Marginal costing made easy

The best approach to solve marginal costing problems is Table method. Let me explain how. 
Example – Coin Booth problem
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Mr.Kannan placed a coin booth on the door of his shop. He has to pay rent of Rs 250 to Telecommunication department. Apart from this rent he has to pay Re0.60 per call to Telecommunication department. 
During the particular month he noticed that he received 500 one rupee coins. 
For that he paid rent Rs 250 and paid Rs 300 (500 * 0.60) to department of telecommunication. Total amount paid by him is Rs 550. Amount he collected thru coin booth is Rs 500. He incurred Rs 50 Loss.
He wants to find what is the breakeven point and how many calls to be made in coin booth to receive profit of Rs 500. 
Solution
Master Table
	 
	 
	Rs
	 
	Rs
	
	
	

	 
	 
	Per Unit
	Number of Calls
	Total Value
	
	
	

	A
	Sales
	1.00 
	500.00 
	500.00 
	
	
	

	B
	Variable cost
	0.60 
	500.00 
	300.00 
	
	
	

	C = A - B
	Contribution
	0.40 
	500.00 
	200.00 
	(C/A)100
	(200/500)*100
	40%

	D
	Fixed Cost ( Rent)
	 
	 
	250.00 
	
	
	

	E = (C - D)
	Profit / ( Loss)
	 
	 
	(50.00)
	
	
	

	
	
	
	
	
	
	
	

	This 40% is PV ratio
	
	
	
	
	
	



Breakeven Point.

Step 1 – At breakeven point, profit is zero
	 
	 
	Rs
	 
	Rs
	
	
	

	 
	 
	Per Unit
	Number of Calls
	Total Value
	
	
	

	A
	Sales
	        1.00

	 
	 
	
	
	

	B
	Variable cost
	         0.60
	 
	 
	
	
	

	C = E+D
	Contribution
	        0.40
	 
	 
	
	
	

	D
	Fixed Cost ( Rent)
	 
	 
	 
	
	
	

	E 
	Profit / ( Loss)
	 
	 
	0.00 
	
	
	

	
	
	
	
	
	
	
	

	This 40% is PV ratio
	
	
	
	
	
	



Step 2 – Enter Fixed cost in respective place ( Rs 250)	
	 
	 
	Rs
	 
	Rs
	
	
	

	 
	 
	Per Unit
	Number of Calls
	Total Value
	
	
	

	A = (C * 40%)
	Sales
	        1.00

	 
	 
	
	
	

	B
	Variable cost
	         0.60
	 
	 
	
	
	

	C = E+D
	Contribution
	        0.40
	 
	 
	
	
	

	D
	Fixed Cost ( Rent)
	 
	 
	250.00 
	
	
	

	E 
	Profit / ( Loss)
	 
	 
	0.00 
	
	
	

	
	
	
	
	
	
	
	

	This 40% is PV ratio
	
	
	
	
	
	





Step – 3 Solution table
	 
	 
	Rs
	 
	Rs
	
	

	 
	 
	Per Unit
	Number of Calls
	Total Value
	
	

	A = C+B
	Sales
	1.00 
	625.00 
	625.00 
	A = 625 * 1
	Cross check the answer

	B
	Variable cost
	0.60 
	625.00 
	375.00 
	B = 625 * .6
	

	C =  E + D
	Contribution
	0.40 
	625.00 **
	250.00 
	
	

	D
	Fixed Cost ( Rent)
	 
	 
	250.00 
	
	

	E 
	Profit / ( Loss)
	 
	 
	0.00 
	
	

	
	
	
	
	
	
	

	This 40% is PV ratio
	
	
	
	
	

	
	
	
	
	
	
	

	**
	
	
	
	
	
	

	Contribution =(Fixed cost + Profit)
	=
	250 (250+0)
	=
	625 calls
	
	

	Contribution per unit
	
	0.4
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Breakeven point is 625 Calls
	
	
	
	
	



Note
At BEP fixed cost is equal to contribution.


Number of calls to earn Rs 500 profit.
Solution table
	 
	 
	Rs
	 
	Rs
	
	

	 
	 
	Per Unit
	Number of Calls
	Total Value
	
	

	A = C+B
	Sales
	1.00 
	1875.00 
	1875.00 
	A = 1875 * 1
	Cross check the answer

	B
	Variable cost
	0.60 
	1875.00 
	1125.00 
	B = 1875 * 1
	

	C =  E + D
	Contribution
	0.40 
	1875 **
	750.00 
	
	

	D
	Fixed Cost ( Rent)
	 
	 
	250.00 
	
	

	E 
	Profit / ( Loss)
	 
	 
	500.00 
	
	

	
	
	
	
	
	
	

	This 40% is PV ratio
	
	
	
	
	

	
	
	
	
	
	
	

	**
	
	
	
	
	
	

	Contribution = ( Fixed cost + Profit)
	=
	750(500+250)
	=
	1875 calls
	
	

	Contribution per unit
	
	0.4
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	1875  Calls to be made to earn Rs 500 Profit
	
	
	
	

	Associated sales collection is 1875 coins ie sales
	
	
	
	



My notes contain 3 levels of problems. Level 1 problem give clear picture about concepts. Level 2 problems are useful to intermediate level exams and Level 3 problems are related to Final level exams.
Contact me for full notes
CMA T.P.Thangaprabhu ACMA, CIMA Adv Dip MA (London), MBA, Bsc
Practicing Cost Accountant
6-8-13, Kannagi Street, Batlagundu, Dindigul District, Tamilnadu, India – 624202  
Mobile number - +91 98430 27787 Email – thangaprabhu.cma@gmail.com
For every successful business decision, there is always a CMA - Cost Accountant.
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