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[bookmark: _Toc39099883]Introduction
Management Accounting is referred to as managerial or cost accounting, which focuses on analyzing the overall operations and costs associated with the business to address the decision-making process of the management in a profound manner. It is one of the effective approaches, which facilitates the business to gain a competitive advantage over rival firms. The study will focus on calculating the absorption cost as well as the activity-based cost in the context of the given scenario of Hoffman Ltd. The study will also provide critical discussions regarding the absorption cost and the activity-based budgeting approaches. In addition, the paper will critically evaluate the break-even analysis in the 21st century. 
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[bookmark: _Toc39099885]Calculation of the absorption cost for each category of the stove manufactured by Hoffman Ltd
In order to calculate the absorption cost, it is necessary to estimate the segmentation of various costs associated with the manufacturing of LWs and MRs stoves. 
	Particulars
	LWs Cost
	MRs Cost

	Purchasing
	18000
	2000

	Training
	400
	600

	Settingup machines
	1500
	900

	Running Machines
	12825
	1425

	Direct Cost
	32725
	4925

	Standard hour
	0.38
	0.29


Table 1: Segments of various costs for LWs and MRs stoves
(Source: Created by the Learner)





Considering the aforementioned table, the further calculation of absorption cost is drafted below:
	Particulars
	LWs
	MRs

	Absorption cost Formula
	Directcost + direct material cost+variable manufacturing overhead cost+ fixed manufacturing overhead/no. of units produced

	Directcost
	32725
	4925

	Directmaterial cost
	18000
	2000

	Variablemanufacturing overhead cost
	80797.5
	8977.5

	Fixed manufacturing overhead
	4500.375
	7600

	No. of units produced
	4500
	500

	Absorption cost (in Pound Sterling)
	30.2
	47.0


Table 2: Calculation of Absorption costs for LWs and MRs stoves
(Source: Created by the Learner)
It stands observed from the above table that the absorption cost of LWs is 30.2 Pound Sterling, whereas the cost of MRs stoves is 47.0 Pound sterling. 
[bookmark: _Toc39099886]Calculation of the Activity-based cost for each category of the stove manufactured by Hoffman Ltd
In order to determine the calculation of each category of the stove, it is necessary to identify the costs related to the production of the components and the assembly of components. The table is drafted below:
	Particulars
	LW
	MR

	Costof direct materials
	18000
	2000

	Laborcost
	28350
	3150

	Costof purchased components
	19500
	2900

	
	
	

	Activity
	LW
	MR

	Production of components
	4500
	500

	Assemblyof components
	0.021
	0.189


Table 2: Calculation of various activities and cost of LWs and MRs stoves
(Source: Created by the Learner)


	Particulars
	LWs
	MRs

	Activity-based Cost Formula
	Cost pool in total/Cost Driver

	Activity-based cost (in Pound Sterling)
	0.56
	5


Table 2: Calculation of Activity-based costs for LWs and MRs stoves
(Source: Created by the Learner)
It stands observed from the aforementioned calculation table that the Activity-based cost of LWs is 0.56 Pound Sterling, and MRs is 5 Pound Sterling.
[bookmark: _Toc39099887]Critically discuss the above methods of costing.
Absorption cost is referred to as the approach of managerial accounting that focuses on the variable as well as the fixed overhead cost of manufacturing a particular product (Laing and Perrin, 2018). It is often known as the full costing method. On the other hand, Activity-based cost is also an approach of managerial accounting that focuses on tracing the overhead cost to the activities and assigns them to the objects. It is an approach to allocate the overhead cost and indirect cost to the products or departments in order to generate the cost of the process of manufacturing the products (Shea et al., 2018). 
One of the major advantages of absorption cost is that it is compliant with the GAAP effectively facilitates the management to track the profits in a profound manner. It is much required in the (IRS) Internal revenue service. It not only considers the fixed cost, but also involves the expenses of salaries, utility bills as well as the rentals. However, it is often stands detected that the absorption cost leads to enhance the level of profitability way better than the actual figures (Gersil and Kayal, 2016). It is not much useful to compare the profitability of the various product lines of the company. In addition, it does notimprove the operational efficiency of a corporation. 
On the contrary, the activity-based cost looks forward to bring reliability as well as the accuracy while determining the cost of the product. It focuses on the causes, which effective the incurrence of the cost (Ringelstein, 2018). It effectively provides information about the cost behavior by reducing the cost as well as identifying the activities that donot add any value to the product. The approach uses multiple cost drivers that assist the accounts management to trace the overhead cost and the activities for making better decisions. However, the process is much complex and expensive. It also involves difficulties in management. 
Considering the aforementioned calculations, it is observed that based on the calculations of the absorption cost method, the rate of stoves was much higher. However, the calculation based on activity-based management represents a lower rate of the production cost of the stoves. It is being believed that activity-based costing is a much valuable tool for the researcher as it provides much-resourced data (Ijsk.org, 2020). It can be commented that the activity-based costing by Hoffman Ltd. will help the company to enhance their cost structure in a much profound manner, which will further help the company to gain a competitiveadvantage over the rival firms. 
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[bookmark: _Toc39099889]Critically review of the relevance of break-even analysis in the 21st century when companies not only produce multiple products but conduct a series of intra-group trading
Break-even analysis is referred to as the financial tool, which facilitates the management to effectively determine the stage in which the company or the products or services will yield effective profits(Putriet al., 2019). The calculation focuses on determining the number of services or the product a particular corporation should look forward to sell in order to cover their cost (generally the fixed cost). The situation indicates such a stage in which the companies neither make money not loose. 
Components of Break-Even Analysis
Variable cost: The increase or the decrease in variable cost is directly related to the volume of production. The cost involves the packaging expenses, raw materials, fuels as well as the other cost which use to influence the production of the firm. 
Fixed cost:the fixed costs that are incurred by a firm are often known as the overhead cost, which starts from the initiation of the economic activity within the corporation. It is much associated with the level of production than the quantity of the production of products. The fixed cost involves depreciation expenses, cost of labor, energy cost, salaries, rent, interest taxes, and many more other expenses, whichremain fixed despite the increase or decrease in the production process (Passaris, 2020). 
The break-even analysis is much useful in identifying the unused or the remaining cavity o the firm when the break-even point is reached. It facilitates the management to determine the maximum profit that can be produced on a certain specified product or the services. It also helps the investors to know the capacity of a firm to produce profits. It stands observed that the company, which signifies break-even point in the best possible manner, always intends to earn an effective amount of profit(Putriet al., 2019). 
In addition, the break-even analysis is considered to be an important aspect within the business, which focuses on determining the cost structures of the firm. It is effectively being used in the budgeting process, as it facilitates the business to make aware of their profitability and set realistic targets for themselves. It also assists the management to motivate the employees as well as the staffs to contribute effectively towards the enhancement of sales of the firm. 
However, it is being often observed that due to the rapid increase of industrialization, the break-even charts are often manipulated which reduces the effectiveness of the strategic analysis. There is various number of limitation which are not feasible for the companies that are operating in the 21st century along with the multiple products as well as the series of intra-group trading. Some of the assumptions are drafted below:
The overall output is sold: the break-even analysis of a firm works on the fact that the overall output of the firm converts the sales into revenues (Textbook.stpauls.br, 2020). However, in the real-world situation, the scenario is quite different. The firms have various kinds of stocks as well as the unsold products in the real-time situation that works on the just in time basis.
The straight line costs as well as the revenue curves: it is often being observed that if a corporation is being forced to adopt the lower prices for the higher profit as the market is becoming saturated, and then the curve of revenue ultimately becomes the straight line. Likewise, the average variable costs of the firm are likely to be lower with the higher level of outputs. It helps them to negotiate from the suppliers. The straight-line assumptions also indicate that the semi-variable costs are always assumed to the directly proportional to the output as well as the essence are often lumped together with the variable costs. In this situation, the semi-variable costs are not even used for the analysis purpose by the businesses.  
The static model where the variables use to change independently of the each other: in the real world situation, the dynamic of business world as well as the increase in the level of output highly impacts the level of prices of the products (Textbook.stpauls.br, 2020). The break-even is like the balance sheet that provides a snapshot of the situation in certain specified period of time. The increase in the shortages of production resources often results in the increases in both fixed as well as the variable cost of the firm. 
Reactions of the competitors: the break-even analysis also ignores the fact of competitors into the market. Due to the rapid increase of globalization there is cutthroat competition in the market which ultimately changes the prices of products of the firm (Textbook.stpauls.br, 2020). 
It is often difficult for the business management to effectively classify the overall costs into fixed as well as in variable. In addition, the results that are gained through the break-even analysis do not always provide much accurate data based on the actual information. 
The break-even analysis is not much appropriate for the business that focuses on multiple products as well as the series of intra-group trading, as it looks forward to focus on ignoring the factors other than the revenues as well as the costs. The production of the firm is often affected by the availability of influences of management, people, competitive actions, as well as the availability of finance. For instance, those firms that always intends to maximize the production by placing excess pressure of the workforce and employees to work over-time. It changes the cost base structure of the firm.
The 21st century global economy had looked forward to transform the entire social, political, educational as well as the economic landscape in a much indelible and profound manner. Never ever in the history of human before the 21st century there were such rapid, persuasive as well as the structural changes. Globalization has facilitated the businessorganization to effectively enhance their reach among the customers by expanding their business anddiversify their product in a much possible manner. The revolution of information technology had facilitated the businesses to undertake economic synergy so that they can put highly specialized inputs of labor and state the expensive equipment in use for manufacturing the products and services (Putriet al., 2019). 
For instance, Microsoft is an effective example of the businesses that attains to economies of scope in a much profound manner. The company use to hire as well as utilizes the higher specialized and skilled programmers of computers, marketing experts, and designers’so that they can sell their range of software in the market (Passaris, 2020). The firms are focusing on optimizing the same amount of input across the various ranges of product so that they can spread their input cost in such manner which ultimately leads them to reduce per-unit cost of the production process. The economies of scope assist the firm to gain an importantknowledge related to the high break-even point due to the highly expensive inputs and the cost that overlays in the optimization of the product development, marketing strategies and equipment as well as the infrastructural plans. The productivity of the firm is gained through the synergy of information technology in the business process (Li et al., 2019). 
On contrary, the inappropriate knowledge about the overall usage of the resources often leads the business accounts management to face difficulty while extracting the events of cost. However, it is much necessary for the accounts professionals to set the cost, effectively so that it can facilitate the investors to profoundly analyze the break-even point in the best possible manner (SHROTRIYA, 2019). 
On the other hand, there are several types of variables which use to control the heterogeneity of unobserved accounts. The explanatorybehaviors of accounts are much associated with the age, size, industry sector as well as the location of the business profitability, which involves various kinds of investment from the firms (Ferrando and Preuss, 2018). The investment purposes facilitated the business organizations to effectively enhance their growth and economies of scale by expanding their reach among the large pool of customers. The firms with high growth rate are much likely to require the external financing as the internal resources are not much sufficient to grow effectively in the competitive market. It is often being identified that with the rapid growth of the businesses the firms tries to invest in various purposes. In addition, the profitable business organizations are often flexible towards the internal funds for their investments. With the higher capacities of the internal profit the business also survey about the profit and loss as well as the break-even point so that they can gain knowledge about the profit generation capacity of the firm (St-Hilaireet al., 2016). 
Arguably, the break-even analysis requires the employees to effectively focus on the bottom line where the business doesnot lose any amount of money. It also takes away the focus of the company to make profit in a profound manner. It leads the business to focus on the goal to effectively sale the products (Kresta and Lisztwanová, 2017). However, it should be taken into consideration that nowadays business environment is much different and earning profitability is not only the main goal of the business. It also lowers the chances in which business can effectively increase their profitability. In addition, the wrong interpretation of the break-even analysis generates a negative obsession among the fund to make enough profits rather than focusing on the innovation to enhance the expansion, productivity, profitability as well as the diversification of the firm in a sustainable manner (Datta, 2017). 
It is often being observed that the resource dependence and commodities are often interrelated when the two companies effectively operate to enhance their business relations. The vertically integrated business organizations use to produce various ranges of products so that they can effectively facilitate their operations in the consumer market. However, the stability of the companies that are involves into the business relations are determined by the ratio level of production as well as the sales along with the break-even analysis (Ponomarenko and Sergeev, 2017).When the company exceeded the break-even level of the production it helpsthem to determine that the stability is effectively addressed. It also facilitates the company to make appropriate decisions so that they donot face any kind of instabilitywithin the business operations. 
Various researchers are there who have represents that the multinational companies which have various sectors tend to make low profits or losses as they often avoid the testing of break-even period.  
The Breakeven analysis is being represented as one of the most valuable technique which aids the decision making process of the business organizations. Certainly, the charts of break-even analysis are certainly easier to construct, which provides effective information to the managers (Twesige and Gasheja, 2019). 
The break-even analysis is a much complex process that involves the overall variables in order to determine the cost of running the production process. However, nowadays, the most of the business organizations use to work with various products as well as the cost that are not easy for the product managers to assign the product line in an effective manner. It can often be possible that the results are not highly accurate, and often takes much cost and time to compute the break-even point (Martinović, 2019). It raises the cost of the firm and lowers the benefits associated with the break-even analysis. However, sometimes it is better or the business organization to choose a much profound method so that they can judge their activities and success related to it in a much effective manner. Moreover, it will also help the companies to execute sales strategies for the future. 
[bookmark: _Toc39099890]Conclusion
Management accounting is an effective ideology,which is adopted by most of the firms nowadays. It facilitates them to effectively grow in a competitive market in a sustainable manner. It can be concluded from the overall study that activity-based budgeting is a much effective approach than the absorption cost budgeting, which will help Hoffman Ltd to maintain its cost structure. Moreover, considering the critical evaluation of break-even analysis, it can be stated that it is necessary for the business to use the process carefully so that it can cater to their business needs.
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