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[bookmark: _Toc39517851]Introduction
Most of the manufacturing industry is facing a challenge of determining appropriate product mix and productive price for determining profit margin.  a different costing method is applied as a Framework for monitoring the parameters of manufacturing cost and product cost identified during the manufacturing process. The study is determining effective use of product costing is a technique that is applicable in the manufacturing industry for making decisions related to production level, competitive strategy, product pricing, and future investment. 
[bookmark: _Toc39517852] Part A
a. [bookmark: _Toc39517853]Calculating the cost of each stove using absorption costing
	Absorption costing

	Cost and profit for each contract

	 
	Rate per cost
	LW stove
	Rate per cost
	MR stove

	 
	 
	 
	 
	 

	Material
	3.00*4500
	£13500
	10*500
	£5000

	Direct labour
	6.30*9*4500
	£255150
	6.30*7*500
	£22050

	Purchasing cost
	(20000/400)*360
	£18000
	(20000/400)*40
	£2000

	 
	 
	 
	 
	 

	Overhead cost
	 
	 
	 
	 

	Training
	(1000/50)*20
	£400
	(1000/50)*30
	£600

	Setting up machine
	(2250/90)*60
	£1500
	(2250/90)*30
	£750

	Running machine
	 
	£900
	 
	£450

	Total overhead cost
	 
	£2800
	 
	£1800

	Total cost
	 
	£292250
	 
	£32650

	Number of units
	 
	£37500
	 
	£7500

	Unit cost
	 
	£7.793333333
	 
	£4.353333333


Table 1: Absorption costing Cost per unit
(Source: Created by Researcher)
b. [bookmark: _Toc39517854]Calculation cost of each stove using activity - based costing (ABC) technique 
	Activity
	Cost driver
	Estimated cost
	Total activity of LW
	Total activity of MR
	Rate per activity for LW
	Rate per activity for LW for MR

	Purchasing
	Purchase Order
	 £         	20,000.00
	360
	40
	 £                           	   55.56
	 £                                               500.00

	Training
	Training Hour
	 £           	1,000.00
	20
	30
	 £                              	50.00
	 £                                                  33.33

	Setting up machines
	No. Set-up
	 £           	2,250.00
	60
	30
	 £                              	37.50
	 £                                                  75.00

	Running machine
	Machine hour
	 £         	14,250.00
	67500
	7500
	 £                                     0.21
	 £                                                    1.90


Table 2: Activity-based costing Cost per unit
(Source: Created by Researcher)
c. [bookmark: _Toc39517855]Critically analysing absorption costing and ABC costing method
Absorption costing technique is a costing method applied by an organisation for determining its product costing and prime costing by evaluating each manufacturing cost such as variable costing and fixed cost as prime cost. It is determined that variable costing value changes with changes in proportionate value of total activity, however, fixed cost does not change with changes in activity level. The components of absorption variable costing are, direct labour, direct material and variable manufacturing overheads cost.  The manufacturing costs are consisting of direct material, direct labour and variable overhead. Production costs are generally composed of prime cost (Direct) cost and Factory overhead (Indirect cost). Indirect cost is related to the benefits of industry and identification of overhead cost on the basis if unit pet cost is difficult.
Absorption Cost structure
	Absorption costing

	Direct material cost

	Direct wages cost

	Other direct expenses

	Prime cost

	Production Overhead

	Total production cost


 Absorption overhead costing method signifies overhead cost in total product cost. Management of an organisation considers total cost of product for preparing invoices and determining profit and other purposes of costing. Prime costing could be identified easily by finished product however; it becomes difficult for charging production on finished items.
Activity based costing on the other hand is utilised for determining the cost generated by huskiness on the basis of cost per unit related to per activities. The ABC technique helps in identifying the COGS amount and gross profit margin on the basis of individual product. contradict cost estimation as per ABC could be an issue in management that requires to evaluate the product that would generate profit precisely and determine which products are being sold at less price (McQuilten et al. 2019). Contradictory and uncertain cost estimates can be a problem when management needs to know precisely which products are profitable and which are selling at a loss. Activity based calculates cost of service on the basis of activity cost per unit where the cost per unit is multiplied by the total production cost.
Process costing
Process costing is a technique that is used mainly in the process of manufacturing where units are produced in mass through more than one process. Process costing is a method unlike job costing, where the process undertakes a processing total cost and average cost over the production units (Ogungbade and Tabitha, 2018). Hence, cost per unit is calculated by dividing the cost of total inputs by estimated output per unit. it is needed to be noted that in the case of manufacturing process, number of input and number of outputs are not similar instead it could show loss. Loss in processing cost is observed when normal expected output is lower than inputs and abnormal gain is identified when normal loss is higher than actual loss.
Identifying cost per unit: Suitable cost unit is used for determining the cost ascertainment of major problems related to service costing. Proper cost unit is related to the nature and objective of business. For determining cost per unit using the manufacturing process, its associated expenses are needed to be determined, and then total expenses are divided by produced units of similar period. 
Cost per equivalent unit = Work in process + Cost added = total cost / Total equivalents
Valuation of process transfer: Valuation of transfer in costing technique is identified on the basis of surplus of work that is not easily transferred in the case of Job order costing. In the case of process costing, output of the process costing is transferred from one process to another in the form of input by the process of work in progress.
Valuation of transfer in process costing: The inter process profit technique is made on the corresponding price based on current market price in wholesale at agreed cost plus percentage. This valuation of the transfer process would enable the management in determining whether the product could be processed further or purchase product from external sources or market (Patil and Kshatriya, 2016). It is even considered that if the cost price is lower than transfer price, it would show profit in the process account. Complexity into account arises related to process valuation is that profits introduced from such part is considered as process work–in –process, stock price and finished stock.
Adjustment in valuation of transfer for determining profit is done by transferring output of one process to another and at last to the finished stock which is accounted at transfer price and the closing inventory at transfer price (Järvinen and Väätäjä, 2018).  Such inventory related to transfer price are inclusive of unrealised profits which are adjusted for financial year ending reporting.
Work – in – progress
It is a term used for determining the process that remains incomplete at the ending period. Opening WIP is an amount that is generally used to show an incomplete unit considered at the starting of process costing and deducting the cost of closing WIP determined by the manufacturing process at the end of a concerned financial period.  Equivalent work in the process unit means converting the incomplete process of production into complete units. Equivalent is used as notational terms for determining the quantity based on physical units that are incomplete and substituted by actual quantity for completing the physical units. Equivalent WIP is calculated by following formula “Actual units of WIP in number multiplied by percentage of work completed”
[bookmark: _Toc39517856]Part B
[bookmark: _Toc39517857]Critically evaluating the relevance of breakeven analysis by the help of cost volume analysis in the series of intragroup trading
Break even analysis is calculated on the basis of contribution margin that is evaluated by an application of marginal costing technique. For determining break even analysis it is essential to evaluate the cost behaviour in management and its related costing method that for their helps in identifying  the unit of break even and break even cost.
Cost volume profit analysis 
Cost behaviour identified as an Indicator that signifies changes in the cost in total due to changes in several activities related to management of accounting.  Cost behaviour follows three different patterns that is variable cost, fixed cost and mixed cost.
 Fixed cost and cost behaviour remains constant to some relevant ranges on the basis of output for example insurance, administrative salaries, depreciation and property tax.  In the contrast of fixed cost behaviour, variable cost is observed to vary on the basis of direct cost that is determined by changes in production by volume or sales volume. With changes in the volume of sales and production variable cost is observed to change in total.  For example direct materials for sales commissions do changes due to changes in the sales volume considered as variable cost (Adebayo and Petersburg, 2019).  Directly what is also categorised under the variable cost that is affected due to changes in the cost of direct labour with increasing or decreasing volume.  Mixed cost under cost behaviour is determined on the basis of fixed and variable cost characteristics where a fixed portion of related manufacturing cost is evaluated even when the facilities remain idle. On the other side it also includes the variable cost path that is increasing due to changes in the volume. 
 The differences between marginal costing and absorption costing enables in identifying its structure that is generally used by management for making short term and long term decisions. Marginal costing method does only apply variable cost that is charged over the production value.  Marginal costing applies the theory of valuation of inventory that includes both finished stock as well as work in progress which is done on the basis of variable cost entirely (Soekardan, 2016). As the process is totally inclined on the variable cost related to the production process, it is usually applied for making decisions of short term nature focusing on the aspect of selling and product pricing.  On the contrary absorption costing is a method that applies both fixed and variable cost that helps in recovering the cost from the production process easily.  inventory valuation under absorption costing also includes finished ok and working progress like marginal costing however it does not only accept variable cost instead it includes fixed cost as well. The technique applies both fixed and variable cost hence the method could easily be used for making long-term decisions by paying attention over production, manufacturing process as well as operational structure.
 Marginal cost and cost volume profit analysis is used as a method for determining the additional cost of production in reference to additional product units.  Although both fixed and variable costs are classified under marginal costing, it considers only variable cost for determining production cost and identifying the allocated product for manufacturing purpose (Bingham, 2017).  Limitations of marginal cost are as follows
1. classification between fixed cost as well as variable cost in total cost  becomes difficult
2. In this  technique valuation of inventory and  inclusion of semi-finished goods totally eliminates fixed cost that affects the profitability of Management adversely
3.  performance evaluation under marginal costing does not follow any standard
4.  selling price determined at fixed rate in marginal costing is generally used for short term period
Budgeting
 Budgeting is a process that is supplied by a management for proper allocation of available resources coordinating motivating planning and controlling the resources for generating profitability and achieving objectives.  It is further used for making decisions by monitoring the performances of Business and forecasting the value of income and expenditure in a financial year.  The break even analysis method on the other side refers to the point order situation where both total cost along with the value of total revenue are considered to be equal.  It could be stated that break-even analysis becomes useful if it is related to Capital budgeting technique (Dupare et al. 2019).  A cash budget is related to capital budgeting that signifies inflow and outflow of cash within an organisation identified during a specific period of budgeting that could be on monthly, quarterly as well as yearly basis.  a cash budget provides an opportunity to the management in determining the status of the company and forecasting the situation of cash and opposition of cash in the current period. Differences between budget and variance in cash flow could be evaluated by the help of cash budget technique.  An accounting of Working Capital Management focuses on maintaining sufficient balance in a balance sheet of a company that is related to Assets and liabilities (Tui et al. 2017).  While proper management and application Working Capital Management process business will be able to cover its different financial obligations and boost the earnings.  A cash budget helps in evaluating break-even point by adding fixed cost to loan instalment and differentiating the value from cash outflow divided by the cost of contribution per unit. 
According to the break-even analysis money is required by management for acquiring capital assets and meeting the requirement of working capital.  Working capital is related to a current asset that helps in determining the positive assets value or negative liabilities by differentiating between current assets and current liabilities.
 Functional and master budget
 A functional budget is expressed usually in units as well as amount reflecting the relationship of operating budget with revenue per unit that is expected to be sold and stating the selling price. When a functional budget is related to the cost the amount ascertained from the functional budget signifies the cost on the basis of unit inputs that are expected to be transferred into output or consumed.  A functional budget is prepared for contributing to the master budget (Mansour and Obeid, 2019).  The summary of the entire functional budget is identified and their master budget provides an overall view of the organisational plan on the basis of budget period related to action.  The total summary related to the financial budget is incorporated in master budget in the two different forms that is profit and loss account and balance sheet. Master budget includes different functional budgets such as follows
Sales Budget:  estimated volume of the related goods and services within an organisation could be identified by Management by evaluating sales budget that purposefully signifies total sales that could be incurred by an organisation in future period.  The sales budget is determined on a quarterly basis as well as monthly basis that provides details in units as well as in dollars what is used for evaluating break even analysis in both units and dollars. 
Material budget:  material budgeting is a technique applied by management in identifying a process for preparing purchase budget or material budget for quantifying the value of money related to materials that are being used in a specific time it will be procured in a relevant period. Material budget helps in estimating the price related to material for specific period and analyse the requirement of material for manufacturing in certain period of manufacturing (Altawati et al. 2018). 
Labour Budget:  the term labour budget is used for accounting the number of labours And Labour per hour applied in a business for achieving estimated units of manufacturing over specific time periods.  Estimated figures of production and cost of direct labour could be identified by the help of labour budget that further enable in evaluating the number of employees required for future production lines.
Overhead budget:  this budgeting process analyzes the expected cost related to overall production cost excluding direct labour cost and direct material.  Overhead budgeted cost is based on the rate of budgeted variables that is multiplied by the activity budgeted.  it signifies overall budget related to overhead cost incurred by the manufacturing organisation during a financial year (Namazi, 2016).  It is considered that on-going cost is valuable for determining manufacturing expenses. Budgeting of different variable costs is essential in break-even analysis as it helps in determining the cash inflow and outflow to related businesses for certain extended periods. In such cases break-even analysis is applied for estimating the total units of goods used by businesses for producing cells for a certain time by avoiding losses. 
Standard costing: 
 A standard costing technique is typically applied by a firm for determining production of homogenous output; it sometimes becomes impossible for an organisation to estimate the standard cost for a unit on the basis of material overhead and labour cost as the entire direct cost and overhead cost is dependent on the value of quantity produced. On the contrary fixed overhead cost is dependent on the quantity.  While producing a homogeneous product and Organisation would be able to estimate the standard cost that will be utilised for total production on the basis of unit cost that will be required for producing on the basis of plant level over estimated output (Tsai et al. 2019).  It could be stated that standard costing in management accounting is applied for identifying the differences between actual cost for production of goods and the cost that will be acquired in budgeted form for producing goods. 
 Standard costing principle
 Standard costing is a predetermined cost that is based on an estimated unit of product or related services that enables in identifying or representing the targeted cost of the manufacturing company. 
1.  Cost of goods sold and inventory of the manufacturing company will reflect the standard cost and not the actual cost of production
2. Standard costing is effective for motivating controlling and planning the productivity of an organisation
3.  It enables in valuation of inventories and production cost for the purpose of cost accounting
4. Standard costing is used as a controlling device that enable in Planning the activities and highlighting its related activities
5. Highlighting activities are not confirmed to the Management related to plan regarding areas that need to be controlled corrective action should be taken
Different types of standard costing
Basic standards:  it is a long term aspect of standard costing that remains unchanged for longer period and it is used for showing trends of manufacturing company of a time 
Ideal Standards:  perfect conditions related to manufacturing operation are determined by ideal standard costing that eliminates the breakdown and wastage of time (Asogwa et al. 2017). 
Attainable standard:  detainable standard costing is applied for evaluating the efficiency and imperfect operating conditions. Attainable process helps in motivating the organisational performances which can be achieved certainly by increasing the amount of working process. 
Conclusion
 A weather report has included Different techniques of what is applicable to a manufacturing company for evaluating its fixed and variable costs along with overhead cost that is effective for determining the contribution margin as well as net profit generated by a certain productivity plan by an organisation. It has been further concluded that budgeting plays an essential role in evaluating the point of breakeven where revenues and expenses of a manufacturing organisation should be made equally. 
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