Running head: MANAGERIAL ACCOUNTING IN THE SERVICE INDUSTRY
MANAGERIAL ACCOUNTING IN THE SERVICE INDUSTRY                                              6











Managerial Accounting in the Service Industry
Student`s Name
(OGR500)- Foundation of Effective management
Colorado State University-Global Campus
Instructor`s Name
Date

Managerial Accounting Concepts in the Service Industry
Introduction
Managerial accounting is an independent internal financial function whose primary role is to track costs that are fundamental in the preparation of the financial statements for external use. The function identifies, performs measurements, records and analyzes information with the inclusion of budgets, carrying out forecasts and most importantly allocating costs. The concept is synonymous with the manufacturing industry but there has been a spread to other industries. (Hoare, 2015) The rising cost of doing business coupled with the surging competition that continues to shrink market share and profitability have necessitated the need for efficiency. In this case business have continued to appreciate the need for cutting back on costs as one of the ways, which is directly under their control, operating within the confines of efficiency so as to ensure a seamless continuity of their activities. That is to say although the design of the practice was for the manufacturing industry there are similarities that make it possible and feasible for it to be replicated in other industries as well. The converging point of all the industries, in this regard, is cost even though the process of identification may significantly differ from one industry to the other. As such, managerial accounting can be, and it is, used in the service industry as much as is in the manufacturing.
	The service Industry; Restaurant services	
The service industry is a high labor-intensive industry that compares less, in some instances, in this regard to the manufacturing industry. However, as referenced, the common denominator is cost which applies in both. Cost can simply be defined as the price that the business pays for the production of its goods and services. Costs can be split into variable, fixed and mixed costs.
Variable costs 
Variable costs are those that vary with the volume of production, especially as viewed from the premise of the sales. Since they are directly proportional to the production, they will decrease as production decreases and increase when production goes up (Horngren, 2009).  In the restaurant business, variable costs are as much applicable as they are in the manufacturing industry. Food costs and labor hours are examples of variable costs. When the restaurant has to make more sales, it will find it imperative to purchase more food supplies and thus driving up this cost. Furthermore, as it purchases more to sale more, it may find it necessary to increase the number of man-hours required to prepare the food. The waiters may work longer to serve the customers and the chefs may as well spend more time preparing the food. That translates to increased variable costs with the reverse holding true.
Fixed costs: Fixed costs, on the other hand, are costs that do not change with the change in the production or sales. There is no relationship in other words with the volume of production or sales (Kotas, 2014).  The premises housing the restaurant may be paying rent or just property taxes which have to be paid when they become due whether or not any sales were made. In the same way, the insurance for the property and components used in the business will be paid for even when the restaurant did not sell anything in the period under review. To some extent, and in some instances, some salaries are not tied to the movement of the sales or the number of hours spent at work. The remuneration of the manager, for instance, the CEO of the restaurant will have their compensation independent of the sales they make. Although only in the short run, the concept of fixed cost can be applied in the period before the management decides otherwise in this regard.
	Mixed Costs: Mixed costs are costs constituted of variable and fixed costs in varying proportions. That is to say, the value of this cost is subject to the levels and figures of the fixed and variable costs as and when incurred by the restaurant (Kotas, 2014).   In the event that the restaurant does not sell at any given period, the value of mixed costs would be equal to the fixed costs, otherwise, they are always higher. Cases of mixed costs in this business would be the cost of water. Water is a component that plays a vital role in the restaurant business and the price paid for the supply is mixed. There are standing charges that apply to the supply which are not dependent on whether the restaurant uses it or not. On usage, the cost over and above the fixed charge is directly linked to the amount used which can be said to be variable.
Job order costing: Job order costing is one of the two cost allocation techniques that accountants use to track costs as related to the production of goods and services (Noreen, Brewer& Garrison, 2014). In job order costing, the company traces the direct and indirect material and labor costs in calculating the cost of goods manufactured in the cases of unique products and services. It is, therefore, a method that is applicable in highly customized business dealings as every order is unique and different from the other. From this outlook, it is hindsight enough that this method can`t be applied in the restaurant business. In this business, orders are majorly the same. Despite the fact that some clients are served special orders, they are within the confines and operational conception of the restaurant which on a larger analysis all wrap into one service. The method can, however, be used in other specific businesses in the service industry. The legal and transport sectors are such examples where each client may have specifications that are entirely different from the other thus making it possible for the method to be employed. Otherwise, process costing is the method that finds its way into application in the restaurant sector of the service industry.
From the foregoing analyses, it can be observed that there is little difference between manufacturing and the service industry. While there are several similarities, what connects the two industries in this regard is cost. Every business calculates its profits from a certain set of costs. Since it is the desire of each to maximize profits, working efficiently is essential and related to this is the tracking of costs by use of cost accounting (Hoare, 2015). Fixed costs and variable costs are concepts that can very well, therefore, be used in the service industry so is the mixed cost concept. However, with specific reference to the restaurant sector in the service industry, job order costing does not fit well in the application. The type of services offered is not, on a keener analysis and consideration, unique and customer-exclusive thus falling only in favor of process costing. But it is imperative to note that process costing is as well a concept that has an extensive application the manufacturing industry. Therefore, the concepts used in the manufacturing industry in regards to managerial accounting can very much be used, universally, in the service industry.
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