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[bookmark: _Toc39777873]INTRODUCTION
	Management accounting refers to the use of financial provisions and information in order to facilitate better decision-making from the managers (Arunruangsirilert and Chonglerttham, 2017). It is a system which is used to raise the productivity level in an enterprise and also reduces its costs so that it can maximize its profits. It makes use of various systems, techniques in order to allow for taking better decisions which can raise the overall efficiency and effectiveness level among the managers. In this report, Hoffman Ltd. has been selected which is a firm based in United Kingdom. In this project, a detailed analysis will be made on techniques used for calculation of costs. Also, focus will be made on the relevance of break-even analysis in 21st century.
[bookmark: _Toc39777874]MAIN BODY
[bookmark: _Toc39777875]Analysis of absorption and activity-based cost

	Absorption cost- It is a method which is used in management accounting which accounts for variable and fixed overhead costs of producing a particular product (Absorbed cost, 2020). Thus, in enables the producers to analyze the full cost of their product. This leads to manufacturers optimally pricing their products.
	Hoffman Ltd. makes use of this method of management accounting as it helps them in determination of their overall costs along with overheads. The various advantages and disadvantages of this method are as follows-
	Advantages-
· Use of absorption costing technique is compliant with GAAP i.e. Generally Accepted Accounting Principles (Botes, V.  L. and Sharma, U., 2017). Therefore while using this method the firms can ensure that they are complying with the rules of accounting.
· Use of absorption costing method results in accounting for all production costs. Therefore, an estimation of all the costs which are related with this method is taken in this particular method. This leads to proper evaluation of level of profitability within a firm. Thus it helps in analysis and interpretation purposes.
· Absorption costing method can help a lot in accurate tracking of profits. It provides a company with an accurate picture of its profitability level. Thus this helps a lot in proper determination of profits and comparison purposes.
· Use of this technique can result in increase in overall efficiency and effectiveness level. Thus this can help a company in effectively raising its productivity easily.
Disadvantages-
· Use of absorption costing technique can skew the overall profit or loss. It can show the profit to appear better than it actually is during a particular accounting period.
· Use of absorption costing technique does not result in improvement in overall operational efficiency of a business (De Harlez and Malagueno, 2016). This is so because it does not provides a good analysis of cost and volume which the variable costing method does. Therefore it can increase the difficulties of management in taking useful decisions for the benefit of the enterprise. Thus in this manner it is sometimes not very much useful from the point of view of the management.
· Absorption costing technique is not useful in comparison between product lines. Thus for a large company which deals in multiple products and has various types of product lines this technique is not useful because it cannot compare the cost of one product line with the another.
· Unlike marginal costing, absorption costing is not very useful in determination of break-even point. Therefore the companies can face problems related to the calculation of BEP which is so helpful for them to know the level where they earn no profits and neither incur a loss.
Activity-based cost-
Activity-based cost is a method in which overheads and indirect costs like salaries, utility etc. are assigned to products and services (Endenich and et.al., 2016). It is unlike conventional costing methods. Hoffman Ltd. can make use of this method for assigning overheads and indirect costs to its products and services.

Advantages-
· This method provides realistic costs of manufacturing a particular product. Thus for a firm it is quite advantageous since it can determine the costs which are associated with a particular product (Golyagina and Valuckas, 2016).  This can result in accurate determination of specific costs of products of an enterprise which can be quite advantageous for it in the short-run as well as long-run.
· This method is helpful in allocation of manufacturing overheads to specific products and services. In this way, it can help a lot in allocation of overheads specifically to different products and services. Thus it can turn out to be very useful for a firm.
· This technique helps a lot in determining those processes which are inefficient and thus identifies various ways through which their efficiency and effectiveness can be improved. This can help in bringing more productivity in the functioning of the business. Thus the overall profits can be increased easily using this method.
· This technique identifies those processes which have unnecessary and wasted costs. A firm can have various processes and thus some of them may have such costs which are completely unnecessary and wasted. These costs result in increase deviations and variances from the set benchmarks and standards. Thus by using this technique effectively these variances and deviations can be removed easily. Therefore the firm can target to maximize its profits once the variances and deviations have been removed. This will help in getting a strategic edge over its competitors in the market.
Disadvantages-
· This method of costing requires collection and preparation of data within a firm. This is a very time-consuming process. Therefore a lot of time is spent firstly on collecting the data and preparing it. Thus it consumes a lot of time.
· This method of costing is expensive. It is expensive because in it costs need to be allocated to different products and services separately and this leads to increase in expenses for a firm. Thus it is not suitable for those firms who cannot afford to increase their expenses for adopting this particular method of costing. This method of costing requires investment from the side of the firm.
· The reports which are generated from using this technique of costing aren’t always compliant with GAAP and thus cannot be used for the purpose of external reporting. Thus it can create problems related to auditing for the firm as there may be questions which can be raised on the use of this method for the determination of costs. Auditors may raise questions on the use of this particular method for determining the costs in the enterprise. Thus it can create issues for a firm.
· This method may not be very useful for those companies where the overheads are smaller in proportion to total operating costs. For these companies the other methods of costing are quite useful in comparison to using this particular method for cost determination.

Thus, from the above discussion it can be said that both absorption costing method and activity-based costing method can be used effectively by firms to determine their costs. The firms must select a method of costing according to their needs and requirements and the amount which they wish to invest in it.


	
	1: Absorption cost for each type of stove
	
	

	Particular 
	Lightweight
	Megarange

	Purchasing
	18000
	12000

	Training
	400
	600

	Set up
	1500
	750

	Running
	12825
	1425

	Total
	32725
	4775

	Number of units
	4500
	500

	Absorption rate
	7.27
	9.55


	
	2: Activity-based cost for Lightweight of stove.
	
	
	
	

	Activity
	Cost driver
	Overhead cost
	Estimate units
	Rate

	Purchasing
	Purchase order 
	20,000
	360
	55.55

	Material
	Material 
	13500
	4500
	3

	Training
	Training hour
	1,000
	20
	50

	Setting up machines
	No. of set-ups 
	2,250
	60
	37.5

	Running machines M
	Machine hours 1
	14,250
	67,500
	0.0211



	3:Calculation of the activity-based cost for Megarange of stove.
	
	
	
	

	
	
	
	
	

	Activity
	Cost driver
	Overhead cost
	Estimate units
	Rate

	Purchasing
	Purchase order 
	20,000
	40
	500

	Material
	Material
	5000
	500
	10

	Training
	Training hour
	1,000
	30
	33.33

	 
	No. of set-ups 
	2,250
	30
	75
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	Break-even analysis refers to a financial tool which helps in determination of a level where a firm neither earns profits nor does it incur losses (Leite, Fernandes and Leite, 2016). It helps in analyzing the number of products and services which are required to be sold by a firm to cover up its various types of costs.
	Advantages-
· BEP helps a firm in determination of its level of profits (Li, 2018). The level of profits can also be measured at different activity and production levels. This allows a firm in raising its efficiency and effectiveness level.
· BEP helps a firm in prediction of change in sales prices. Whenever there is a change in sale prices it can help in quickly analyzing, interpreting and applying in practical context. This allows a firm in applying the required changes quickly so that they can reflect on the overall level of profits.
· BEP can help in analysis of relationship between fixed and variable costs. This relationship can help in effective determination of profits with the help of using these costs. The profits thus determined are accurate in nature and can be used for comparison and analysis in a firm with the set standards.
· BEP can help in predicting the effect of cost and efficiency changes on the level of profitability. This can help in accurately determining the profits within a firm. Therefore this can turn out to be quite useful for the firm in the long-run.
Disadvantages-
· This method assumes that sales prices are constant at all levels of output. Thus this assumption can turn out to be inaccurate in certain situations which may occur within an organization.
· This method makes an assumption that production and sales are the same. This assumption may prove to be wrong in certain circumstances and situations. Therefore this may provide wrong results in an organization.
· Preparation of BEP charts may be quite time-consuming in nature. Their preparation requires a lot of effort and demands time.
· BEP can be only applied to a single product or a single mix of products. Therefore this can turn out to be quite problematic for a company.
Relevance of Break-even analysis in the 21st century-
	The BEP analysis is quite relevant even in the 21st century (Lindholm, Laine and Suomala, 2017). This is so because the firms need to perform this analysis in order to determine their various types of costs incurred. Therefore it is still relevant even in the present context. For the managers of Hoffman Ltd. this analysis is relevant as it leads to effective results. The significance of this analysis in the 21st century is as follows-
· Study of feasibility- BEP analysis is still relevant due to the fact that it helps a lot in determination of the level of feasibility in an enterprise (Maas, Schaltegger and Crutzen, 2016). This feasibility study helps the firms in optimizing their overall performance. Also, this feasibility study is helpful in analysis and comparison. Thus Hoffman Ltd. can make use of this analysis in order to determine the feasibility of the different types of products it deals in multiple products and intra-group trading.
· Determination of selling price- BEP analysis is still relevant because of the fact that it helps a lot in determining the selling price (Otley, 2016). This helps the firm in taking the required decisions regarding the selling price. Managers of Hoffman Ltd. can make use of this analysis to determine the level where the selling price can be increased in order to maximize the overall profits. Therefore, Hoffman Ltd. can identify that particular level. This will help it in achieving not just its short-term but also long-term objectives. Also as the firm deals in multiple products and intra-group trading it will be quite helpful for it.
· Measurement of profits- BEP analysis is useful even in the 21st century for the managers because it can help in measurement of profits of a firm. It helps in finding out a level where a firm does not earn profits and neither incurs a loss. Thus it is quite useful from the point of view of the managers of Hoffman Ltd. as it can help them in measuring the required profits and also due to the fact that it deals in multiple products and intra-group trading it can help to find out the profits for specific products also.
· Calculation of lowest-possible activity level- BEP analysis is still useful for the purpose of calculation of lowest-possible activity level within an enterprise (Quinn and et.al., 2018). Thus the managers of Hoffman Ltd. can make use of this particular analysis for achieving their different purposes. By calculating lowest-possible activity level the firm can effectively determine the profits at that level.
· Evaluation of alternatives- BEP analysis helps a lot in evaluating the availability of alternatives available for a business. This can turn out to be quite helpful from the point of view of a business. Thus, the managers of Hoffman Ltd. can use this analysis to evaluate the possibility of using different types of alternatives in the business. Thus it is quite useful for the company in selection of an alternative which is likely to be the most profitable for it.
· Safety margin- BEP analysis still relevant for the management in the 21st century because it helps to determine the safety margin for the managers. The margin which the firm can play at while pricing its multiple products can be reflected by the use of this analysis and thus it is still useful for the firms. Thus the management of Hoffman Ltd. can look forward to using this analysis for safety margin point of view.
· Target profit- BEP analysis can be used by the firms for finding out the target profit level (Samuel, 2018). This makes it relevant even in the 21st century. It is so because the firms need to target a particular profit level so that they can maximize their earnings. Managers of Hoffman Ltd. can use it to find out the level they can target to maximize their profits which will facilitate them to achieve short-term and long-term objectives. This will turn out to be quite beneficial for them in the future. This is so because they can find out the level of target profits in different products in which the company deals in.
· Change in price- BEP analysis is quite relevant in the 21st century because it helps in change in price. Prices have to be changed by the management of a firm according to a change in the demand of the product. Managers of Hoffman Ltd. continuously analyze the change in the price so that a right price can be set by the firm which will enable it to achieve the objective of maximization of profits. Thus prices of different products can be set easily within the enterprise.
· Change in costs- BEP analysis helps in change in costs. When there is a change in costs say there is an increase in the costs significant steps need to be taken by the management so that they can minimize costs and maximize profits. Thus BEP analysis is helpful for the management in achieving this aim as it calculates a level where the firm earns no profit and neither does it incurs a loss. Hoffman Ltd. deals in multiple goods and thus it is quite helpful for it to analyze the change in costs accordingly to take the required measures for increasing the profit level.
· Choice of technique of production- A technique of production needs to be chosen so that production can be optimized to achieve the desired results (Tan, 2016). BEP analysis helps in achieving that and this makes it relevant even in the context of 21st century. Hoffman Ltd. deals in different product lines and thus its choice of technique of production matters a lot as it needs to select that technique which can help it in reducing its costs. This can help it in maximizing its level of profits. Thus through using BEP analysis in the correct manner the company can optimize its level of functioning effectively and efficiently.
· Make or Buy decision- Firms need to take certain decisions related to buying something. Thus the BEP analysis can help them in taking these decisions which enables them to identify whether to buy the product or not. This makes the technique quite relevant even in the 21st century. Firms like Hoffman Ltd. can make use of BEP technique to make sensible decisions related to buying. The certain considerations for the firms are whether the required quality of the product available or not, is the supply available timely or not and do the supplies of components try to take the advantage of monopoly in the market.
· Plant expansion decisions- BEP analysis is useful for the firms in taking the plant expansion decisions (Tucker and Lawson, 2016). Hoffman Ltd. can make use of BEP analysis so that they can identify the need to expand the plant or not. This will help them in ensuring full capacity utilization. Therefore, these decisions need to be taken quite carefully by the firm and this technique enables the managers of the firms in taking the right decision which can be suitable for the organization.
· Plant shut down decisions- BEP analysis can be used by the firms when they have to decide whether a specific plant needs to be shut down to avoid unnecessary costs related with it. The managers of Hoffman Ltd. can use this technique to determine the same and this makes the technique quite relevant even in the 21st century. This is so because the managers are enabled to take the right decisions which can benefit the organization in the short-run as well as the long-run.
· Advertising and promotion mix decisions- BEP analysis is required to take decisions related to advertising and promotion mix of an organization (Van der Stede, 2016). The managers of Hoffman Ltd. can use this technique to take the right decisions at the right time. This will enable the organization to maximize its level of profits and this makes this technique relevant in the 21st century. Taking of right advertising and promotion decisions can benefit the firm a lot in the short-run as well as the long-run.
· Decisions regarding product lines- BEP analysis are quite helpful in taking of decisions regarding the product lines. For a company like Hoffman Ltd. which deals in manufacturing of different products in different product lines this can be quite helpful as it will enable it to easily maximize its level of profits. This makes it relevant even in the 21st century. This is so because it can help the management in taking the right decision at the right time with regards to product lines. Thus optimum usage of resources can also be done and BEP analysis helps in achieving all that.

From the above discussion, it can be said that BEP analysis has its own merits and demerits. However in 21st century also, this analysis is still proving to be relevant for the firms. This is so because this analysis helps in achieving various objectives which are set in the business. It does so as it has its own significance for the company. Thus the managers of Hoffman Ltd. can aim to use this technique effectively so that the results can be obtained within the organization by reduction in costs and maximization of profits. This will help them in achieving the desired objectives.
[bookmark: _Toc39777877]CONCLUSION
	From the above report, it can be concluded that management accounting is a technique often used by managers to take the right decisions. The techniques used in management accounting like absorption costing and activity-based costing are quite helpful for a firm. Also the BEP analysis is significant even in the 21st century due to the significance it offers to the enterprises.
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