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Introduction 

Swipe 50 limited manufactures a specific screen protector for PCs, computers. The in 

addition to swipe is a screens protector that protects scratches on PC screens. The organization has 

been in activity for a very long time and since the organization has refined its production cycle, 

the directors have chosen to focus on the salary and cost emerging from the exercises. In this 

manner, the CFO, Tamara J. Blossoms, needs to focus on an item costing. She needs to investigate 

how both retention and variable costing influence the benefits of the organization.  

The report describes the profit statement for Swipe 50 Limited for February and March 

calculating by the absorption costing and variable costing method. There is a Reconciliation 

Statement also which calculates profit by using absorption costing to that using variable costing. 

Also, we have discussed the differences between the costing methods and their importance in the 

profit calculation. We have also discussed the improvement in accounting systems in different 

ways. We described the importance of managing accounting jobs in a manufacturing company. 

1. Profit statement for Swipe 50 Limited for the month of 

February and March 

a. Absorption costing 

Profit Statement (Absorption Costing) 

Swipe 50 Limited  

             February  

Sales (11500 units @ € 22 each)     € 2,53,000  

Less: Cost of Goods Sold      

Beginning Inventory     €              -     
add: Cost of Goods Manufactured    €    79,500   
Cost of Goods Available for Sale     €    79,500   
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less: Closing Inventory (1000 units @ €6.36    €       6,360   €      73,140  

Gross Profit     € 1,79,860  

less: Selling & Administrative Expenses     

Fixed Selling & Administrative Expenses    €    36,225   
Variable Selling & Administrative Expenses    €       8,275   €      44,500  

Net Profit for February (Absorption Costing)        € 1,35,360  
 

Profit Statement (Absorption Costing) 

Swipe 50 Limited  

             March  

Sales (15500 units @ € 22 each)     € 3,41,000  

Less: Cost of Goods Sold      

Beginning Inventory     €       6,360   
Add: Cost of Goods Manufactured    €    87,350   

Cost of Goods Available for Sale     €    93,710   
Less: Closing Inventory (1000 units @ €6.36    €              -     €      93,710  

Gross Profit     € 2,47,290  

Less: Selling & Administrative Expenses     

Fixed Selling & Administrative Expenses    €    48,825   
Variable Selling & Administrative Expenses    €       8,275   €      57,100  

Net Profit for March (Absorption Costing)        € 1,90,190  

 

b. Variable costing 

Profit Statement (Variable Costing) 
Swipe 50 Limited  

             February  
Sales (11500 units @ € 22 each)     €      2,53,000  

less: Variable Cost of Goods Sold      

Beginning Inventory     €                -     
Add: Variable Cost of Goods Manufactured    €     50,900   

Variable Cost of Goods Available for Sale     €     50,900   
Less: Closing Inventory (1000 units @ €4.072    €        4,072   €          46,828  
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Variable Manufacturing Margin     €      2,06,172  
Less: Variable Selling & Administrative Expenses     €          36,225  

Contribution Margin     €      1,69,947  
Less: Fixed Expenses     

Fixed Selling & Administrative Expenses    €        8,275   
Fixed Production Overheads    €     28,600   €          36,875  

Net Profit for February (Variable Costing)        €      1,33,072  
 

Profit Statement (Variable Costing) 

Swipe 50 Limited  

             March  

Sales (11500 units @ € 22 each)     €      3,41,000  
Less: Variable Cost of Goods Sold      

Beginning Inventory     €        4,072   
Add: Variable Cost of Goods Manufactured    €     58,750   

Variable Cost of Goods Available for Sale     €     62,822   
Less: Closing Inventory (1000 units @ €4.072    €                -     €          62,822  

Variable Manufacturing Margin     €      2,78,178  

Less: Variable Selling & Administrative Expenses     €          48,825  

Contribution Margin     €      2,29,353  

Less: Fixed Expenses     

Fixed Selling & Administrative Expenses    €        8,275   
Fixed Production Overheads    €     28,600   €          36,875  

Net Profit for March (Variable Costing)        €      1,92,478  

 

2. Reconcile the profit calculated using absorption costing  

Reconciliation Statement 
Swipe 50 Limited 

     February  March 

Net Income using Absorption Costing    €   1,35,360.00  
 € 
1,90,190.00  

       

Less Fixed Manufacturing Overheads carried forward (Closing 
Inventory)  €        2,288.00   
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Add Fixed Manufacturing Overheads brought forward 
(Beginning Inventory)  

 €      
2,288.00  

       

Net Income using Variable Costing     €   1,33,072.00  
 € 
1,92,478.00  

 

3. Differences of each method and importance of each of the 

methods  

To more readily get Absorption and Variable Costing, it is first essential to realize what is 

implied by Managerial Accounting and also called Cost Accounting - regardless of the title 

utilized, it's a cycle of describing business costs and tasks to plan internal financial reports that are 

utilized to help the management decision making in accomplishing the business strategic and 

different objectives. The word internal is significant, as these reports are commonly not seen or 

utilized by others outside the organization. 

These monetary records have demonstrated priceless and imperative for the management 

all together that they can form productive choices; however, as significantly, managerial 

accounting is likewise an exceptionally successful cycle for forecasting and arranging - 

particularly for long-run planning. Moreover, managerial accounting is useful for making financial 

plans in organizations. As result, managerial accounting has demonstrated pivotal in helping the 

management make sound financial choices dependent on its advantages to forecasting, budgeting, 

and planning – both in the short and longer-term. 

Variable Costing and Absorption Costing are the two key establishment strategies in 

Managerial Accounting – anyway, both have advantages and disadvantages. Notwithstanding, it's 
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beneficial noticing early, that under Generally Accepted Accounting Principles (GAAP), just 

Absorption Costing takes into consideration any organization's external financial report revealing. 

Nonetheless, inside the business, there is a decision of utilizing either absorption costing or 

variable costing in deciding benefits and benefits reporting (LIU & PAN, 2018). 

 Before we take a look at a comparison of the two strategies, we should first understand the 

significance and importance of fixed-overhead-costs – and this leads us to a comprehension of 

how absorption costing and variable costing contrasts and differs. By most definitions fixed 

overhead-costs are things that don't change regardless of production levels. Fixed-overhead costs 

models incorporate such things as the lease, insurance, full-time worker salaries, or equipment 

renting charges. As such, these costs proceed with the volumes of sales or output. 

The following segments outline a correlation of both cost accounting techniques, first, we 

will see Absorption Costing and follow this with a glance at Variable Costing, also known as Full 

Absorption Costing, the more simplified name of Absorption Costing is where a part of the fixed-

overhead-costs is applied to the manufacturing costs of items. The estimation makes a per-unit 

cost premise – and is done effectively by partitioning the total fixed costs by the number of units 

sold or produced during the period. The final result is for per unit-cost for every unit produced and 

sold. The technique for absorption costing includes just allocating the fixed expenses over all the 

units produced over an accounting period. This sort of costing is otherwise called full costing and 

it includes treating the costs of all manufacturing parts, for example, direct material, direct labor, 

variable overhead, and fixed overhead in the product costs according to the proper accounting rules 

(GAAP). This technique for costing designates the fixed overhead costs over all the units made 

and consequently helps in deciding of per-unit cost. It results in recognizing the two classes of 

fixed overhead costs, that incorporate the cost of products sold and inventory expenses (Salas & 
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Campos, 2016). The major significance of utilizing the absorption costing technique is that it 

empowers the organizations to build up an appropriate pricing strategy that incorporates fixed and 

variable manufacturing costs. It guarantees that costs are resolved dependent on all the expenses 

brought about in the production cycle. It ignores the separation of expenses into fixed and variable 

that is impossible in a simple and precise way. Furthermore, the strategy for accounting likewise 

helps in deciding precise profitability as all the sales and marketing costs are recorded under the 

same period. Notwithstanding, the significant disadvantage related to this technique is that a 

portion of the period costs doesn't have any future importance and along these lines ought not to 

be incorporated within the expense of product and inventory. 

 On the positive side, the Absorption Costing strategy offers the benefit when you have 

finished goods in stock during the reporting time frame, however, which were not sold. Since every 

product in stock has a value allotted for fixed-costs, every product in stock has a worth assigned 

that additionally incorporates an aspect of the fixed-overhead-cost. Along these lines, until sold, 

an item isn't accounted for as a cost until it is sold and eliminated from inventory (Collis & Hussey, 

2017). 

 A few organizations like this more since benefits can be improved for a specific period; 

nonetheless, this technique has a negative in that it can artificially inflate the benefit in a particular 

period as then not the full fixed-overhead-costs are deducted assuming all, or none or only a portion 

of the manufacturing items have been sold. This can be misdirecting when an investigation of 

profitability is been made for the time frame. 

In distinction to Absorption Costing, Variable Costing represents fixed-overheads in a 

lump sum, instead of a per-unit cost. Also, under this costing strategy, all variable costs including 
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production supplies, for example, raw materials, packaging, and shipping are incorporated. The 

full cost of fixed-overheads for the accounting time frame is included. In particular, these costs are 

not included for per unit as-sold premise – rather, these costs are deducted from the revenue as a 

lumpsum cost. Variable costing includes just the variable costs that are brought about in the 

production cycle. This sort of costing strategy includes emphasizing the variable production costs 

for the cost of items and the valuation of the inventory. This sort of cost not at all like absorption 

costing incorporates all fixed overhead expenses into a solitary cost and reports them into a single 

line item on the balance sheet. The significant advantage of utilizing variable costing when 

contrasted with the absorption costing is that it empowers just in recognizing the noteworthy costs 

that were caused in building up an item or service. Likewise, this sort of costing helps in creating 

salary proclamation by the utilization of contribution margin that leads in accomplishing better 

data in the context of cost volume benefit investigation (CVP) examination. The absorption costing 

doesn't help in attempted a CVP analysis. 

In this manner, Variable Costing will just show benefits after all the costs have been paid 

during the time frame. So regardless of whether there is zero sales revenue from goods made during 

the reporting time frame – the business needs to represent all the production costs. When the 

delivered products are inevitably sold from stock, the business will report just an income without 

a relating cost. 

As a disadvantage of Variable Costing, we subsequently show a total payment for all fixed-

overhead-costs for the announcing time frame in which they happen. Regardless of whether none 

of the items produced are sold, a deduction of the full cost of fixed-overhead-cost must be made 

or as such, this implies the report may show a lesser benefit for the time frame since you have to 

show your total overhead-expenses in any event, when possibly none or some of your items. The 
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report will show diminished income as a result of unsold items yet full costs are still accounted 

for. 

Lastly, even though Variable Costing does incorporate more costs, it can't be incorporated 

as a GAAP strategy – as the guidelines state that all related revenue and costs ought to be recorded 

inside a similar detailing/accounting period. Furthermore, Variable Costing does exclude the 

assignment of fixed-manufacturing costs – and this additionally makes it unusable for revealing 

purposes externally. Therefore, Variable Costing is regularly bound to its utilization as a decision-

making instrument for the improvement of business operational adequacy. 

Having said that anyway the business managers still to a great extent receives the utilization 

of variable costing for leading breakeven analysis, deciding the contribution margin, and 

upgrading the decision-making in the setting of improving the operational effectiveness. It may be 

expressed based on examining the significant qualities of both the costing strategy that variable 

costing ought to generally be applied by the business organizations that are associated with the 

manufacturing of differentiated product lines. This is because it to a great extent helps with 

deciding the benefits achieved from every one of the product lines in a precise way. Then again, 

the organizations that are associated with building up a single product line can receive the 

utilization of absorption costing as the strategy help in deciding the exact value level per unit 

premise of items made. This is because all expenses are absorbed by the items that are produced 

in the technique for absorption costing. Nonetheless, according to the accounting guidelines firms 

are permitted uniquely for receiving the utilization of absorption costing as variable costing 

appears to contradict the coordinating standard which expresses that all related revenue and costs 

ought to be perceived inside the same accounting period. 
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4. Three ways the Swipes 50 Limited can improve its Accounting 

Systems 

Managerial Accounting gives important production execution information to the business 

the board; thus, helping them to settle on important monetary choices in the areas of estimating 

and arranging. Managerial Accounting is adequately a control strategy utilized on any differences 

from the correlation of the genuine outcomes against planned outcomes. Hence, this makes 

Managerial Accounting an exceptional resource planning tool when it is utilized to concentrate on 

longer-term arranging. Moreover, it very well may be utilized as an effective device for asset 

control because of its capacity to focus on present outcomes. 

 Thus, as a performance estimation technique, the utilization of Managerial Accounting 

could be supposed to be a significant tool to attempt to guarantee manufacturing achievement and 

profitability. Particularly in manufacturing, it's critical to, as early as could be expected under the 

circumstances, present a thorough management accounting framework that is utilized to guarantee 

that all expenses and costs are appropriately represented and controlled (Andrei, Gâlmeanu & 

Radu, 2018). 

On account of Swipes 50 Limited, the facts demonstrate that the organization has 

actualized in any event the essentials of a generally oversimplified Managerial Accounting System. 

Nonetheless, for the details of that information to be more successful for the executives to use in 

settling on basic and vital choices, increasingly more detailed data is essential to improve its 

Accounting System execution. Three significant routes through which I accept that Swipes 50 

Limited can improve its Managerial Accounting System is as per the following: 

• Budget Reporting – contrasting Actual versus Forecasted Results 
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 The Managerial Accounting System isn't a once-off movement, nor is it a short run cycle. 

Moreover, the significance of anticipating/planning and arranging can't be neglected – nor can the 

importance of the control cycle through Managerial Accounting be disregarded or reduced in any 

capacity. As it were, anticipating as well as planning is giving the business achievement way – 

from which everything is then estimated and assessed. Managerial Accounting needs this standard 

as a component of its administrative structure that can be utilized to: Develop plans, Evaluate the 

presentation of offices, Help dispose of fluctuations, minimize future vulnerability, and Help make 

more controlled future planning. 

Forecasting is vital piece of a compelling Managerial Accounting System and it is basic to 

accomplish the objectives and destinations of the business. It very well may be utilized to 

accomplish focused on benefits through controlling included and conceivable inefficient expenses 

brought about through the planned year and concentrating on quality. Planning guarantees that the 

expenses are apportioned to those exercises that help to accomplish the vital targets of the business 

– and can assume a significant function in building KPI's for individual staff, departments, and 

managers. The way toward drafting a financial plan gives a chance to every office to give their 

proposals and contribute towards the business vision – yet the financial plan must be well planned 

and appropriately demonstrate the obligations and duties regarding each staff part. At long last, 

planning will enormously improve the Managerial Accounting System as it is one of the most 

significant aspects of the organization's interior control framework components and hence can be 

utilized to contrast the genuine outcomes and planned outcomes to compute any fluctuations 

against real execution. Successful planning will give tremendously helping feedback to the 

management thus help to minimize difference – and subsequently to help improve the business 

productivity execution (Jiambalvo, 2019). 
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• The utilization of more Managerial Accounting strategies 

 Apart from Variable and Absorption Costing, other Management Accounting methods 

might be actualized to help incorporate the administration execution with the financial 

performance of the business. The Management Accounting methods, for example, cost volume 

benefit, standard costing, marginal costing, and management of cash flow will help Swipes 50 

Limited to assess various parts of their cost data and afterward have the option to incorporate the 

resultant information with the budgetary performance of the business. For instance, cost volume 

benefit examination would give significant data on the break-even point of a unit of production – 

or to caution on the number of units needed to be sold to accomplish the focused benefit. 

• Introduction of activity-based costing: 

As it appears in the Swipes 50 Limited given data, the organization fabricates just a single 

item and all consequently all overhead-costs must be straightforwardly applied to that one item 

production; nonetheless, this likewise implies there might be some overhead costs which are not 

identified with the item and additionally are happening with no reason. The management of an 

activity-based costing framework, the expense from every division will be isolated and just those 

overhead-costs identified with that item will be included. This will assist with isolating value-

added and non-value-added costs from the overhead expenses. This strategy will help to limit non-

value-added exercises and subsequently help to improve the general benefit of the organization. 

Also, this action-based costing will give data that can be used to ascertain the specific benefit of 

each new item made by an organization, for example, Swipes 50 Limited. Action-based costing is 

substantially more solid and exact cost allotment strategy when contrasted with Absorption 

Costing; as Absorption Costing takes everything of manufacturing overhead and spreads this 
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overhead overall production amounts of all items taken together. It is clear then that a few items 

have used just a portion of the overhead-costs when contrasted with another. This issue can along 

these lines be settled rapidly, precisely, and effectively through utilize the activity-based costing 

framework. Taking everything into account, the facts confirm that activity-based costing might be 

better when compared to the Absorption Costing strategy as it doles out overhead-expenses to the 

right item. 

5. Importance of managerial accountant’s job within a 

manufacturing company 

The part of a management accountant is very much significant, as it covers the entire of an 

association. The activity of the management accountant incorporates the assortment, recording, 

and announcing financial information from different business units all through the association. The 

activity additionally includes the observation and investigation of spending estimates, and 

afterward to comprehend and suggest their subsidizing. This last segment incorporates an 

assessment of the expense of raw materials, labor, production, promoting, sales, marketing, 

advertising, and the organization's interior operational expenses. Furthermore, the management 

accountant needs to co-ordinate with all applicable specialty units to make a general investigation 

of the organization's working capital and accessibility of assets and afterward to report this data to 

senior administration and the Board of directors. Along these lines, the management accountant is 

the key source of data required by Directors and CEOs that they at that point use to decide. 

 Contribution to the decision-making cycle by the management accountant is the capacity 

of following inside expenses on any business cycle that enables an organization to settle on choices 

identified with the production, activity, and investments. Organizations need the management 
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accounting and the management accountant to have the option to comprehend the productivity of 

their budget, the expense of their tasks, and afterward dispense reserves likewise underway, deals 

and investments. 

The function of a management accountant is in this way, exceptionally vital for an 

organization's prosperity. Their job and duties are immense to such an extent that even a solitary 

erroneous conclusion or underestimation of any field-tested strategy by management accountant 

can place an organization's future at serious risk. The management accountant implements both 

inner costing strategies and for the most part, acknowledged accounting practices to guarantee 

progress consistence. Timing is a significant factor in making all arrangements for an 

organization's administration (Honggowati, et.al., 2017). A management accountant's capacities 

are time-related as they have to make forecasts, financial plans, and report inside a specified period 

so they can be actualized rapidly during a period of need. Timely anticipating is especially required 

to contemplate market vulnerabilities. The budgeting should be as per the accessible working 

capital and introduction to advertising chances in this manner a specific measure of precision is 

extremely essential. Before reporting, a management accountant needs to guarantee the exactness 

of all data accumulated to help in the right decision making. At long last, a management accountant 

should know about everything, be it a political circumstance that could influence the market, 

inflation, different situations in the market, rivalry, cost of labor, raw material, internal activities, 

coordination among various departments inside an organization just as its communication with 

rest of the business world altogether that they can illuminate organization management earlier so 

they can take financial choices with consideration of accessible assets and necessities. Due to the 

specific complex nature of a manufacturing organization, the function of the management 
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accountant is hence more significant, or if nothing else as significant as most kinds of 

organizations. 

Conclusion 

The analysis we get from the above report describes that the profit is higher in march for 

both costing methods. But profits from the absorption costing method are higher than the variable 

costing method. Budget Reporting, utilization of more Managerial Accounting strategies, and 

activity-based costing are the three ways that can improve Swipes 50 Ltd.’s accounting systems. 

Also, the importance of absorption costing as well as variable costing is described for Swipes 50 

Ltd. For a manufacturing company, the function of the management accountant is hence more 

significant, or if nothing else as significant as most kinds of organizations. 
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