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Abstract 

This study pertains to the scope of managerial accounting and is based on the establishment and control 

of costs and performances within the entities in the industry of chemical fertilizers. The scientific approach has 

been initiated as a result of some personal researches in the field of accounting and management control, since 

in the current conditions, in which management accounting does not come up to the standards of managerial 

accounting, it is necessary to apply some models or techniques that would support the taking of management 

decisions. The main aim of the research is to present a modality of organizing the managerial accounting so that 

it would enable to calculate a pertinent cost on each type of manufactured product and, finally, to establish the 

result obtained by each item and by the whole entity, by using the direct costing method, which due to the 

established specific indicators gives the possibility to perform an efficient management. The main research 

methods used to accomplish the scientific approach were the comparative analysis, the synthesis and the 

qualitative research. The major implications of the presented method for the examined field has been to establish 

a pertinent cost, oriented towards the entity’s management, as well as to maximize the result obtained, by 

continuously correlating the variable and fixed expenses with the volume of the activity and the selling price.  
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Introduction 
Scientific management of the entity is essentially a forecast management, based on developing a 

program, in which decisions were science-based and the whole production process was considered as a system. 

Putting across the program takes place using one or more methods of operative management, including the 

method of management by exception, which is based on the principle of selection of deviations, so that every 

level of management to reach little information, accurate and essential releasing the management of less 

significant information. In this way management focuses only on issues involving urgent decisions and ensures 

the management of expenditure under increased responsibility and efficiency. To meet these requirements is 

necessary that deviations, having been determined and recorded in separate accounts, on calculation items in 

proper documentation of appropriate to their nature, are recorded in a chronological record, for the information, 

at least decade, of the responsible for the occurrence of irregularities and entity management. At the same time 

costing calculation should provide, first, relevant information on costs, namely information on the major issues 

with implications crucial to the cost domain. To determine which costs are relevant, cost interpretation must be 

called upon. Thus, if short-term decisions should be made, variable costs are relevant, since production capacity 

does not change and, therefore, fixed costs do not change. If long-term decisions are to be taken in addition to 

variable costs, fixed costs are relevant because changes of production capacity occur. Practical work shows that 

in general the highest frequency of problems that require decisions, are the problems like short-term decisions. 

Thus, a number of current issues related to optimal loading of equipment and production sites, acceptance or 

rejection of additional orders or orders from multiple choice, introduction or elimination of manufacturing a 

product, etc., are the short-term decision. Decisions to increase or decrease the physical volume of production 

are based on variable costs that create such a change of production program, knowing the causal link between 

them. 

 

Body of paper 
Based on the many issues that require decision making is necessary to use those methods of calculation 

which ensure the provision, as soon as possible, of the most accurate and relevant information on costs. Such a 

method is direct-costing method, which by the specific indicators that determines, it gives the opportunity to 

achieve effective management. 
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A first indicator specific to the direct-costing method is the breakeven, which means the turnover for 

which the company covers all its expenses, without profit and no loss. Breakeven thus indicates the link between 

profit, production volume and sales volume, under certain conditions on the range, costs, sales prices, efficiency. 

Knowing the breakeven, the entity can make optimal decisions about the production and sales within reasonable 

limits to ensure its profitability. 

Regardless of the method for determining (in the form of critical turnover or critical quantity of  

production), the breakeven has certain limitations in the conditions under which the entity provides a wide range 

of products because the production process is determined by a particular program, falling within the existing 

capacity, but by determining the breakeven we can determine the optimal combinations, either with regard to the 

appearance of sales or the output, in order to maximize the margin on variable costs. 

For example, we consider that an entity from chemical fertilizer industry made in the second semester of 

2010 four types of fertilizers, as indicated in Table no. 1. 

Table no. 1 

Elements of analysis 

Product Physical quantity 

(tons) 

Unit selling price Total Full Cost Unit Variable 

Cost 

Urea 69.000 1.137  75.779.595  1.034  

Ammonium nitrate 41.400 1.111  44.964.664  1.028  

Lime 8.100 1.330  10.813.500  1.268  

Liquid fertilizers 48.000 1.015  48.960.000  998  

Source: Iacob C., Ionescu I. and Goagără D., 2007, Management Accounting in line with international practice, 

Craiova: Universitaria Publishing House, p. 262   

 

 

A first analysis carried out by comparing the turnover of each product with the full cost, leads to the idea 

that the products: lime and liquid fertilizers are weak, as seen from the Table no. 2. 

Table no. 2 

Analysis of result in the classical conception 

Indicators Total 
of which 

Urea 
Ammonium 

nitrate 
Lime 

Liquid 

fertilizers 

Turnover 183.941.400 78.453.000 45.995.400 10.773.000 48.720.000 

Full Cost 180.517.759 75.779.595 44.964.664 10.813.500 48.960.000 

Result 3.423.641 2.673.405 1.030.736 - 40.500 - 240.000 

Source: Iacob C., Ionescu I. and Goagără D., 2007, Management Accounting in line with international practice, 

Craiova: Universitaria Publishing House, p. 262   

 

 

To provide information to managers as basis for a correct decision, an analysis is required in the design 

of direct-costing method, according to Table no. 3. 

Table no. 3 

Analysis of result in the design of direct-costing method* 

Indicators Total 

of which 

Urea 
Ammonium 

nitrate 
Lime 

Liquid 

fertilizers 

Turnover 183.941.400 78.453.000 45.995.400   10.773.000 48.720.000 

Variable cost 172.080.000 71.346.000 42.559.200 10.270.800 47.904.000 

Margin on 

variable costs 
11.861.400 7.107.000 3.436.200 502.200 816.000 

Fixed costs 8.437.759     

Result 3.423.641     

Source: Iacob C., Ionescu I. and Goagără D., 2007, Management Accounting in line with international practice, 

Craiova: Universitaria Publishing House, p. 263   

 

 

Following the analysis it revealed that all margins on variable costs are positive and therefore it can be 

concluded that all four products contribute to cover fixed costs. If you drop the products with the lowest margin 

(lime and liquid fertilizers), then the final result will decrease as follows: 

R = (7.107.000 + 3.436.200) – 8.437.759 = 2.105.441 lei  (1) 
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or 

R = 3.423.641 - (502.200 + 816.000) = 2.105.441 lei  (2) 

So, the profit is lower than initially, because the fixed costs will be distributed between the two 

remaining products in manufacturing, and the margin on variable costs for the products abandoned, although it 

was quite small, served to cover a part of the total fixed costs. 

The margin on variable costs being globally determined, we can calculate the breakeven within the 

entity, based on critical turnover, namely: 

                                                                  183.941.400  x  8.437.759 

       Pr   =    ------------------------------------   = 130.849.074 (3) 

     11.861.400 

 

But the critical turnover is indicative within the entity, because the margins on variable costs of products 

are different and not proportionate to the turnover, as shown in Table no. 4. 

Table no. 4 

Unit margins situation 

Indicators Urea 
Ammonium 

nitrate 
Lime Liquid fertilizers 

Unit selling price 1.137 1.111 1.330 1.015 

Unit Variable Cost 1.034 1.028 1.268 998 

Margin per unit 

variable cost 
103 83 62 17 

Margin coefficient 0,09 0, 075 0,047 0,017 

Source: Author 

 

Analyzing the margin per variable cost, it is observed that liquid fertilizer product has the lowest margin 

and therefore it participates the least to cover fixed costs. This comparison within an entity allows to study the 

profitability of each product and to make decisions regarding the development or suppressing the production of 

one or other of the items. 

However, decisions should be taken with caution because, whether products are complementary (in terms 

of sales or production), or a margin on variable costs as low as it is, cover a part of the fixed costs and it would 

be transferred to other products, in terms of giving up at the one with the lower margin. 

At the same time, before a making a decision, it must be taken into account the constraints of 

manufacture (raw materials, labor, mode of use of equipment, etc.) to determine the limits in terms of one or 

another of the products, the possibility of substitution between them etc. 

The products under consideration, it should be noted that in their manufacture are used as performs from 

their own production, ammonia and nitric acid, with the exception of urea using ammonia only. As the ammonia 

is used for the manufacture of nitric acid, it means that when the raw material (methane) and the production 

capacity ammonia are not enough to manufacture ammonia, in amounts to ensure normal operation of all 

receiving facilities, the entity will have to stop manufacturing one or more types of chemical fertilizers. 

In this context, direct-costing method specific indicators can be used with good results: the breakeven, 

the margin on variable costs, listed above, and other indicators to characterize the management, determined in 

the concept of the same method, namely: coverage factor, coefficient of dynamic safety and range safety. 

From the above, it can be concluded that the direct-costing method puts the result in a direct relationship 

with sales volume and not with that of manufactured products, as the absorbent methods proceed. Since direct-

costing method uses a different technique of production cost calculation, it considers as built expenditure only 

the variable costs, it makes that the final results to be different from those obtained by using methods that 

calculate the full cost. 

Differences between the profit determined from the two methods results  from the different way of 

handling fixed costs, which in terms of absorbent methods are included in the manufactured stocks, and in the 

design of direct-costing method they are deducted in global sum from the total margins of sold products (the 

result of the period). 

In order to better emphasize these differences, we will make a comparative numerical example, using the 

same basic information. 

We suppose that the analyzed entity manufactured and sold during the four quarters  urea produce whose 

selling price per unit is 1.137 lei/tone, the variable costs per unit is 1.034 lei /tone, and the fixed expenses of the 

period were 3.400.000 lei (Table no. 5, 6 and 7). 

Table no. 5 

Elements of analysis 

Quarter Initial stock 
Manufactured 

quantity 
Sold quantity Final stock 

The value of 

the selling 
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I 2.000 34.000 34.000 2.000 38.658.000 

II 2.000 34.000 29.000 7.000 32.973.000 

III 7.000 35.000 42.000 - 47.754.000 

IV - 35.000 33.500 1.500 38.089.500 

TOTAL - 138.000 138.500 - 157.454.500 

Source: Author 

 

Table no. 6 

Calculation result with the absorbent method 

Quarter The value of the 

selling 

Selling costs  

(V + F) 
Profit 

Final stock 

expenses (V + F) 

I 38.658.000 38.556.000 102.000 2.268.000 

II 32.973.000 32.886.000 87.000 7.938.000 

III 47.754.000 47.628.000 126.000 - 

IV 38.089.500 37.989.000 100.500 1.701.000 

TOTAL 157.454.500 157.059.000 415.500 11.907.000 

Source: Author 

 

Table no. 7 

The calculation result with direct-cost method 

Quarter 

The value 

of the 

selling 

Variable 

selling costs 

The margin 

on variable 

costs 

Fixed 

expenses 
Profit 

Variable 

expenses 

final stock 

I 38.658.000 35.156.000 3.502.000 3.400.000 102.000 2.068.000 

II 32.973.000 29.986.000 2.987.000 3.400.000 - 413.000 7.238.000 

III 47.754.000 43.428.000 4.326.000 3.400.000 926.000 - 

IV 38.089.500 34.639.000 3.450.500 3.400.000 50.500 1.551.000 

TOTAL 157.454.500 141.209.000 14.265.500 13.600.000 665.000 10.857.000 

Source: Author 

 

Comparing the results calculated by the two methods, in the real economy, at the same volume of sales, 

there may be the following situations:  

 the results are equal, unless the stocks of finished goods are not amended (manufactured production 

is sold in full) – the first quarter; 

 the profit calculated by direct-costing method is higher than the one calculated by absorbent 

methods, when sales volume is growing at a higher rate than the manufactured production volume 

(on account of the de-stockage of production) – the third quarter; 

 the profit calculated by direct-costing method is smaller (even loss) than that calculated by the 

absorbent methods for the entities to which the sold production is lower than the manufactured 

production (the closing stocks increase) – the second and fourth quarter. 

On the other hand, the economic model of direct-costing not only has implications for the nature of the 

calculation of costs, its primary function is contingent primarily on product profitability analysis and whole 

entity, for the purposes of easy calculation of the limits of optimization of business as due to various changes 

that occur in the fixed and variable costs in the selling prices, the volume or sold production structure.  

Calculations and tests on the direct-costing method, are a useful tool for entity management to optimize 

the outcome of the business [3, p. 304]. What is important for the entity management is to “determine know the 

mode of action  of each of the factors of optimization mentioned and, in particular the mutual influences of those 

factors, whereas this way it can take rational decisions and, what is essential, it can predict the consequences of 

such decisions” [3, p. 307].  

 

Conclusions: 
In the context presented, I agree with the views that the direct-costing is preferred for short-term, as 

opposed to full cost [1, p. 255]. In support of this claim can be made the following arguments which are, in 

effect, direct-costing method benefits from absorbent methods: 

 simplicity [3, p. 321] and efficiency in the calculation of unit cost, by removing the allocation of 

fixed costs (they are normally, overheads) on cost carriers, using conventional calculations; 

 simplifying the assessment work of the production stocks in progress and of finished products, 

which are expressed at variable costs level, which remain constant per unit of product; 

 boosting sales growth and reducing stocks, the profit is directly related to sales volume; 
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 to assist managers in making decisions based on the number of linear relationship between 

production, costs, sales and profit, such as: 

            - assessing the profitability of different products starting from the margins on variable  

costs; 

            - increasing production related to products with high margins; 

            - abandonment of products whose margins on variable costs are negative; 

            - indication of a minimum price, variable cost, to negotiate an additional order; 

            - determining how to run the business once the variable costs are lower than the prices; 

            - hearing officers performance depending on the margin released on sector. 

At the same time we must be aware of the limits that the reasoning offered by direct-costing method has, 

namely: 

 it leads to an underestimation [4, p. 337] of current production stocks and of finished products, both 

current accounts and the balance sheet. Therefore, entities that use this method should do a double 

evaluation: at the partial costs level, consisting only of variable costs and at the total cost level for 

the necessity of reporting the level of activity, by the annual financial statements; 

 direct-costing method considers fixed costs as expenses of the period, so it does not allocate them 

between periods of management, being supported entirely by the margins released from products 

sold in the current reporting period; 

 analyzes made in the design of direct-costing method based on linear relationship cost-volume-

profit are based on a strict delineation of the fixed costs from the variable costs [3, p. 322]. But in 

practice, this distinction is difficult, because the fixed costs remain constant over a short period, 

and the variable costs tend to lower per unit of product, because of trimmers expenses. Moreover, 

different rates of change in production volume and sales volume may influence the result in a 

negative sense; 

 a large margin on variable costs does not have the guarantee of obtaining a large profit, because the 

products sold can hide high fixed costs, but these effects are known only at the end of the reporting 

period. 

By analyzing the advantages and disadvantages, it can be stated that direct-costing method can be 

applied with good results within the entities that do not have production stocks in progress and stocks of finished 

product or those to which these stocks are constant from one reporting period to another. 

         From the above, it can be concluded that the direct-costing method puts the result in a direct 

relationship with sales volume and not with that of manufactured products, as the absorbent methods proceed. In 

conclusion, the implementation of the managerial accounting in the presented variant shall enable the entities’ 

management in the industry of chemical fertilizers to perform a sensitivity analysis, and on this basis [5, p. 77], 

to take some rational decisions in order to maximize the result, and what it is really important, to anticipate the 

consequences of these decisions.  
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