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Introduction 
Maintaining financial and non-financial aspects of a commercial business is core requirement of management. Management accounting is a provision that advises companies to use financial information in such a manner which is effective in organisational development. Financial management consists of usage of data related to costing, accounting and other statistical aspects. The study sheds light on the effect of absorption costing ABC on financial performance of a company with case study of Hoffman Ltd.   Another important aspect of the study is analysis of breakeven point’s relevant for organizations in the 21st century.  Hence, another important aspects related to management accounting i.e. CVP analysis, budgeting and working capital management are also assessed in the study.    
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	Absorption Cost Calculation 

	Entity: Hoffman Ltd

	Specifications
	MR
	 LW
	 £ [Sum]

	
	Balance
	 Pounds
	Balance
	 Pounds
	

	 Material Expenses [Direct]
	500
	 £         5,000.00
	4500
	 £       13,500.00 
	 £      18,500.00 

	 Labour cost [Direct]
	 
	 £       25,200,00
	 
	 £     226,800.00 
	 £    252,000.00 

	Prime cost 
	500
	 £       30,200.00
	4500
	 £     240,300.00
	 £    270,500.00 

	Overhead [Manufacturing]
	 
	 £       47,250.00
	 
	 £     425,250.00 
	 £    472,500.00 

	 Manufacturing cost
	500
	 £       77,450.00 
	4500
	 £     665,550.00
	 £    743,000.00 

	 Overhead [Administration]
	 
	 £       22,050.00
	 
	 £     255,150.00
	 £    277,200.00 

	 Production cost
	500
	 £       99,500.00
	4500
	 £     920,700.00
	 £ 1,020,200.00 

	Cost / Expenses (Net) 
	 
	 £       99,500.00 
	 
	 £     920,700.00
	 £ 1,020,200.00 

	Total produced Input
	500
	 
	4500
	 
	 

	Absorption cost 
	 
	 £            199.00
	 
	 £            204.60 
	 £           403.60 



In absorption costing method in which total manufacturing costs are assigned to units produced in commercial business.  According to Vakilifard and Mortazavi (2016), in absorption costing major focus is provided on evaluation of fixed cost and variable cost. Formula of this method includes use of total cost:
TC = ID + DC or FC + VC 
Here, 
TC = Total Cost 
ID = Indirect Cost
FC = Fixed Cost
VC = Variable Cost
In calculation of absorption costing for Hoffman Ltd use of fixed and variable costs has been made for assessing cost of each stove. In the process product cost structure has been used for assessing cost of product. Hence, from calculation 403.60 pounds absorption cost has been calculated. 
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	ABC Calculation  

	Entity: Hoffman Ltd

	 ACP [Activity cost pool]
	Overhead [Estimated]
	Divers of Cost 
	Operations [Expected]
	£ [Sum] 

	
	
	
	MR
	LW
	Balance
	

	Running machines
	 £                   14,250.00
	 Machines' Running [each stove]
	 £               7,500.00
	 £            67,500.00 
	 £ 75,000.00
	 £               0.19 

	Purchases [Aggregate / Total]
	 £                   20,000.00
	Training  [each stove] (in Hours)
	 £                    30.00 
	 £                   20.00 
	 £        50.00 
	 £             20.00 

	 Provided Training
	 £                     1,000.00
	Purchase made (order in numbers)
	 £                    40.00 
	 £                 360.00 
	 £      400.00 
	 £             50.00 

	 Setting Machine [Production purpose]
	 £                     2,250.00
	Machine Expenses/cost (in Setting) 
	 £                    30,00 
	 £                   60.00 
	 £        90.00 
	 £ 25.00 

	 Cost / Expenditure [Aggregate / Total]
	 £                   37,500.00
	 
	 £               7,600.00 
	 £            67,940.00 
	 £ 75,540 
	 £             95.19 



ABC or Activity Based Costing requires understanding each activity incurred in production for the purpose of imposing cost on them. As per Horngren and Forster (2003), ABC assigns more indirect cost in production instead of direct cost which makes it different from conventional method of accounting.   Formula of ABC used in case of Hoffman Ltd includes:
ABC = TCP / 	CD
Here,
ABC = Activity Based Cost
TCP = Total Cost Pool
CD = Cost Driver
In the process of calculating ABC for each stove identification of cost units and proportion of work in process is analysed. Hence, by analysing supportive activities in production of MR and LW stoves ABC for both the stoves is 95.19 pounds.   
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1: Absorption Costing 
Absorption costing (AC) is usually acceptable by ventures who evaluate their revenue as per cost incurred in production. Usage of this method is useful for setting competitive selling prices for products. As per Antón et al. (2018), absorption costing complying with IAS 2 for valuation of stock and coverage of all relevant production costs. By usage of such methods analysis of over and under absorption cost can be assessed within company. Therefore, usage of such methods for Hoffman Ltd helped in assessing both direct and indirect cost incurred in production as per IAS 2. For MR stove AC is assessed as 199 pounds and 204.60 pounds for LW.  Below are the important aspects of AC: 
Product Cost Structure
Product cost includes the stages of cost determination. Use of product cost structure is useful; method of understanding direct/indirect and fixed/variable cost of production (Atanasov and Black, 2016). In process of understanding AC for production following are the elements needs to be analysed in management:
Prime Cost
Prime costs are method of understanding direct cost of production. Prime cost includes amount of labour (direct) and material (direct) incurred in producing goods. For Hoffman Ltd prime can be assessed by considering material expenses [Direct] and labour cost [Direct] that is £ 30,200 for MR and £ 240,300 for LW. 
Production Cost
Production cost is amount of prime cost + manufacturing cost.  Moreover, production cost per unit can be derived by dividing total production cost with unit produced. Production cost of Hoffman Ltd is £ 77,450 for MR and £ 665,550 for LW by use of manufacturing overhead of Hoffman Ltd.   
Product/Service Costing
Service cost can be obtained by adding administration cost with cost of production.  As observed by Atrill and McLaney (2012), service / product cost is an operating cost required for assessing unit cost of production.  In Hoffman Ltd service/product cost is 99,500 + 920,700 that is 1,020,200.
Total Cost
Total cost is the total amount spent by a company for producing goods. It is made up by adding fixed cost with variable cost (Barr and McClellan, 2018). In Hoffman Ltd production cost is £ 1,020,200 for both MR and LW stoves.   
As calculation of absorption costing consists of deriving direct and indirect cost of production before starting operation, the method is complex for many organisations. As criticised by Berger et al. (2016), profit associated with production can be adversely affected due to complexities of absorption cost. Also, in Hoffman Ltd the management has decided to shift from AC to ABC for preventing complexities in calculating production cost.   
2: Activity Based Costing 
ABC or activity based costing is used by organisations who opt for calculating production cost as per activities incurred in production. Usage of ABC helps in gaining greater understanding for nature of production.  As per the views of Cheng et al.  (2016), ABC helps in improving cost control and helps in accounting for strategic management. So, Hoffman Ltd has decided to shift its method of calculating cost of production from AC to ABC. This helps in generating production costs more accurately by Hoffman Ltd. Each type of stove in Hoffman Ltd is £ 95.19 which is very much less than AC. below are the important elements interlinked with ABC calculation:   
Process Transfer
In process transfer activities are divided into different processes and distributed under different departments. These processes are managed by central production department. Therefore, implicating such aspects in ABC process helps in managing production adequately. 
Work in Progress
Work in progress is the amount of products which are partially completed or ready. As opined by Cremers et al. (2016), WIP is usually measured at the end of accounting period for assessing incomplete production. Thus, utilization of ABC costing in Hoffman Ltd helps in conducting determination of WIP.    
Unit Cost
Analysis of unit cost is one of the major aspects of ABC method that focuses on activities required for production. Use of ABC method in Hoffman Ltd helps in determining cost for stoves such as LW and MR.  However, greater emphasis has been provided on activities in production with help of understanding estimated overhead. 
Process Costing
Implication of process costing can take place for organisation operating with manufacturing of production. This can be useful for implication of ABC costing in management as it focuses on process incurred in developing products. So, it becomes easier to understand activities of production by considering each process.
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Breakeven is defined as situation where cost is equal to revenue. In this situation there is no profit or loss incurred by the business. According to Drury (2012), use of breakeven point is useful for understanding opportunity cost for business. “Opportunity Cost” is loss from an alternative when one alternative is used.  Break even can be calculated for units and sales. 
Break Even Sales
FC / ASP - AVC
Here, 
FC = Fixed Cost
ASP = Average Selling Price
AVC = Average Variable Cost
Break Even Point
FC / % of GM
Here, 
% of GM = Gross Profit Margin %
Hence, break even analysis has a great relevance for organisations of 21st Century as it helps in gaining a minimum amount of profit by choosing best alternative for operation. Besides this, it has greater impact for ventures operating with intra group trading and multiple lines of product.  Below is the analysis of breakeven point and its relevance for organization operating with intra-group trading and multiple lines of product in 21st century:     
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Operating with multiple lines of product helps the operating in increasing its customer base. Especially, in current times corporate entities operate with more than one line of product that is useful for making more than minimum profit. In this respect use of breakeven point is useful for assessing financial aspects required for operating efficiently. Below are the activities which are interlinked with breakeven analysis in an organisation: 
Budgeting
Budgeting is the process of allocating cost on production process. As per Fang et al. (2016), budgeting helps in allocating the cost of resources needed for conducting production. In case of organisation in operating with more than one product line implication of budgeting is necessary. Hence, aligning break even calculation with budgeting helps in assessing cost required for production efficiently. Below are the major types of budgets can be used by commercial business works with more than one product lines:  
Cash Budgeting
Cash budget is mostly used within company to understand inflow and outflow of cash in operation. Maintaining such type of budget within organisation aids positively on achievement of organisational goals as it helps in maintaining liquidity in operations. Moreover, this type of budgets are very useful for multiple liner companies for maintaining reasonable funds for development of each line of product. Besides this, proportion of funds needed for each activity can be assessed by usage of breakeven analysis in operation. 
Overhead Budget
Overhead budget is used by companies for managing the costs of overhead needed in production. Similar to cash budget, breakeven is helpful for overhead budget in order to analyse the cost to be imposed on each overhead. Besides this, usage of break even in units can be applied to businesses operating with more than one line of product.  
Labour Budget
Labour budgets are especially prepared by an organisation for helping accurate funds as wages of labour. As opined by Fischer and Krauss (2018), labours are the human capital of commercial business to which providing adequate remuneration is necessary. Therefore, usage of break even in this case helps in understanding contribution of labour in producing each unit of product. Hence, accurate wages can be provided to them. 


Material Budget
Analysis of material budgeting includes assessing requirements of material in production process. Specifically, in case of business operating with multiple production lines it is necessary to understand the requirements of material in each product's development. As break even analysis includes deriving cost incurred in each unit production requirement of material can be assessed with the approach.    
Sales Budget
As per the views of Fracassi (2017), sales budget is maintained by company for estimating amount of sales to be made by company. Implicating break even in sales is an efficient approach for setting achievable sales targets. So, use of this budget in multiple line production helps in making higher sales.
Functional Budget
Use of functional budget is made within commercial business for fulfilling any particular requirement of business. These requirements include operating in seasonal sales or budget made for checking any specific organisational objective. So, implicating BEP is useful for the business for understanding requirements of business.  
Master Budget
Master budget is the main budget that helps in regulating all the secondary budgets in business. As per Gârleanu and Pedersen (2018), secondary budgets of business includes sales budget, material budget, labour budget and overhead budget.  As all the secondary budgets are prepared with help of BEP analysis, master budget is interlinked with breakeven analysis.   
Working Capital
Maintenance of adequate working capital is important for business organisations that help in paying short term liabilities. Working capital is operating liquidity which is spent in daily activities of business. Further, maintaining a positive balance of working capital is useful for venture works in more than one line of product.  
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Intra-Group Trading
Intra-group trading includes transactions between two organisations which are interlinked. As per Gomber et al. (2018), intra-group trading takes place in companies in which one company is holding company and other is subsidiary.  This type of trading requires separate recording and reporting of transactions for making clear information of such transactions. Hence, in 21st century where intra-group trading is common in business presence of BEP analysis is efficient. Below are the points which are interlinked with intra-group trading and implication of BEP in it:
CVP analysis
It is useful for short term decision making and managerial activities. As per Kothari et al. (2016), CVP analysis is a method of costing in which cost and volume of sales is determined. So, aligning break even analysis with CVP is efficient for intra-group trading at the time of making transactions between two rated companies. Further, the approach is helpful for analysing profitability from transfer of goods and services.    
Behaviour of Cost
Cost behaviour shows responsiveness of cost components as per activities. So, if any change is made in activities incurred in production behaviour of cost also changes.  When transfer of goods take place between holding and subsidiary the goods are not sold at normal profit in which it is sold to customers. Hence, change in activity has been assessed. Similarly, change in cost behaviour can also be assessed in such situation.   
Absorption vs Marginal Cost
Determination of marginal and absorption costing are important aspects of intra-group trading that help in understanding financial performance of business as per its costing approach. In case of marginal costing only variable cost of production is considered. However, in absorption costing both fixed and variable cost are considered in calculation.  The marginal cost of each unit remains constant irrespective of production. In absorption costing unit cost varies as per cost of production. 


Need of costing in long and short term organisational decisions
Costing is useful for performance of a business. Whether the company requires assistance for long run and short run decision making costing remains by the side of the organisation for enhancing business performance.  According to Madura (2020), maintaining adequate arrangements of costing helps an organisation in obtaining long run success and meeting sort run needs of business. At the time of operating with intra-trading organisation implication of breakeven in essential for deriving cost of product. On the other hand, it helps in decision making process of venture.  
Marginal Costing Use
Marginal cost is used within an organisation operation with intra-group trading for the purpose of by analysing additional cost incurred in production. According to Noreen (2011), use of marginal costing is helpful for understanding additional cost required for production by producing one extra unit. Thus, usage of BEP is useful for assessing price of such extra unit while transferring it to subsidiary business.  Moreover, it is an essential requirements for business in 21st century.  However, there are some limitation of marginal costing that can effect performance of business: 
Limitation of Marginal Costing
Marginal costing is useful for venture for understanding additional cost of production but it does not useful for understanding fixed or variable cost of production.  As opined by Qiu et al. (2016), marginal costing is not an efficient approach of decision making in a competitive environment. Usage of such approach does not provides adequate cost control to business. Moreover, it does not differentiate cost of production in indirect and direct cost components. 
Standard Costing
Standard costing is used by most of the organisation for implementing flexible budget in operation. It helps in predetermination of cost required in production with the help of which actual costs is determined. Thus, using such approach for intragroup trading is efficient for assessing expected profitability and actual profit earned from transfer of products and services. Further, aligning this method with BEP is helpful for understanding profitability of venture in sakes and unit produced.  
Standard Costing Types
Standard costing is mostly used for estimating cost incurred in production. As per Seal et al. (2014), types of standard costings are: attainable standard, current standard, basis standard, and ideal standard costing.  In attainable standard such standard are made by venture which is easy to attain by management. Besides this, in case of current standard are used by venture in current times is analysed.  Maintenance of ideal standard is efficient approach for the venture which helps in gathering higher profitability. 
Standard Costing Criteria
Usage of standard costing is useful for attaining higher profitability by usage of ideal standards. The criteria of standard costing consists of implication of direct labour, direct overhead, materials and manufacturing costs. Implication of such elements in intra-group trading is efficient while operating with breakeven analysis. 
[bookmark: _Toc39174735]Conclusion
Management accounting helps in collecting financial information efficient for organisational development. In Hoffman Ltd Absorption costing is useful in assessing direct and indirect cost incurred in production.  The organisations operate with more than one line of product that requires breakeven analysis as it is useful for making more than minimum profit. At the time of calculating cost of product determination of direct and indirect cost is necessary. Use of absorption costing in Hoffman Ltd helps in understanding cost of each unit in production. However, Hoffman Ltd the administration has decided to change from AC to ABC for avoiding difficulties in calculating management cost. In 21st century breakeven analysis is efficient approach for operating adequately in intra-group trading and multiple lines of production.     
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