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#INTRODUCTION

Marginalcostingisthetechniqueofcontrollingbybringingouttherelationship

betweenprofitandlossandvolume.Itisdefinedastheamountatanygivenvolume

ofoutputbywhichaggregatecostscanbechangedifthevolumeofoutputis

increasedordecreasedbyoneunit.

Forexampleifamanufacturingfirm produces100unitsatacostRs300and101

unitsatacostRs320thecostofanadditionalunitwillbeRs20whichismarginal

cost.

Marginalcost=Variablecost

#Characteristicsofmarginalcosting

 Allelementsofcostsareclassifiedintofixedandvariablecomponents.

 Themarginalorvariablecostsaretreatedasthecostofproduct.

 Undermarginalcostingthevalueoffinishedgoodsandworkinprogressisalso

comprisedonlyofmargiblcosts.Fixedcostarenotconsideredforvaluationof

closingstockoffinishedgoodsandclosingworkinprogress.

 Fixedcostsaretreatedasperiodcostsischargedtoprofitandlossaccountfor

theperiodforwhichtheyareincurred.

 Pricesaredeterminedwithreferencetomarginalcostsandcontributionmargin.

 Profitabilityofdepartmentsandproductsisdeterminedwithreferencetotheir

contributionmargin.

#Advantagesofmarginalcosting

 Simplifiedpricingpolicy-Marginalcostperunitisconstantfrom periodto

periodwithinashortspanoftime,firm decisiononpricingcanbetaken.

 Properrecoveryofoverhead-Overheadsarerecoveredincostingonthebasisof

predeterminedrates.Iffixedoverheadsareincludedonthebasisofpre-

determinedrates,therewillbeunderrecoveryofoverheadsifproductionisless

orifoverheadsaremoreandvice-versa.Marginalcostingavoidssuchunderor

overrecoveryofoverheads.



 Showsrealisticprofit-Thestockoffinishedgoodsandworkinprogressare

carriedonmarginalcostbasisandthefixedexpensesarewrittenofftoprofit

andlossaccountasperiodcost.Thisshowsthetrueprofitoftheperiod.

 Morecontroloverexpenditure-Segregationofexpensesasfixedandvariable

helpsthemanagementtoexercisecontroloverexpenditure.Themanagement

cancomparetheactualvariableexpenditurewiththebudgetedvariable

expensesandtakecorrectiveactionthroughanalysisofvariances.

 Helpsindecisionmaking-Ithelpsthemanagementintakinganumberof

businessdecisionlikemakeorbuy,discontinuanceofaproduct,replacement

ofmachines.

 Shortterm profitplannin-Ithelpsinshortterm profitplanningbyBEPcharts.

#Computationofunitproductcostundermarginal

costingmethodorvariablecostingmethod



#Absorptioncosting

Absorptioncostingisacostingsystem whichtreatsallcostofproductionasproduct

costs,regardlessweathertheyarevariableorfixed.

#Computationofunitproductcostunder

Absorptioncostingmethodorfullcostingmethod





#Incomecomparisonundervariableand

Absorptioncosting:



#LIMITATIONOFMARGINALCOSTING

Difficultiesinclassifyingfixedandvariable

elements.

Dependenceonkeyfactors.



Scopeforlowprofitability.

Faultyvaluation

Unpredictablenatureofcost.

Marginalcostingignorestimefactorsand

investment.

Understatingofworkinprogress.
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