depending on the analysis. Marginal costing shows the contribution margin and how production levels affect profitability, making it suitable for short-term pricing and production decisions. Absorption costing may be better for long-term choices like product mix and equipment purchases since it more accurately measures production cost and fixed cost influence on profitability.


[bookmark: _Toc128593999]1.2 Marginal Costing Statement
To prepare a Marginal Costing Statement, executive committee  need to calculate the contribution of each product. The contribution is the difference between the revenue and the variable cost calculation (Collis & Hussey, 2021).
[image: ]
	Product
	Wheelchairs
	Hoists
	Mobile Beds
	Total

	Units sold
	40
	93
	77
	

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

	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

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

	Net Profit / (Loss)
	£1,005.00
	(£6,706.80)
	(£7,141.74)
	(£12,843.54)





[bookmark: _Toc128594000]1.3 Decision on the production of Hoists
Based on the contribution margin calculated in the previous statement, MSG should consider stopping the production of Hoists, as it is currently generating a negative contribution margin.
To prepare a marginal costing statement showing the results if MSG stops making Hoists, we need to remove the relevant figures from the original statement:
	Product
	Wheelchairs
	Mobile Beds
	Total

	Units sold
	40
	77
	

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

	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)
	(£32,174.98)

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

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

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



As seen in the table, if MSG stops making Hoists, the total revenue will decrease from £58,032.00 to £39,402.00, while the total variable costs will decrease from £51,549.18 to £32,174.98. This will result in a higher contribution margin of £7,228.02, compared to the original contribution margin of £6,482.82. However, there will still be a net loss of £6,136.74 after accounting for the fixed overheads. Therefore, MSG should consider other options to reduce its costs or increase its revenue to return to profitability.


[bookmark: _Toc128594001]1.4 Decision on the production of Mobile Beds
Executive committee then produce a Marginal Costing Statement using the contribution determined in part (1.2) to determine the impact of halting Mobile Bed production:
	
	Wheelchairs
	Hoists
	Total without Mobile Beds

	Units sold
	40
	93
	133

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

	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

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

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



If MSG stops making Mobile Beds, the total revenue would decrease to £38,730.00, but the total variable costs would also decrease to £32,440.20. This would result in a contribution margin of £6,289.80, which is lower than the original contribution margin of £6,482.82. However, the fixed overheads would also decrease to £11,991.60, resulting in a net loss of £5,701.80. Therefore, stopping the production of Mobile Beds would not be advisable, as it would result in a loss.


[bookmark: _Toc128594002]1.5 Advice on Mobility Group’s Executive Committee
Based on the contribution margin statement provided, it appears that the Hoists and Mobile Beds product lines are generating negative contribution margins, meaning that they are not covering their variable costs. Therefore, ceasing production of these product lines may be a viable option to improve long-term profitability and sustainable growth.
However, before making a decision, Mobility Group should consider several qualitative issues. For example, they should assess the impact of ceasing production of Hoists and Mobile Beds on their overall product portfolio and customer base (Goel, 2019). They should also consider the potential loss of key personnel and expertise associated with the manufacturing of these products.
Moreover, Mobility Group should evaluate the potential impact of ceasing production of these product lines on their suppliers and the overall supply chain. They should also assess the potential effect of bundling purchases, such as offering discounts to customers who purchase multiple products from Mobility Group.
To further increase profitability, Mobility Group could explore other profit improvement initiatives, such as negotiating with suppliers for better pricing or changing suppliers altogether. They could also consider implementing cost-cutting measures or investing in research and development to develop new products that meet customer needs.
In summary, while ceasing production of Hoists and Mobile Beds may improve long-term profitability and sustainable growth, Mobility Group should carefully evaluate the potential impact on their overall product portfolio, customer base, and supply chain, and explore other profit improvement initiatives to maximize profitability. 
[bookmark: _Toc128594003]Conclusion
Mobility Group’s Executive Committee has been advised through the paper by using marginal costing accounting system. In the margin costing system the company will consider the variable cost as the production cost whereas the fixed cost are considered to be the period cost thus the reporting impacts the gross and operating margin level of the company. Usage of marginal costing is advantageous for the internal usage as it provides better breakdown of the company’s costing. Moreover it is apparent from the calculation that the production should be ceased for Mobile Beds.      
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