1.Absorption costing.

a.This is a total costing technique under which total cost (fixed and variable ) are charged to product ,Process,operations.

b.In this method fixed factory overhead are absorbed on the basis of predetermined factory overhead rate.

c.Under or over absorption are absorbed before computing the profit for a particular period.

d.Closing stock is valued at total cost which includes fixed factory overheads.

This method is also know as conventional costing,full costing.

2. Marginal costing.

a. Here only the marginal costs (variable costs ) are charged to product ,process and operations.

b. Fixed factory overheads are not not absorbed but treated as period costs in determining the profit or loss .

c. Under or over absorption of overheads does not arise as the fixed overheads are not absorbed.

d . Closing stock is valued at marginal cost which does not include fixed factory overheads.

Note : Under both Marginal costing and absorption costing the administration,selling and distribution overhead are treated period cost and are not inventoriable cost

Here is a concept problem . 

http://spreadsheets.google.com/pub?key=pEv2ZQmyGV-AivKC9LMvwVg
The profit under both the system will be same if there is no closing stock.
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