SUPER NOTES ON MARGINAL COSTING FOR PCC/ IPCC
MEANING OF MARGINAL COSTING

UNDER MARGINAL COSTING, FIXED COSTS ARE IGNORED AND NOT INCLUDED IN COSTS OF PRODUCTION OR COST OF FINISHED STOCK OR WORK IN PROGRESS.
INCOME STATEMENT UNDER MARGINAL COSTING

SALES

LESS: VARIABLE COSTS
DIECT MATERIALS

DIRECT LABOUR

VARIABLE FACTORY OVERHEADS

VARIABLE SELLING & DISTRIBUTION OVERHEADS
CONTRIBUTION

LESS: 

FIXED FACTORY OVERHEADS

ADMINISTRATION OVERHEADS (ALWAYS FIXED)

FIXED SELLING & DISTRIBUTION OVERHEADS

NET PROFIT
MEANING OF ABSORPTION COSTING

UNDER ABSORPTION COSTING BOTH FIXED & VARIABLE COSTS ARE CONSIDERED FOR PRODUCT COSTING & INVENTORY COSTING.
INCOME STATEMENT UNDER ABSORPTION COSTING

SALES

LESS: DIRECT MATERIAL & LABOUR

FACTORY OVERHEADS

GROSS PROFIT

LESS: ADMINISTRATION OVERHEADS

            SELLING & DISTRIBUTION OVERHEADS

          NET PROFIT

COST VOLUME PROFIT ANALYSIS
REMEMBER  *CONTRIBUTION=  SALES-VARIABLES & FIXED COST+PROFIT

PROFIT VOLUME RATIO=       *CONTRIBUTION/ SALES
WITH THE HELP OF PROFIT VOLUME RATIO WE CAN COMPUTE FOLLOWING:
1)BREAK-EVEN POINT (IN RS)=  FIXED COST/PROFIT VOLUME RATIO

2.VARIABLE COSTS=   SALES(1-PROFIT VOLUME RATIO)
3.PROFIT OR LOSS ON SALES OR DESIRED SALES VOLUME=SALES*PROFIT VOLUME RATIO-FIXED COST.

4. DESIRED PROFIT ON SALES = FIXED COST+DESIRED PROFIT/ PROFIT VOLUME RATIO

5. ADDITIONAL SALES REQUIRED TO MEET INCREASED EXPENDITURE=INCREASED EXPENDITURE/PROFIT VOLUME RATIO  

II) BREAK EVEN POINT (IN UNITS)=  FIXED COSTS/CONTRIBUTION PER UNIT

III) MARGIN OF SAFETY= PROFIT/ P/V RATIO

IV) DESIRED PROFIT (ALTERNATIVE)= FIXED COSTS+PROFIT/CONTRIBUTION PER UNIT
