MARGINAL COSTING

The tool of marginal cwting 1 used by wbernal  managemenl for decision
makmg purpase .

‘ CGST ‘
S
r thure—‘ ’7 Behaviou r —‘
Direct ladivect fixed. " cost Varigle (ost
(for abserption) (for marginal)

Biced Cost:- Tne cost wiich remains constant |unchanged [unaftected at alt level
of outpul in the Short run 18 detined as fixed cost.

hxed cost has to be paid irrespective o firm s producing @10 Quipul Gr WGFkin
at full capacity (fixed cost i< usually considered itelevant i dectsion mating)
Fired Cost in total temains corctant but per unil fixed cost decreases with incgase
N outpur level.

Examples include:
\ldrance
- fixed monagement salacies
+ teqt
(Total fixed (ost~ fumbef of uits)
Qutput (Units) | Total fixed. Cost | Fixed oSt per unit/fverage Fired Cost
0 $100000 o0
[ 4100000 $100000
10 $100000 $10000
100 $100060 $1000
1000 $100000 $100
10000 $100000 $10
100000 £100000 §)
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Varighle Cost:The cost which vases of changes due to changes in ourpul or
activity level is called variable Cost.

Vagiable (ot 10 tatol increases Adue to  wctease - output level but per uait
variale cost remaing conStant [Asgumption of marg\nat mst‘mgﬁl

Variable Cost is alse calied vnarginal Cost as it i the cost of producing one
additioaal gait of qutput.

Examples of vatiable cost

+Ditect wnaterial

' Direct Labdur

Vafable froduction overneads

-Variable sales overheads

Rverage Variable cost (vatioble Cosk[umt x utput)
Vatiable Cast pec umb | QutPut level (uits) | Total Variah\e cest

$3 0 0

£S5 \ $3

$5 10 $30

$3 100 $300

33 1000 $5000

$2 10000 $30000

$S t0G000 $500000

Total  Yariabh { ariab! t it

TSE(E) (st (8) riaple  Cost per uai
35..
Q0
5 -
10 ~ 5
> us®
0 1 2 3 § 3 ouput 0 1 2 3 4 5 oupt
(Un?kls) (uns“?tlS)
Note:- The change in variabie Cost

8 (ongrant 6s the variahle

(st is changing ot constant
Propartian.



Tat@l Cast: 1S the sum  of total voriable Cost and  total fixed cost

Total Cos+ =Total Vaviable (ast + Tatat Fixed (ost
OR
Total Cost = variable cost Junit Coutput tevel) + Taral fired Cost

X = + =
Output (unite) | Variahle castfurit (8| Total Variable (est (4)Tatal Fyed Cact (8) | Tatal Cast ($)
0 ) 0 100000 160000
{ S S 100000 100605
IG 5 50 100000 100650
(00 5 500 106000 100 500
1000 5 5000 100000 105000
16000 ) 50000 100000 150000
160000 5 30000 100000 600000
Amportant Psiats

)Gt zeo output level tatal Cest equals to fixed (ost.
2lncrense in total Cost ts due to imcredse n variable (est.

3.(hange n total cost divided by change i output level S always equal to
\Oriable cast per unik (high low method]

Highlow fMlethad
Vatiable Cost funit = change i tetel cost
Change in output level

Eq: (%) 118

103000 1000
600000 100000

variabte cogk [anit= (hange 0 +to ost - 600000 - 185600 = uq5(60 = $5/urit
Change in output evel 100000 - 1000 99000




Total (ost

(ost (%)
Total  _]
fired (osX
O 1 1 1 T T ou,t‘)ut
(wnits)
Example 1 -

Toe folowing iaformation 5 availahle:
Direct Material - kg /umt @ $U [kq
Direct labour = U5 minutes [unit @ $3/ hour
Vasiahte Preduction Overheads = Su unit
Vatiable sates overheads= $3/unit

Fixed praductio Overheads = $80000
Fixed admin. Querheads = $15000
Adveftising- $3000

Required. -
Catculate, -
I-Variab e Cost [uait

$
Direct Matevial [ 2kq x$ul 2
Divect Labaur [Y560hes x 53] £
Vavriable production overnead Y
Variable sales overheads 3
Variable cog Junit A



i. Votab fived (ogt

Fixed. praductio Overheads
Fixed admin. Querheads
Adve( hising

Total fized Cocr

w. Calculate total

Cost af outpul

$
30000
15000
— 3000
100000

level of:

a. 19000 uaits ¢- 96000 units
b. 20000 uits d. u0000 units
12000 uaits | 20600 unils | 6000 uits | L0OOUNLLS
$ $ $ 3
Variable cost | unit al A\ N]| N
x QUi put (amts) x G060 | x 0009 x 6000 | x40000
= fotal vanahle Cosk 23000 U20000 SU6000 {10000
+total tized cost 4 100600 |+ 100000 | +100000 |+ 100000
= total Cost 353000 320060 646000 | 940000
V.t the Sellifg pace is $JJutit, calculate pefit/loss at outpul Level of :
Q. 19000 uaits C. 9500Q units
b. 18000 units d. 36000 units
Profit [lose ~ Total Revenue &) Total (ost
I}
Quantity sald xselling
Plice
10000 wnits | 18600 unils | 5000 uyits | 26000units
$ $ $ 3
Revenue ($33) 30000 | 450000 | 635060 | 400000
€)Totat (ogt
Totat Vatiable Cost ($21) (210000) | (3318000) | (535000) | (356000)
Total fixed Cost (100600) | (100000) | (160003 | (100000)
(60000) | (38000) 0 4uo060

= Profil | loss




v. Erplain what nhappened 1o prafit and losS of oulput level of 35000 units.
At output level of 33000 units profit) loge i zero because total revenue s
equal to total cost and it 1S caled the Dbreakeved Ppoint,

RBreakeven poitt — total reveawe - total cost

Vi. Calcatote the output lewt ab which pwtit 1S $36000.

Profit = Total Revenue &) Total (ost
\" \
Saling pricex waits  variable cost|unic (units) + total fired cost

50000 = 5% - (Qx + 100000)
50060> 5% - Q1 - 160000
50000+ UY - 100000
X = 506004106060

u

X = 331500 uniks



Example J -

Sewting Price = $30
variahle Cost unit= $A0
Fxed Cast = 00000

Requised

« Calculate outpul tevel wheve  profit| loss 1S equal to zero (bredkeven in units).

«b/. Colcutate Drokit Joss at output level of
i 6606 units
W. 50000 units

1. 8000 units
1 -1L0G0 units

¢ Calculaie the output (evet ot which profit 1S $300000

Q. Profit|tocc - Total Rewenue ¢) Tatal Cost
0 = 30(x) - (0x +100000)
0 =301 -0 -100000

100000 = 0L

Y = A0QQ00. - 10000 umits

breakeven point

10
2000 uaits | OO0 yaike| 60606 unitc | 50660 umts
$ £ ¢ S\

Total Revenue ($30) AU000Q | u0000 | 180000 | 1500000

e)Total (ogt
Talal Varigbie (ost ($30) (160000) | (336000) | (530000) | (1000000)
Total Fixed Cost (100000) | (106606) | (100000) | (100000)
Profit ] (Loss) (30066) | 40000 | 160000 | 400000




¢ Profit - Total Reenue - Total C(ost

200000 = 30 (x) - (0% + 100000)
200000 = 10x ~ 100000
306000 = 101

X = 300000

\0
L = 30000 gats



Cantribokign == 't is the difference  betweeq the selling pricg of the product and it
vanable cost
- How much the <elling  pace is Wb uting wwards cavering of fixed
Cost after it has alieady covered the voriable  cast.

contripution [umit - Selling Pice ¢ Variabte Cost|unit

Seling Price $10
W . contributing kewards Profit

l. vanable cost $6 Q. Fixed C(Cost 3106000 = ASO0un s
10 - 6 -—él'@\/ u

aneve 250
buﬂ\t55 ()

Note f. Conthbution 1S the  Surpws M Selling peice which helps towards Covering
fivedl cast and whidh later centribute Towards Making  proht, aftec it has
already Covered tie vaiigble Cost

2. The contabution of the pwoduct weeds to Cover the fited Cost and
therefore Meeds  suppot from  Sufficient mMumber of units ta Cover the entire
fited  cosC

3 The point where the Cogtnhution 1S Sufficient to cover 4ne envire  ficed
st i< colted the breglkeven foint,

Breakeven Point: A breakeden Powmb & a condition | activity o odtpul level where tre
firm is neither Making Profit nor 1688, that i< a peint wnere -
I.Tatal fevenye = Total cost, ond
A.Total conbrdoufion = Tetal fixed cost
U. Ay activity  before The breaveven point fesulis in business opefating ara Loss.

5. finy activity beyond. the breakeven point results 10 business operating ar o proit



For full content



https://adeelpaperwala.odoo.com/pricing

