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Introduction 

Management accounting is a powerful tool for a manufacturing company and internal decision making of a company. The cost related to a production process should be calculated based on some prescribed methods and standards. In this module the budget and standard setting criteria and methods of cost calculation in internal decision making will be introduced. The budget of various factors used in the manufacturing process, material, labour and overhead are also important for the decision making of a company that helps to make strategic analysis of manufacturing company. 
Product and service costing, prime cost, production cost, total cost, using the product cost structure and absorption costing 

Product cost: It refers to cost incurred to produce a product. Direct materials, direct labour, factory overhead and consumable supplies are part of production cost, product costing or service costing is also considered to provide required services to customer (Ruiz-de-Arbulo-Lopez, Fortuny-Santos, and Cuatrecasas-Arbós, 2013).  For service includes cost related to payroll taxes, consumption expenses. In manufacturing business production and service, costing is an important term for determining price and profit that are added to cost or taking different strategies to development of a product or services offered by a company. 

The cost of product of services can be typically identified by totalling all costs related to batch production of a specific good dividing number of units to get unit cost.

(Total labour cost + total materials cost + consumable supplies + total overhead)/ Number of units = production cost per unit

Prime cost is directly attributed to product or services incurred in a production process. Formula is prime cost= direct labour + raw material
Total cost related to all cost required completing a product or service. Total cost of production can be calculated from various ways, one way is, (average fixed cost per unit + Average Variable cost per unit)* Number of production = total cost

Absorption costing is called full costing; under these companies consider all fixed and variable manufacturing cost as product cost, total cost under absorption costing is: direct material + variable overhead + direct labour + Fixed overhead = total product cost
Process costing by identifying cost units, process transfer work in progress 
Process costing: To determine cost of products another method is applied First-in, first-out (FIFO). Under this method the beginning work in progress will be finished before anything is started. Identification of cost unit under process costing is in the aggregation of beginning work in process by multiplying the percentage of uncompleted plus unit started in running period and percentage of completed of ending work in process inventory. 
Equivalent unit production is the basis of spreading costs equally to fully completed units and work in process in assigned as semi-finished goods (Monden, 2011). Equivalent units are the notional quantity completed units substituted for actual quantity of incomplete physical units in progress. Under this process costing equivalent units is completed through percentage of process units by multiplying process percentage and considered as total completed. For example, 150 units and 40 percent complete means that total 60 units is completed as total production to calculate total cost for production. 
Valuation under process costing of production is related to identification of cost attributed based on some principles of accounting principles of management accounting adopted by different parties involved in accounting (DRURY, 2013).
Steps of valuation of process costing are:

a. Schedule for production units of products

b. Percentage of completion of units in work in process b y calculating FIFO or weighted average

c. Accumulated cost by forwarding cost from previous department

d. Calculate cost per equivalent unit

e. Value unit transferred to finished goods and units in closing work in process

Cost volume profit analysis, marginal vs. absorption costing, use of marginal costing, and limitations of marginal costing 

Cost volume profit analysis (CVP) is a strong tool in accounting for calculating cost and profit related to unit produced in production process. This is also commonly known as cost-volume-profit analysis by calculating break-even point of profit-making unit of production. Different sales volume and cost structure that is useful for managers to making short term economic decisions (Blocher, Stout, and Cokins, 2010). This includes some assumptions under this approach is applied, such as fixed costs, variable cost, sales price and variable cost per unit are constraint. This involves to several equations for price, variables and cost related to production process. The formula for CVP is;
Break even sales volume = (FC/ CM)

FC= fixed cost

CM= Contribution Margin (Sales per unit - Variable cost per unit)

This is actually a measurement of capacity to recover the fixed cost per unit of production. Differences between absorption and marginal costing are related to cost, measurement and profitability of products or services. The main differences are:

Profitability: profit will be higher under marginal costing but low in absorption costing.

Cost application: Only variable costs are applied under marginal costing, while fixed overhead costs is applied under absorption costing.

Measurement: Contribution margin is applied under profit marginal costing and gross margin is applied under absorption costing. 

Constraints of are related to semi variable cost calculation, classifying costs, recovery of overhead, in external reporting related to disclosing of cost of marginal costing system. It shows over cost for production process, only variable cost is consider but not fixed cost that misleads to calculate cost and process of overhead calculation. 

Budget, cash budgets, and working capital management
Budgeting: It is the future forecast of financial allocation to different segments of activities will be run to achieve goals and objectives of company. This is powerful tool in management accounting to predict various sector wise cost requirement for completion of tasks based on previous information, current market analysis and future prospective (Blocher, Stout, and Cokins, 2010).
Cash budget: A cash budget is a plan or budget expected to receipts or disbursements of during a period. The cash inflow and outflow is predicted in cash flow budget for a company or future prediction of company’s future cash flow. Management develops cash flow analysis to predict the projected sales, purchase, expenditures related to operations of company from past experiences of probable future outcomes of company. 

Working capital management (WCM): It is most important tool to analyse of company capability to meet current short term obligation. Management designs it to monitor and use two tools, current assets and current liability to calculate working capital of company. The purpose of it is to trace ability to pay short term debt obligation and short term operating cosy paying of company.
Functional and master budgets, of sales, labour, materials and overhead budgets 

Functional and master budget of accounting tool for calculating aggregation of lower level budget produced by company of various functional levels of company by including, cash forecast, financial statements and plan. Master budget typically is prepared of presented for month or quarterly format. This also describes strategic direction of tom assist specific goals to achieve objectives of organisation. Master budget is a planning tool for management of various functions of organisation and judge these functions from various responsibility centres (Kerr, 2014). The master budget includes some role in different activities of company such as; production budget, sales budget, direct materials budget, labour budget, selling and administrative budget, and ending finished budget. 
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Figure: Types of budget

Source: (Kerr, 2014).
Sale budget is prepared by both in units and in also value. Materials budget is the quantity of required materials for production for specific production, material purchase budget is, Material usage + Closing inventory - Opening inventory. Labour budget is related to labour hour required to complete a production is = no of hours * labour rate.

Overhead budget is variable and fixed cost required for production process
Standard costing, its types and criteria 

Standard costing: Standard costing is an accounting tool to identify the differences between actual costs of goods produced and cost that should have occurred for production process (Monden, 2011). This is normative measurement of costing related to what should be for production process and the actual results of production. The standard costing is closely related to budget and plan for profit, master budget relating to materials, labour, and overhead costs. 
Types of standard costing:

Basic standard: The long-term standard that would not be changed over years by showing trends of materials, labour rate, prices, efficiency and reasons deviations from criteria. In this standard basic statistical analysis is used for formulating better standard. 
Ideal standard: This is achievable under most favourable conditions of business by allowing normal production, stoppages and spoilages of production process. Ideal standard assumes perfect conditions of business (Shcherbina, and Tamulevičienė, 2016).  On the other hand there are attainable standard for product pricing and costing valuation and current standard is used for short period standard. 

In setting standard various standards are used to set in budgeting or decision making in operational level of business organisation, these criteria are:

a. Relevant variables are mixed to organise best standard

b. A straightforward and simple steps and way should be followed

c. Irrelevant variables should not be mixed in standard

d. The works must be done in pictures at a glance of results of outcomes

Conclusion

In a manufacturing company, various methods and appraisal are used for company’s manufacturing process to identify various prospects for decision making and for strategic analysis of company. The cost volume profit of accounting is core tool for analysing the profits and capability of companies to recover fixed cost and then profit from the operations. Budget of company shows picture of future operations and cash budget analyse the cash inflow and outflow of company from different functions. Standard budget is prepared to meet standard of company and finally to take initiatives for improving performance of company. 
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