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[bookmark: _Toc37278987]Introduction
Management accounting provides policies and procedures used for maintaining financial records of an organisation.  In addition, MA also includes adequate determination of revenue and cost associated with production. The current study includes determination of costing approaches such as absorption costing and activity costing in Hoffman Ltd.  Besides this, critical evaluation of both the costing approaches has been done in the study. Further, relevance of break-even analysis in the 21st century has been made to understand the performance of companies operating with series of intra-group trading and multiple lines of products. 
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[bookmark: _Toc37278989]1: Calculation of absorption costing 
	Calculation of Absorption Costing 

	Details 
	Lightweight (LW) 
	Megarange (MR)
	Total ( £ )

	
	Unit
	Summation ( £ ) 
	Unit
	Summation ( £ ) 
	

	Direct Material cost
	4500
	13500
	500
	5000
	18500

	Direct labour cost 
	 
	226800
	 
	25200
	252000

	Prime cost 
	4500
	240300
	500
	30200
	270500

	Manufacturing overhead
	 
	425250
	 
	47250
	472500

	 Manufacturing cost
	4500
	665550
	500
	77450
	743000

	Administration overhead
	 
	255150
	 
	22050
	277200

	 Production cost
	4500
	920700
	500
	99500
	1020200

	Total Cost 
	 
	920700
	 
	99500
	1020200

	Input produced 
	4500
	 
	500
	 
	 

	Absorption cost 
	 
	204.6
	 
	199
	403.6



Table 1: Calculation of Absorption Costing


Calculation of Absorption cost in Hoffman Ltd for LW is 204.6 pounds and for MR is 199 pounds including total cost 403.60 pounds. 
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	Calculation of Activity Based Costing

	Activity cost pool
	Overhead (Estimated)
	Cost divers
	Expected Operations
	Summation ( £ ) 

	
	
	
	Lightweight (LW) 
	Megarange (MR)
	Total 
	

	Total Purchases
	20000
	Purchase order (numbers)
	360
	40
	400
	[bookmark: _gjdgxs]50

	Training provided 
	1000
	Training Hours by each stove
	20
	30
	50
	20

	Machine setting for production
	2250
	Setting machine cost 
	60
	30
	90
	25

	Running machines
	14250
	Running machines for each stove
	67500
	7500
	75000
	0.19

	Total Cost 
	37500
	 
	67940
	7600
	75540
	95.19


Table 2: Calculation of Activity Based Costing

Determining ABC in Hoffman Ltd shows that the approach is better than absorption costing as the cost of LW and MR is 95.19 by allocating cost on each activity. 
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a: Absorption costing
Absorption costing is an approach of determining the cost of products of an organization. As per Drury (2012), absorption costing considered both direct and indirect expenditures in production.  It has been analysed in absorption costing calculation for Hoffman Ltd that LW includes 204.60 pounds and MR needs 199 pounds. In this calculation cost of material, labour and overhead has been considerate.  Determining this costing approach includes determination of prime cost. As opined by Seal et al. (2014), prime cost can be obtained by adding direct material with direct labour. Below are the key characteristics of absorption costing:


i: Compliance with GAAP
One of the major advantages associated with absorption costing is that it compliance with GAAP regulations and provide accurate revenue tracking than marginal costing.  
ii: Inventory tracking
Absorption costing can be used by an organisation for the purpose of tracking inventory. According to Horngren and Forster (2003), accurate balance of inventory can be obtained opening inventory + purchase - closing inventory. So, the presence of such costing techniques in Hoffman Ltd is useful for tracking records of inventory. 
iii: Simple calculation
Absorption costing includes easy calculation especially for SMEs. Moreover, the organisations operating with less lines of products adopt this costing approach for the purpose of keeping accurate records. For instance, calculation of total cost under this system is prime cost + manufacturing cost + production cost = total cost which is divided by unit produced. 
Absorption costing in Hoffman Ltd
Determination of manufacturing cost has taken place for Hoffman Ltd by adding the manufacturing overhead with prime cost. Besides this, calculation of production cost for both models of stove has been done by adding administrative overhead in manufacturing cost. Hence, total cost can be obtained by adding prime cost, manufacturing cost and production cost. Absorption costing helps in understanding the importance of fixed cost associated with production unlike the marginal costing under which higher emphasis is provided on variable costs. However, cost determined by absorption costing is higher than ABC. As per Costantini et al. (2020), minimisation of cost is one of the major objectives of an organisation which leads to enhance the profitability of a company. Further, the company has decided to replace its existing costing method to ABC for cost minimisation. 
b: Activity based costing 
Activity based costing includes identification of each activity for production and assigns cost as per actual requirement for each task. Implication of such costing techniques has taken place in Hoffman Ltd by replacing absorption costing methods.  Moreover, ABC has been founded as a more efficient measure of costing in Hoffman Ltd as it is able to minimise the cost Components associated with production of stoves. Below are the key characteristics of activity based costing technique: 
i: Equal emphasis on costs
Implication of ABC is useful for providing equal emphasis on each cost item. As per Noreen (2011), use of absorption costing focuses on fixed cost and use of marginal costing emphasis upon variable costs. Hence, it can be said that usage of ABC is efficient for determination of both variable and fixed costs as per activities. In ABC method cost equivalent to each unit is determined as the end of activities required for production.
ii: Alternative for process costing
ABC approach acts as an alternative technique for process costing under which each activity related to production is analysed. As per Rikhardsson and Yigitbasioglu (2017), process costing includes determination of cost incurred in each stage of processing goods. Under this method partial processed goods are teamed as work in process and fully processed goods are called finished goods. In case of ABC use of cost drivers and expected operations are used for obtaining cost. Further, in process costing identification of processed units and cost of transfer are determined but in ABC cost of each activity is analysed. 
iii: Easily traceable
Using this approach reflects a clear position of overheads as per requirement of production activities. As opined by Hopper and Bui (2016), usage of ABC in calculation of production cost includes easy traceability of facts and figures from records. So, replacing the previous costing method with ABC is useful for data retaining in Hoffman Ltd. 
Activity based costing in Hoffman Ltd
Implication of ABC method in Hoffman Ltd is useful as it is able to reduce the cost of production for both the stoves which is 95.19 pound each model. Besides this, replacing the previous costing model with ABC helps in cost saving amounting 109.41 pounds in LW and 103.81 pounds for MR. Hence, increment in profitability figure of Hoffman Ltd can take place in further future after usage of such method. As criticised by Kariyawasam (2018), methodology of ABC is much more complex than absorption costing. Hence, maintaining adequate staff for conducting ABC is the key requirement for the company in order to extract greater benefit from the method. 
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[bookmark: _Toc37278993]Relevance of break-even analysis in 21st Century 
Breakeven point is an economic tool used by an organization for the purpose of determining the cost structure of company. As observed by Silvester (2017), BEP can be calculated by dividing fixed cost by GP margin. An organisation can obtain GP margin by subtracting variable cost from selling price or cost of goods sold from sales. It is a method of determining cost structure under cost volume profit analysis by help of units and quantity produced.   
Usage of BEP is efficient for an organisation for understanding cost behaviour as its calculation includes analysis of cost factors such as fixed and variable and its responsiveness according to sales. Moreover, BEP is a useful tool for the organisation operating in the 21st century with intra group trading and multiple lines of products. 
Usage of absorption costing in management for BEP analysis as it highlights the fixed and variable cost needed in BEP. Besides this, using marginal cost with BFP calculation includes absorption of additional cost by contribution. Absorption costing is a costing technique where determination of fixed and variable cost are determined but in marginal costing focus is provided on additional or marginal cost incurred in production. As per Stadhouders et al. (2016), absorption costing is not useful for long term Managerial decision making as fixed costs are not excluded from earnings till the product is sold so it is a short term phenomenon. Using marginal costing is helpful in long term decision making as it considers additional cost required in production.  A limitation associated with BEP is that it does not consider the captain employed in Calculation. However, capital employed is a powerful determinant of organisational profitability. 
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Organization producing multiple lines of products means it sells more than one or two types of products. Calculating BEP in such a venture requires formula aggregate fixed expense / weighted average product sell price - weighted average product variable cost (Kawalla et al. 2018).  An organization must know its sales percentage from each line of production in order to understand sales mix. Hence, implication of breakeven analysis for a multiple line production organisation is efficient as it helps in following aspects:
Working capital management
Use of beautiful even point analysis is useful for maintaining working capital requirements of the company. Based on conceptions of Tu and Huang (2019), working capital management is an approach of understanding the requirement of liquidity in an organization. Besides this, working capital can be calculated by subtracting current liabilities from current assets. Usage of financial method of breakeven calculation is useful for efficient working capital management. Moreover, the approach is useful for liquidity management of companies operating with various lines of products.  An organisation operating with multiple lines of products may implement break even analysis in venture for maintaining accurate figures of cost and revenue. Besides this, maintenance of accurate figure of cost and revenue impacts positively on assets and liability figure of company. Hence, adequate figures of liabilities and assets are the key aspects affecting the working capital of an organisation.
Preparation of budget 
Budget is an approach of allocating the financial and non-financial resources efficiently. As opined by Yagi and Kokubu (2018), an organisation operating with multiple lines for a product can improve its financial performance by help of budgeting.  An organisation with more than two lines of product can use budget in different departments of organisation. These budgeting approaches include a master budget, sales budget and overhead budget prepared with BEP analysis. Further, following are different types of budget:
i: Sales Budget: Sales budgets are prepared for pre determining the proportion of sales to take place in an organisation. As per Dearman et al. (2018), sales budget helps in achieving the goals of organisation by estimating sales. Maintaining such budget in the company operating with multiple lines of products is efficient for determining the aggregate amount of sales. BEP helps in preparing sales budget by determining units and amount of sales for different products.  
ii: Overhead Budget: Overhead budget is a type of budget which includes estimation of cost incurred in production excluding direct expenses. Besides this, the approach also considered variable and marginal cost in calculation that can be calculated by BEP approach. Hence, maintaining such costs for an organisation operating with multiple lines of products is useful for mitigating confusion related to costs. 
iii: Labour Budget: Implication of labour budget is useful for the calculation of direct labour hour efficiency for calculating direct labour cost. Besides this, preparation of labour budget is efficient for implementing production budget in management.  Usage of BEP analysis is useful for determining total cost required for such budgeting Further, determining production cost in multiple lines of production is important that can take place by usage of labour budget.   
iv: Material Budget: Material budget is prepared by an organisation in order to allocate funds for purchasing materials. It also helps in tracking records of inputs used in producing commodities. So, for an organisation operating with more than two lines of products can track the usage of materials by help of material budget. Development of such budget needs to consider the cost (fixed and variable) required for materials that can be calculated by BEP analysis. As opined by Hall (2016), material budgeting is a process of determining money value of budget for a specified period of time. Using such an approach is useful for analysing requirements of organisation. 
v: Master Budget: It is the aggregate of all small budgets developed by various functional areas. Maintaining a master budget is useful for supervising all the activities running through sub-budgets. According to van Helden and Uddin (2016), development of a master budget is useful for getting a holistic overview of business activities and finance by the manager.  Hence, for an organisation of 21st century operating with multiple lines of productions usage of master budgeting is useful for mitigating variances in operations. It can be noted that all the sub-budgets are prepared with the help of BEP analysis so without BEP approach master budget cannot be conducted in a company.     
Determination of overheads and cost
Overhead indicates the expected spending of an organisation associated with production. Similarly, cost of the net spending’s required in production Ax and Greve (2017), both the terms are different but closely related with the production process of an organisation. Implementation of breakeven analysis in management helps in anticipating the overhead as per previous cost of production. Moreover, the method is also efficient for determining the cost of production of current year. 
Basically, BEP can be calculated by a company operating with multiple lines of production in units and in amount. So, it is necessary for the company to understand the overhead and cost needed in production as it affects the contribution of sales. Further, cost of product impacts the market position of the company that affects its EPS. Similarly, EPS affects the P/E ratio of venture operating with multiple liners of product. In essence, it can be said that determination of overhead and cost is useful for profitability of business by considering BEP. 
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The term intra-group trading is mostly used for transactions taking place in two groups of companies, in between parent company (P) and subsidiary company (S).  Moreover, such transactions are considered under IAS - IAS 1, IAS 2, IAS 38, IAS 37 and IAS 10 (kfknowledgebank.kaplan.co.uk, 2020).  Some of the important aspects of intra-group trading are presence of current account, unrealised profit and sales and purchase affected by consolidation.  Besides this, possession of goods and services within an organisation having the same ownership includes determination of transfer price. Besides this, transfer price can be defined efficiently by usage of BEP analysis. Again, BEP analysis is an important aspect of standard costing. Below is the brief analysis for transfer price and standard costing along with BEP:   
Transfer price
Transfer price is the amount which is changed by one division to another for possession of goods and services. Moreover, usage of BEP approach is efficient for determining the price used while transferring the goods and services.  It is to be noted that transfer prices are slightly lesser than market price of such goods and services. Thus, a company can determine the cost of those goods by BEP and transfer them at a profit for earning greater revenue (Bromwich and Scapens, 2016). However, usage of standard costing includes anticipation of minimum production rate at normal circumstances. 
BEP calculation comes under standard costing approach in which determination of anticipated cost, contribution and earning per unit take place for a company operating with multiple lines of product and intra-group transfer.  Evaluation of financial break-even point is useful for determining earnings of the company at end of the period operating with intra-group trading. This calculation includes [Fixed Cost / per unit price] - Variable cost of product. Hence, the approach is efficient for an organisation operating with intra-group transfer in 21st century.  Furthermore, as the approach is associated with standard costing usage of standard coasting along with its different types are determined as under:      
Standard costing  
Usage of standard costing can take place in an intra-group trading organisation for the purpose of anticipating cost and overheads associated with production.  It aims to measure the deviation incurred in operation by comparing the estimated outcome with actual outcome. Moreover, the approach is also useful for companies operating with multiple lines of products. Criteria of the approach includes direct labour, direct material and direct overhead upon which main calculation takes place. Besides this, determination of BEP can also be made by considering these elements useful for assessing transfer pricing of companies. In addition, relation between standard costing and CVP analysis is that standard costing can be implemented with help of marketing and research aspects associated with BEP.  
Standard costing is mainly of four types that includes basis standard, current standard, attainable standard and ideal standard costing (Atrill and McLaney, 2012).  Current standard approach is used as per current situation for a short period of time. Moreover, an attainable standard approach includes acquiring the organizational objective when all the resources are utilised efficiently. The ideal approach of standard costing provides most favourable condition of operating which is a long run phenomenon for ventures. Furthermore, basic approach of costing includes long run operation in management which leads to gradual development in the organisation.  
[bookmark: _Toc37278996]Conclusion
Management account is an efficiency aspect used for planning, organising and controlling the financial performance of a business.  MA mainly includes reporting techniques of accounting reports along with related systems for maintaining accuracy in these reports. Moreover, implementation of MAs in management helps in maintaining efficient in performance. In case of Hoffman Ltd it has been founded that use of activity based costing is much efficient than absorption costing as it helps in cost minimisation.  Besides this, implication of break-even point is an approach of understanding the revenue figure of a company at the time of operating with multiple lines of product and intra-group trading in 21st century. Usage of budgeting approach is useful for allocation of resources and anticipation of organisational objectives.        
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