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Absorption Costing and Variable Costing q

ofre

Introduction

3T SeAVARI AfSBITTR TGW A 7 (value of inventories) «3e e #[tei@ = (cost of goods
sold) f«fatem «icwy 2o 9w YO 9 F 2@ | AN zom ANfET ™ TR (absorption
costing) e @32 faorRlG 2r= *fie~a I fZA (variable costing) *&fe | ARe®s @2 ub I
IR Ml I I T 20U I [dfad T 7@, O @FR 2D oM I7 (product costs)
T 7@ | WL YR W R cmferes [FAfS ordR Tesim U @3 T | IREE SRAMPIA
2AfSHTTa NG 2B T (net operating income)-43 T8 *F @Al \F | @2 uh 47 R
e @l woRba [edre zEe ue? afedm w3l ~mfe Iz T e 7 [efaet I A | °@
7R afovm 736 ~afe 7R FHeEe afe 13l IR S fon | 9% S SRl ANl 9
IR @3 AffeTAe I8 IR T [eifrs Sieers 349 |

e iR o | 3G AWifed Ao TN S AR

«q TBHF APTR

AIF-Q.5 : 2 JF G2 FIAT JF-GF GiFN

A[F-q.] : ANES JF TR @32 Ao a7 ZAR-93 g

A1F-q.9 : ANEF TF A7 @32 “AfFass a7 1 mafers Nafe wm

M19-9.8 : IAEF T AT G “fqeTae T2 ZoNk-97 #12% <4 8 SPLrTIR
A[F-a.¢ : ANET T FAR G AT T 7 A Nfafes Temm Fwgw
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JREC TS fqwrer fRfa (arem) e

e A I IR T JF-GF et
y Concept of product costs and period costs

Q T Ty SAf-
o Y JFT-GF AL TNCS AR |
o FAN FT-GT T TS AR |
o SO [F I FAN FF-GF T 2L ICS AR |
o oy U FelF gfe TS AR |
o Teome Tl W 3R AT TAE ST SRR |

ol JA-47 AL
Meaning of product cost
afep IS fifen Raw Frare ard Face =0 | IR Frare azeem 7 e R[few gitw
(TP Ao T Qe 27 | OFF N0 o A Aef T (product cost) GFR I I (period
cost) | & ™ fRAR (absorption costing) €32 “AfeAe 7 B3 (variable costing) =@l
ARSI AL FACO 20 QLTS3 9140] FA G2 FAA T IT9NE ADS (= AP Z(A |

G ) TAWH TQ G MR AL TP I SOFFoNg Tve A &FE JACE A I 0 |
wifF FETRRGT= 7R (*TF A% I¥ FoCe @1 T54 IAE @R, @O 9FH 2/ef Tofiw o2
OFH 2l TEF AL TN TS | TAWETR CF@ A JACE FAET FAC AR/ TAMT
(production cost)-€ J& 27 | THIRIACTFRS I A, (@ A1 JA 24 TAMCAG AL SfLw Al @ Fe
[ED AN A FH S =W e FEmols

&e7F GMICAA 7 (direct material cost)
o5 & A (direct labour cost) €l
Tesiine 24753 (production overhead), 31 BLAMCET AT FAR G, @3 f[g5e 3 |

R, A REET Swee 49 & (@i IR (AT AR @ A @ F91 =Y, CI0HE@ 240 I
@00 A e IS 30 (invoice price of product) 93k BIF MY ®O® [ IFb, (T8
e soifaRe 495, o5 |

@Y A TAME IR o WA AN AfEHE &or® W R HAY [, ©IR (@ TP H{of WRfF© AP,
e TG STy, @7 AP SR AN Sy T AP TGw | w2 e Ay AR AT JER WASY
AP | @8 Ao I [fer 7@ AR, O~ FACE 46 (expense) RINCI AT =, e [fewo 2tz
T (costs of goods sold) I&T ¥ €2 ZTNF AT RFRAA (income statement)-(S T 2191 @ &
(sales revenue) (0% R T (B W= (gross profit) Fof w1 78 | v 25 7% wfifre s,
P SN Tew Ay e A, ©24F TS Tem A I (inventoriable costs) RO Si<ifEe w4 =%
32 O3 TGW AN S AT AR (@ Taeond (balance sheet) X9 Tew %19 (closing
inventory) ReIa &w=q = S |
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I JF-97 AL
Meaning of period cost
@ A [ 2 JET ABTE, (U] OIS APy A LB Flefie] T& 6T | W 24y Tesiwey 1 2iefy
TEA AN TR AR 77, 58 qh e st e, Tyeres a3 TR IeoTw@ W Tt @
[ [sreife 2, (7 I AT FEAw G Ie0 27 | FIEA JACE ARGIET I (operating expense)-€
Tl 77 | e 9 97 I 3 Red sfeifae =11 32
(5) @ 43 (selling expenses), @g

@, f9oi9w @ fqeae 235 (sales, marketing and distribution cost)

@ S (sales commissions)

(2) MR @32 @*NF 4F6 (general and administrative expenses), (TXs

&4 1 (@ A ©iwl (headquarter’s rent)

JIZIAT! AGEER (@7 (CEO’s salaries)

&4 I (TT AR (ST F/ T=°1wa 967 (depreciation on fixed assets of the head office)

@A T RS YT T2 @WS I (interests on loans), To5If |
JIEAT W AN L TS, [5G el M 7oA 71 | @53 I ARGEwd @ 7 @
MR Tof7, TR @fs o7 Teq Ted O (@O (A T | A BAMER AN O (@O fTeq 761 |
SRR &4 T (XC SRR OB A T A1 @@ Tor feq w0 1, 39 afs wer s e
SAfFEI O @V FACS 27X | AR I F A TAMCTR AN AR T IR TN AL ALEB |
TG FeAH FRTAR (X AR T=CH [0 AWD® A AMF, (7 AR I=EF NG QLTS AN 771 A
31 26 AT @ {99 (income statement)-CS &AW 541 2 |

Ay G G2 Pl JI-GF Y 2114

Differences between product cost and period cost
S0l T G FA FEF W Fros7 2nefy i, = fmawsts

NI fofe “i<7 IJ7 (product cost) FEI= 3 (period cost)
() el qFH 2Ad) TAWMT ST G SIS | ) SAM 1 el TR A FIPAE
T TR A AerFed Tee Fod | WEE W@, g @b ME Awew
SFA JACE el [T ¢ | T, AEISs GO N IAER
W T @ W oo =3,
(T I8 JACE FleAe 3 I =7 |

() I €& A FT S OROME  ALEE | Pl UH 00 SYA@ GAT AfEB
(production related) <1 <EOCF | 99 (non-production related) @3

QR | JYIOCF (IR |
() %063 Tofg oy R AR (volume) FfEE @I | IR J T (time) ALEHE @I
40 | REDN
(8) = A AT AfSDA Tget@ WeW | Jll JAE ORI WA @
aifstawa AR T RETT AT =W @R 4% | (income statement)-(S 236 2101

@@ (income statement)-cs fAfe®
AWK U (costs of goods sold) REIE
(RIC R |
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NI ofe “i<7 II7 (product cost) FEIw I3 (period cost)
(@) oW = TGW A TR (@AY GACE | WGW VA TR (R I |
eI TREE FA 2W q AN [I @ VoW | TACE {5 F9 27 Al
A TR 1 R |
(b) Tz o7 JIHIICE 3, o5 &N ¥ G2 | [@w, [oaq ¢ faod 47w, [Ra@w
B S | <Rem, eq T e R e,

JIFoA SARBERT (@od, a4 [t
OB, (A TP RS YA To
emg I, Tojin |

ey 7 AT AafS
Calculation of product costs
s{ef) A e oM TR 207 21 - FE0S I A, O SR (@ (72 | &L W G0 (AR (3,

GFH Ay Tome TAT IR SRR AL AT . SOFFONI TS AP AP JACE A FT A0 |
Sifie fETRiiEEs giecd (@ #) I7 00 @1 A7 JRE @RIN, @ 9FH Aoy Teoima -t
GFH AP FEF MY FIR TE® | TLAMER CFG 2 JAE I I AR/ T

(production cost)-8 I 27 | TWRATFF FE AW, (@ T GF AY TAMCER Y TWL® I (@ 7
FEE NG ) T 16 77 et FEasle

o7 FIGMICAA 7 (direct material cost)
&o7F &Y G (direct labour cost) @3
Tesive Toiff<53 (production overhead), 31 BLAMCRT AT FAR G, @3 f[gye 357 |

ToUT, 9FF &fS i) 7 1 Teoime 7 e T w4 7@

e[or% IBNEE I (direct material cost) = xxx
(+) &or% & A (direct labour cost) = xxx
(+) B2 BT (production overhead) = xxx
aFS AfS sfoy A A1 TLAMT 7 = X%x
Tesme ToAfRar

Production/manufacturing/factory overhead
Beoivq BARRIA (production/manufacturing/factory overhead) JeCe TRAMCR A AfEE eror®

ABIYR (direct expenses) FOI® T AFA ATE@F AT (indirect expenses)-&F AT | BAWEHA
AL AR QO AR R, ASTF FMWIETH 6, AOJF &N 4B, AT Wiy A6 | €T AHATR
TS BLAMTTA AN ALEB T a1 AICF TAW ToAfa Ie7 27 | ey Broma Sty st
6 Trg Tl RS
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FRAR Ol
PR M =6

IR 7o A, Rgge, 507 I|qwm 2=

JIRAL THATI W 6, @8 7w 2ifamayey, AfSte, cramrs, T 2w
FRAME TFANS 472 AATCFOR T

IRAFR &AoFF ¥W Fore THAME ING [RIfere S Jfema  @oq-oreiv, @@ e
AAFOIRGIER (@O, AT (@O

FIRIAMIE (I 225, ToxIfH |

T IR HefEB 50 SHARRTE 12 ©ite! Ot T4 W, [ fFsls
(5) Ao TeAme ST (variable production/manufacturing/factory overhead) €32
(2) TR Teoima T2ifz5T (fixed production/manufacturing/factory overhead) |

) AT TeAmy  THfw (variable production/manufacturing/factory overhead):
sffoTe TeAW AR SeAmeTa #ifiie Afien 2ea™ AR AR TR s seifes
@ fRRFoe 7w | wie TeAme I & 1 I o, Ao Seeima Sofime g9 A 3w A
sAfgeTNe BLome TARRIER FEFH 496 Fwsts

T FS JIZ© [3e, T @ #Alfg
(AT @ THATITFA A6
Teove Fite Gaze IF-Ifed (oe1 225, 3™ |

() A TesAwe oA (fixed production/manufacturing/factory overhead): ST “Afasiet
T 1 e T 79 T ARG (P @I RS w06 1 At 7T A I =W A, @ e
LA5CF B T SR 0 | FIA Teome SHARRIET FSh A0 [TEmele

IR ©TG!

PR F9 I I 476
TR JIZ© RO 0T
IR AT =<b7, Tohi™ |
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/G7  TeRe:

GFH oo TLAME AT GTAT @R AN TP T AOTFOII oo Hhe AP JACE A - I |
@3 2felf TLAWCTR N AT FGMICAI T (direct material cost), &rF ¥¥ T (direct labour
cost) @3 TeHW BRI (production overhead) &R Tfg® |

oo TR 1 Aoy TR AL T HefEB W, g gFh [TAMB TN W, AyEeres 3w o
IR W T (@ IR e 2w, ¢F 3 0 Sl G I =7 | A JACS ARG 757
(operating expense)-8 I T | (@3 [GFA 26 (selling expenses), AKEY G2 IS 496
(general and administrative expenses) T FF-4F Gl@;o/_\% |

O Af o) T I TAME JT T0— dOIF FHMER I (direct material cost), &EIF &Y I
(direct labour cost) €2 B2« i< (production overhead)-43 12 |

oo 975 (production/manufacturing/factory overhead) I#CS SRAMR A AfEE eror®
UHAIYR (direct expenses) TO® TN FAFA AT A6 (indirect expenses)-& [T | T
Toftmce MR oo ©i @ W@ mAls (b)) Ao Sesms  Tofim (variable
production/manufacturing/factory overhead) @32 (R) FA  Teoms  THfRrE (fixed
production/manufacturing/factory overhead) | “fReTAie oo Soifamm Seomeam sifdne
*fiFeq REA AR A SHAfFIER ~fRwie Aeifes @ AR =) weie Seim 3 2 3t 3w
1, AfTeTe Teova SHifiRe g9 1 I AR | @ TeAme Fw TS [, e e ofife
A6 | IS, SemeTR Sl 7T 1 I T 119 e TARRIEE @ @i wifieed 90 71 A
T 1 I A ql, (T A 4760 A T SRR 0 | (ANAE IR OI%l, FRLAAE T4 A0
U0 |
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AWiEF I TN @32 AfdgoTaa 7 fFEg-aq qiget

—\9 . . . .
2 Absorption costing and variable costing concept

@ -
Q T Ty SAf-

o INfaT H fRAF-97 I IS AR |
AfFTETNT T FAR-97 AL IS 2R |
ANTEE 7 AR oafors e 7 o T Sere 21K |
Ao 7 TR rafors oo 7 R F=o0F Tece A |
TNfET 7 AR 2rafere Fae 7 ol T4 sece A1 |
AfeqeTie I8 TR mafere Fae Ta Nl To4F T A |
Ao A2 A TI-GF FT TART I I, O HCS 2RI |

e 7 fENe-ag oy’
Meaning of absorption costing .
Afe IR O 7 oM foTRieETs b e T9 AR @b AR Sesime 7 N w4t

7™, @A TAMER AR ALfEE &or® IGNER I (direct material cost), &% = JF (direct
labour cost) @2 fFSTANT 8 FA TeomE THARUE (variable and fixed production/
manufacturing/ factory overhead) 43 *iteix Teoims <ap @ Tepe w41 27 | @ Afes I3
IR SeAmR T ALfHB et oAfFaeaie a7 @32 I/ I7-93 fofers 195 7 (product cost) FHeF
T W TOdd, 93 J¥ TR oafere ofqqeaae Sesime SsAfm (variable manufacturing
overhead)-43 2% ZA Tesiwe o7 (fixed manufacturing overhead)-43 @FH IHNTE Aoy
W (product cost)-9 TBPE I TX | BIR IR AFSCS TGW Ao PR CFG JIA T SRR
PP AT | ANET I RS SR =4efst I8 &fS (full cost method)-8 F&1 21 |

ST U7 AIR-a7 =

Meaning of variable costing

e U IR 70" I TR 93w TR AR @b 2erd Teome IR e
T W, @A TAMCR MY AR oqWIE ARROTNE IR WOPE I G TAMT ™
(production cost) T #195 ¥ (product cost) T Tt =7 | wefle sAfqeTAe 7 AR Tafore ash
AR TRAMA 5 AR TAMER AL FAEB ~AfFToTAIE FOTR, (@3 &OTF MR I (direct
material cost), &% ¥ A (direct labour cost) €2 “fiAeTAIE Tesiwme TR (variable
production/manufactuting/ factory overhead) T@8$E 41 7 | €% “@whore FA Teoim Sl
LA TAWE 25 A1 A W A TRPE T 27 A | I T TeAM SRR @R AFhOre FA
[T (period cost) RGTI o a1 =@, @ I =W @ @32 &&FF 26 (selling and
administrative cost)-(F | GS @R AGFSCS NGW Ao FERCIR CFe@ R T SARGE owpe
AF T | AT 7 AR W&o 7 9 A @ifes @ 79 (direct costing or marginal
costing)-8 I+ ] |
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T (@A @R AN AT TH A @3 Ao I7 R omiers e Sesime w [HeiR
IE A Sk @} g caferr @3 Wy Rew Rew e w@ @ At @ dAfaEs
(supplimentory) f&1IA A= 41 27 | T ¥ A *mfon aeace fon Smesy | @2 afew fon
Ty @3 6 rafe @R M IR IR AT | ARSI 7 AR o1afo 2o @ A 0Y-8Are
heq T, O @3h AV e JIBIFFAA (internal managers) TR @z Sy I
FE A | TP AES T IR 2% 20 @lle ©2-BoiredTyz s afedis T AR qfkeg
FF99 (external parties), (@I STV, T8 [{NE@IIFRA, AR, FFR [fow
GUEPPTR, Arwesid JIZR IR ACE | O0F G2 7&fs *0o &8 $Y-SAe Teyedid JIZHFaI0e JITR
IE AT |

AfE 7 AR whers =i 3 e

Determination of product costs under absorption costing

N2 TrE I TR @, ANEF W A Awfore qFf st TeAme 476 Fe®m SeAmea e
<8 ererF FIGMITETE TF (direct material cost), &S5 ¥ I (direct labor cost) @32 ARSI @

FA Teoime BT (variable and fixed production/manufacturing/ factory overhead) GI@S?/_\"&" ||

2 | oA ANES T AR “afors @b #iteli@ oM 246 (production/manufacturing cost)

1§ 7 (product cost) FEEeIR FeF w1 778

o7 BT 7 (direct material cost) =

(+) &orF ®% ™ (direct labour cost) =
(+) AfseTae Seava $4f=57 (variable production overhead) = xxx
(+)  ZA TeAme TR (fixed production overhead) = o
TS &fe #fay 57 1 TLAM A (unit product cost/production cost) =Xxz

Tortaa BRI Yl AR @, AOTF IHWER TN, AOTF &N JH G2 Affqoaaie Teome SRR
TAMTTA AN Aop® 1 AR Tfge «ie @R foqb gm0 AfeTia a7 | FRe SesmeTa Afsne
(volume)-a3 gP1-3f&d Tl A=ife RMA TS JRYCRA &1-3@ 906 | Scs A TeAme Toifaaze
TAWTR M TP TS, O 32 A TAMTR “faie (volume)-«@3 3t 1B w7 Ry 320s
FIA Teoime ST T@T =T |

ARSI IX AR ~Eere oy 7 &

Determination of product costs under variable costing

A2 TTE T AR @, TRAMCAT AN AL S(IG ARTOTAN GRANR ASPS IR AT LA 7
(production/manufacturing/ factory overhead) 3 “¢5 ¥ (product cost) ol T 7@ weffe
ARSI 7 LR AGors Gl Aea TAM 275 @ TAMTTR A B AT ey,
@ANg ST PR T (direct material cost), &% ¥X 7 (direct labour cost) €32 AfTeTA
TeAme ©eifs<5E (variable manufacturing overhead) ﬂ@@ A RI | O sAfeeae I AR
afere a3 A T 295 (manufacturing cost) 1 2445 T (product cost) e Fe@ F=i
EXE
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o7 BT 7 (direct material cost) = X

(+) oo ®% A (direct labour cost) = Xxx
(+) fqeTe Besims Toif75w (variable production overhead) = xxX
933 & 4y A q1 T I (unit product cost/production cost) ===

Toiga BRI Al AR @, AOTF IHER I, AOTF &N JH G2 Ao TNe T SRR
TR MR opF RN Tge «qe ¥R foqb @ sAfeeie @ IR SeAmea Al
(volume)-93 TH-IfeR T SAfoT A TF JROTLRA TIM@ WE | S A TAmMA
ToAfFETE 2 “MFOTS Ao T NI TSPE T4 27 T 7R ¥R “MEOrS 2E I 7 AR Afefers
FARA N

AfET 7 AR afore S I Fed

Determination of period costs under absorption costing

A2 Tl T AR @, AU TAW Al 21 GRS M T AR 7w, g @l MR e e,
AR G AR I T Fedesl @ 7 [Ferifrs =27, @7 T8 I3 FE I F@ 7 |
AfeF I TR ~afere TR I 0o FES FHTRES @RI 2As

sifEreTAe @ 2R (variable seliing expenses)

ZA Rera w9 (fixed selling expenses)

AfFETANT AR @2 AT UBIIR (variable general and administrative expenses)
FIA YR 32 AT AR (fixed general and administrative expenses)

Totare AffaeTiie 192 FR RGN @32 TR 8 e FETIR T TAM-93 R FeEB 77 79
Q B AT AR AN HefEB [ Tace I 7 RO oielf 41 = |

AfieTie Ix AR ~afere s@m 7 e

Determination of period costs under variable costing

sfeReTie 7 IR cmafere SeAmeTa A} AR T ARFeTE RPTHR IJere (I ASTH
FIGINITETR 7, eorF & 7, ARTOTNT TeAme TARGT) Sy 75 L6cF Il I (period cost)
RO 217 41 =7 1 G “mafeore IR Teoime ToifmaceE F@ U7 (period cost) RGO 214 F41 =7,
@l T4 7W [ @3z e=mifas 476 (selling and administrative cost)-(F | AAMEF I8 AR
HFSTO I T IAACS IS FAHTARCS QR 7R3

FIA Beofme BHAREIT (fixed production/manufacturing/ factory overhead)

sifsreTAe @ 2R (variable seliing expenses)

ERIARER IR (fixed selling expenses)

AfeTANT A @2 AT UBIIR (variable general and administrative expenses)

FIAT MY 432 AT AR (fixed general and administrative expenses)
sAffeTaNe A7 A “fafs T @ @, FA TAW TARGRTR TS wAfiaeie qae 7R Kaw @3

AR @ PTS ITOMTR 2R TLAM-GF AN ALHE T7 IR G B X6 TN A} ALEHE e
FYACE A I RETCI 21el) 1 =A |
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A JT G AN JI-GF I oA

Cost elements of product cost and period cost
A SACEBAR (AFFCS o) TF G2 FA FH-GF J S 0y Srgre 41 2l

Absorption Variable
costing costing

o5 FIGMICAA 7 (direct material cost)

&7 &Y G (direct labour cost)

Ao Sesime $2If= (variable production overhead)

FA TeAM TARRIT (fixed production overhead)

sAfseTAe @ 2R (variable seliing expenses)

ERIRETR AR (fixed selling expenses)

ARSI A €2 ITHAE 45712 (variable general and administrative expenses)

FR MR G AT ¥R (fixed general and administrative expenses)

Product

Product cost
cost

Period cost
Period cost

TotzR SifeTd (M3l T’ @, ANESF F7 “@e (absorption costing method)-¢S =) - (product
cost) TN &or® FBMIGER I (direct material cost), &oFF ®X I (direct labor cost) «de
AfqeAE @ FA TeAM Tofi® (variable and fixed production/manufacturing/ factory
overhead)-(& TBSE T4 IR | AV 2AfaaeAe a7 79 *&fS (variable costing method)-c®
“°f ¥ (unit product cost) R B(N@ e F FGWIER I (direct material cost), AT I I
(direct labor cost) €32 “feqeie Tesivs T2fsr@ (variable manufacturing/production/factory
overhead)-(& T@PE I TR | €2 12 AR A& o7 0 27 JH-9F 0 212y o Fa0z A
Teofme Toifsrm (fixed production/ manufacturing/factory overhead) | @idfe Bif Tesive Soifm
(fixed production/factory overhead)-(& AN&F A M7 *f@fors “¢f I (product cost) AR
TREE A AR, [F8 Ao g7 I dmfere u3 SRS AF W (product cost) R
qREE T4l T |

SRR ANET W IR “afere ST ¥ (period cost) RN sfiqeTaie K@ 253197 (variable
seliing expenses), ZA {&ET TR (fixed selling expenses), “fRAeTAE TR @32 =T
ABIR (variable general and administrative expenses), FA AR G2 AN AR (fixed
general and administrative expenses)-(F TS T LA | AWWE RO 7 AR Hafors
IS W MR FA Teom THAfTT (fixed production overhead), “ffReTE @m w5z
(variable seliing expenses), B R@&" TR (fixed selling expenses), ST TR @
L gIMIEEa UBIYR (variable general and administrative expenses), FIA TR @2 &A*AfE UABIIR
(fixed general and administrative expenses)—@sﬁl@@ 91 RCACR |

Gl A 7, A Teoime Toifaarace wiae R cmfere A N wwve w9 T |
TGS AT 7 TR omafere Te 3R Tesive S Fee I T Teee w9 TR |
% PR 72 AGhors WATe ooy I @2 T JA-AF M 2Ny 72l e |
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AfErs A AR @32 AffIeTiie I N7 afore Rt o5 I8 @32 I I7-97 Trigad

Example of product and period cost determined under absorption costing and variable costing

Example

Bowlter Corporation produces and distributes a single item. You are given below first year costs

and operating data for the product:

Manufacturing costs:

Variable per unit produced:
Direct materials

Direct labor

Variable overhead

Fixed per year

Selling and administrative costs:
Variable per unit sold

Fixed per year

TK. 11

120,000

70,000

During the year, the company produced 10,000 units, of which 8,000 were sold.

Required:

a) Assume the company employs absorption costing; calculate the unit product cost and

total period cost for the fiscal year.

b) Assume the company employs variable costing, calculate the unit product cost and total
period cost for the fiscal year. (Adapted from Managerial Accounting, 13th edition, by

Garrison, Noreen, and Brewer)

Solution

a) Product cost under absorption costing is as follows:

Per unit (TK.)
Direct materials 11
Direct labor 6
Variable manufacturing overhead 3
Fixed manufacturing overhead
(TK. 120,000 + 10,000 units) 12
Absorption costing unit product cost TK. 32
Period cost under absorption costing is as follows:
Total (TK.)
Variable selling and administrative cost
(TK. 4 per unit x 8,000 units) 32,000
Fixed selling selling and administrative cost 70,000
Absorption costing total period cost TK.
10,2000
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b) Product cost under variable costing is as follows:

Per unit (TK.)
Direct materials 11
Direct labor 6
Variable manufacturing overhead 3
Variable costing unit product cost TK. 20

Period cost under variable costing is as follows:

Total (TK.)

Fixed manufacturing overhead 120,000
Variable selling and administrative cost

(TK. 4 per unit x 8,000 units) 32,000

Fixed selling selling and administrative cost 70,000

Variable costing total period cost TK.

222,000

Tt TrRAce (Al [T’ (@, ANEF [ “@e (absorption costing method)-(® @F €FF Si°f I
(product cost) 0 51 | SpicE AfqeTe 7 A 2fe (variable costing method)-(® €& a3
sid A (unit product cost) o BT | ¥ 72 TR *feq W Aoy G A2 2= 32 Bl A A
I 72 G5 &fS A T SRR (fixed production/factory overhead) | @effe F& Tesiwe
T+if5a53 (fixed production/factory overhead)-& A& A fRoT7 @fore 2197 3 (product cost)
I Tege 4 TER, T8 Ao I8 TR smafere @2 THARIAE A5 7 (product cost)
R Teee 41 27N |

TR ANIEF A TR I&wfers ILAEE (NG FIA T (total period cost) T SoR,000 BIF | AHHE
sfieTae W R wfere ITMFR (G TN JI 233,000 5 | % 4R AR *&feq g T
IR AILFT TR 320,000 B | AR T FiRe 70= AMES A9 “@fors gl Tevima B2R—GE 20,000
BIF IR -9 TBPE T T 92 TS AT I FET TSP 41 R | T[T AT
IR “afore FRA TeAme ToARIT 320,000 G FAN A7 AR TEgE w41 TAR, 8 TE 17 T
R Teee 41 27N |

AR T T, FA T THARIAE ANES A7 “afere o7 7 o Tege 341 28 | S
AFTSTA A R “afore T B Teomme SoAEE S 7 AT TETE 41 77 | @R FIEIR
72 “afers RAfs sof I3 qIL I JI-9F TG AL T T |
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/o7 TR

Avfes I IR 2R IR TR @b e @A Seemra Y AEB
Ao 7«32 A JF-97 fSfere o195 T (product cost) NoT T2 77 | TS, e 7
T 7 AgIeA fRTRfRGETe qh afs @A Teomeg A AEB vya  AReTa 53-
a3 fefere 2197 47 (product cost) T w1 =T |

e UH AR *mfors @l el Beome 215 o Teommts A J<fEB o FeNE I8
(direct material cost), &%7% ¥X 7 (direct labor cost) @32 ST ¢ B TeAww Toifzrm
(variable and fixed manufacturing/production/factory overhead) Gl@;;_@ A W | AW,
AffaeTie 7 IR omfere @b 2R TomE wwn WA SeAmee A AR sfasae
TR, @53 &e7F G I (direct material cost), &5 ¥ T (direct labour cost) @de
ARSI oo ST (variable manufacturing overhead) T@$e 1 7 |

ANfET W IR AEfors S 7 IS SAfqeTAe [@a 1q6TNR (variable seliing expenses),
A R@w 4757 (fixed selling expenses), ARTeTAS AR @2 @*HAF FFHTZ (variable
general and administrative expenses), 3 A @Iz eAF 4F6R (fixed general and
administrative expenses)-(& @RTT | SNHE, ANET T7 TAR “@fere F& I7 I0° [
Teoma ToIfA (fixed manufacturing/production/factory overhead), “fisaae @ a6z
(variable seliing expenses), B K@ @593 (fixed selling expenses), “fASTAE AT @2
eI 4FGR (variable general and administrative expenses), J& AGRd @I AT
AR (fixed general and administrative expenses)-(& (IR |
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AiET JF ITT @32 AfRTeTae I3 A Jmfere Mo o™
“d-a.\© . ) . :

Income of absorption costing and variable costing
@ Ty

«Q T T -
o Wi I AR “afeors I7ze AN [RIAT 2Fe el e /[ |
o ARFETAE W R “Mafors aze WY KA eFe Y& SHCs AR |
o ARFETAE T IR WA e T RN rafors MAfS -9 TG *Efe e A |

fés J RO ~afore Jaze wim @t

é% Income statement used in absorption costing approach

S AR MRS (Al @, e IR I omfere Mafe #ef 58 (product cost) AfRTSTNE 7
TR 2 (At for e Ad | @3 Gifes FRe 7= B/ T AT (fixed manufacturing
overhead), AMF ANEF ¥ AR “M&fors #icf I AT oo F41 7 | *FFRF, AR 7
AFfore «3 THARRIACE A 7 AN 917 T T M I72 FIE I (period cost) G o1ef a1 =7 |
@RP YR T TR Awfere oo I (product cost)-EF T e AFCS AN, GRS ToF afors
8 T (profit)-9a3 M8 AL AFCS I | AR ANETF 7 R Mafors e o T4
CFE (@ 409 @iF A0 (income statement) IR T4 7, AT 7 AR wS fon @
iy fR7E@ (income statement) IR IR AT |

Al W IR omfore efep @ F9tw o9 @ wiw [RA J9=@ 4 [, O Fres
TGN ¥ RARfiwEag o=@ (generally accepted accounting principles) P tofd =t
27 | 9% Y RAEdAcs 217 7B 7 e AfedTa FIRRE (functions) SR o w4t =7, iafe
AT A ALEE 7P 460 Y2 Ot [ow 41 = | @ATos TeAWT I (manufacturing costs),
frolzes f[q@a @32 &= 26 (selling and administrative expenses) | SRR A ALHB FFa
AGCE QUFCE A I A TAWT I (product cost or manufacturing cost) REIGA o°f F1 77 @I
TP FA @2 Ao [T@w ¢ e mfe 4a6eE A IF (period cost) R AT T @R
fzdite @ 28 | 9 e I8 R safere gaze wim [aadia b 23 (format) ¢l 2@

Name of the company
Income Statement under the absorption costing
For the month/year ended.......

TK. TK.
Sales XXX
Less) Cost of goods sold XXX
Gross profit XXX
Less) Selling expenses
Fixed XX
Variable XX XXX

Less) Administrative expenses
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TK. TK.

Fixed XX
Variable XX XXX
Net operating profit/income XXX

sAfeTe U7 AR afere Jage wim [eadt

Income statement used in variable costing approach

AfeqeTia 7 I “afore e W RREfs Sme % Sm 9@ (income statement) <&
¥ | @R OF RREATS 2o A AEB A LG50 @B (behaviour)-«3 fofers [ow w0 @2
7z | wdfe AT WO YR O Ko I W | dewes AfReaAie 496 (variable expenses) @32
faores B 476 (fixed expenses) | ¥ WX RERA WEamoR e foRfiwEs Tfewmt
(generally accepted accounting principles) SPId &®e a1 28 71| e sfiqesaa @ e
Agfore FIze AW [AATT @b 23 (format) T 2418

Name of the company
Income Statement under the variable costing
For the month/year ended.......

TK. TK.
Sales XXX
Less) Variable expenses
Variable cost of goods sold XX
Variable selling expenses XX
Variable administrative expenses XX XX
Contribution margin XXX
Less) Fixed expenses
Fixed manufacturing overhead XX
Fixed selling expenses XX
Fixed administrative expenses XX XX
Net operating profit/income XXX

AfET 7 TR G Ao I N afere Ize wiw [ A Fafe Jre-aq Twad
Example of profit determination by income statements used in absorption costing and variable costing
e swfers a3 TR safere aee o [@adt «3g s 7 R Jafere e o Redk
M @l efedie fFoa ! (profit) T B3, ©F TR AR @ 26T |

Example

Bowlter Corporation produces and sells a single item. The following are some cost and
operating data for the product for the year 2021:

Selling price per unit TK. 50
Manufacturing costs:

Variable per unit produced:

Direct materials 11
Direct labor 6
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Variable overhead 3
Fixed per year 120,000
Selling and administrative costs:

Variable per unit sold 4
Fixed per year 70,000

During the year, the company produced 10,000 units and sold 8,000 units. There was no initial
inventory.

Required:

1. Assume the company employs absorption costing
a) Compute the unit product cost for the year.
b) Prepare a year-end income statement.
2. Assume the company employs variable costing
a) Compute the unit product cost for the year.
b) Prepare a year-end income statement. (Adapted from Managerial Accounting, 13th
edition, by Garrison, Noreen, and Brewer)

Solution

1. a) Product cost under absorption costing is as follows:

Per unit (TK.)

Direct materials 11

Direct labor 6

Variable manufacturing overhead 3
Fixed manufacturing overhead

(TK. 120,000 + 10,000 units) 12

Absorption costing unit product cost TK. 32

b) Income Statement under the absorption costing is as follows:

Bowlter Corporation
Income Statement under the absorption costing
For the year ended 31t December 2021

TK. TK.
Sales (8,000 units x TK. 50 per unit) 400,000
Less) Cost of goods sold (Note 1) 256,000
Gross profit/margin 144,000
Less) Selling and administrative expenses
Fixed 70,000
Variable (8,000 units x TK. 4 per unit) 32,000 102,000
Net operating profit/income 42,000
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Note 1: Calculation of cost of goods sold:

Cost of opening inventories TK.O
Add) Manufacturing cost for the period (10,000 units x TK. 32) 320,000
Less) Cost of closing inventories (2,000 units x TK. 32) 64,000
= Cost of goods sold 256,000

2. a) Product cost under variable costing is as follows:

Per unit (TK.)
Direct materials 11
Direct labor 6
Variable manufacturing overhead 3
Variable costing unit product cost TK. 20

b) Income Statement under the absorption costing is as follows:
Bowlter Corporation
Income Statement under the variable costing
For the year ended 31t December 2021

TK. TK.
Sales (8,000 units x TK. 50 per unit) 400,000
Less) Variable expenses
Variable cost of goods sold (Note 2) 160,000
Variable selling and administrative
expenses (8,000 units x TK. 4 per unit) 32,000 192,000
Contribution margin 208,000
Less) Fixed expenses
Fixed manufacturing overhead 120,000
Fixed selling and administrative expenses 70,000 190,000
Net operating profit/income 18,000
Note 2: Calculation of variable cost of goods sold:
Cost of opening inventories TK.O
Add) Manufacturing cost for the period (10,000 units x TK. 20) 200,000
Less) Cost of closing inventories (2,000 units x TK. 20) 40,000
= Cost of goods sold 160,000

AffeTie IR T «3e Afas 7 T afers Fdfe Jare-«3 e

Reconciliation of variable costing with absorption costing profit

qCeR TrEe [ TAR @ ANEE I AR Awhere [ [ @3 AT am o safers
S AT AT T8 20O I | TR Twraeet @ A0 @, AWEs 7 AR srafors [t Bowlter
Corporation-43 N5 #IfF61e ST (net operating profit) 22 83,000 GBI | TS 2fFaeTae 7
IR safore fafe B »fA61e T (net operating profit) 202 Sbr,000 5iF | @ 72 “afere Fafe
-9 Mg ARCER T RS R FA TeoAMT TG (fixed manufacturing overhead) |
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AT e (oI, AN T IR Aafere A Tedme Boiftam-ad @ @t Wgm ooy
(inventory)-43 W4 TBEE AT | TG T 2T ST beIl® A=W (current asset) AT ewfq
T W | w2 TARRIER T Tt g A Rew W1 26 @ @fye W (deferred expense)
T TreoitE 5af® 7™ (current asset) <M (I =T | TG SesAlre 2tad @ @ few
w3 e el T (cost of goods sold) T a1 =@, O A TesAm TARRIET oy @b @est
3@ 15 T (cost of goods sold)-aF T TTHS AT €2 IICF HaMS Q@R WET [FAATS 4T
f&oTta i RRdTs e 73 |

Bowlter Corporation-&3 Swiate (4l AR @, @D d0,000 GFF A0 TeAMT FCACR, O W)
S b,000 GFF A RGH T2 | Al @FF 17 TeAWE B Teoime ST (fixed manufacturing
overhead) @R 2 517! | @ br,000 UFF 20 RNGFA T AR, OF U< afo [Rfs 2[5 T (cost of
goods sold) 0 B!, [ Wty FA Teoime ToAfTrm 3R il wege Wit | 379 @Y 70E, B TeAme
TR IM (G 5Y,000 B (br,000 GFF X 33 51Fl) W [odice 235 M@ wiw [ezdics @
TR | IHWCF 2,000 GFF A SARIEFS AR, A OB TN TGA 7 | 9] 2,000 GFF FAAN IGA
AR T 453 &S 0 Bret Ffaet w1 zwre, A9 o TR TAMT TARIE 707 52 BT | AMAT e
stera foRite A Teoive SRR 1M (5 28,000 BIFET (,000 AFF TN TGW oA X 53 G
iR feice <95 B Tt RE@ % e Sem o @ 9t 26l oi7s f@fys 495 (deferred
expense) R 2foDitTa Tasoita 517 7™ (current asset) Tt @W*{F 41 7 |

G ARTOTA 7 A “rafers A Tevma TARR-9F =99 @IS St 7 (period cost)
g v a1 7@z | e R SeAme Soifiarm W 320,000 G afSdiTe vl qmtaw @F
fRafite <=6 PN @RI 2@ | T ANES J7 T mafers Fafe e AT g Zre
Efors IS AT 20O 38,000 BIFT (520,000 — HY,000) @H | TR, FANEF T TR *r&fere B
oo TG 38,000 BIF 236 AN I AT TECR, T N6 ARGET 7 (net operating
profit)-a3 sifasie 38,000 BIF @ |

e sfeTia I T e ANfas I3 AR Jafore it I TugEs @b 2 (format) &wie
41 RS

Format of the reconciliation of variable costing and absorption costing net operating incomes

TK.
Variable costing net operating income XXX
Add) Part of fixed manufacturing overheads in closing inventories under
absorption costing XXX
Less) Part of fixed manufacturing overheads in opening inventories under
absorption costing XXX
= Absorption costing net operating income XXX

T3 TwafX® Bowlter Corporation I3 J9% ANIEE AR 7@l @3 o= I fZo7
oo WAfs A TR sl

The reconciliation of the variable and absorption costing net operating incomes follows:
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Variable costing net operating income
Add) Part of fixed manufacturing overheads in closing
inventories under absorption costing

(2,000 units x TK.12 per unit)

Absorption costing net operating income

oo 57 8 B iR

TK.
18,000

24,000
42,000

N2 TrEd T TR @, ANET T AR G Ao 7 T smfors Fafe Jel-a3 W
JRLA ARFTS 0 | 2R FH @R g2 orEfere e JAe-aq IR T8 A[Ce AR | Fw @b
GRET TR @A TN I (@ ARERre «3 ¥R safere MAfs Ime W s @ e

Al |
a5 WS T Tesime TG AU T &OI] AfET 7 R @32 ARSI 7
3R RGFR-93 NG ¥ |  (Effect on Inventories) | TR *fere Rdfe Fib «AfwEm re-

(Relation between
Production and Sales for

3 P 7F (Relation between
Absorption and Variable Costing Net

(Production = Sales)

the Period) Operating Incomes)
Tesme = @ TG Ao SefRATS® AR | AWIET JH (NE ~arers Hare =6

(No change in inventories)

AR Sl = sAfieTaE I
*fafere fAdte 15 AT e
(Absorption costing net operating

income = Variable costing net
operating income)

Teome > @m

(Production > Sales)

Tgm A Jha AT

(Inventories increase)

AN G IR cmhere Hare w6
AP T > e 7 TR
*afere fAdte 15 ARG e

(Absorption costing net operating
income > Variable costing net
operating income)

Teoime < fJerm

(Production < Sales)

EW “Aelf &7 I

(Inventories decrease)

AefeE IN R mmfere Hdte w6
AP T < Ao 7 TR
*afere fAdte 915 ARG e

(Absorption costing net operating
income < Variable costing net
operating income)

Tolta (G T0o 3 AN @, afSviT @ oAfamiet ooy T Fea @92 I AU “AfFie sy e
J(E, O TGW AN (@I 2R 27 7, WA= FAAT @ 2Af 0T *7 (o) | CITH@ ANEF -
2117 srafere Mafe N5 ARBER T WL sfiase a1 o Jafors afe o «if o Hw T
7@ | g 3 Seomea Afewie e sifasres om @ 7w, oiReE Tgm AR s 3 s, e
AN Tem oA AR I A | R ANl IR TR cmafere [dfe N6 #Afvew A

3G Ao
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Ao I T srwfors Fafe 5 «Afwem e 2t @ 2@ | S, I Seomas Al
R (AT T =W, SIRCA AN TG AR AT JF #4103 | Tt AfeT I A7 “rafors Fafe T6
ARG I sAfasTNe 7 T Awfere Fafe T6 ARbE e 20 I3 20 |

/o7 TeReE:

Afes T R AEfere afedTm Jw Fiew o @ o [ e F9 =, O e
TGO J2e oTRfeatTa ST (generally accepted accounting principles) SRR tofd
A W | 9% W7 [Efice 2id7 F<E2 Ao qace afediea S (functions) SPIE BeoiWe =
(manufacturing costs), €32 @ @ &= =6 (selling and administrative expenses) €% 12
itel [Roe 33 ML =Y |

AT 7 AR Tafore Jaze W [FIats Twe safe =@ [{Eat (income statement) &1
¥, [ FREGATSIT ﬁa@ foTRfeeitTa o= (generally accepted accounting principles) SR
oFe I W | @2 Y [RATS A M ALEHB 7 4q50 @A (behaviour)-@3 fofere
AfSTAE 25 (variable expenses) @3 FA 2T (fixed expenses) 92 Y2 Ot Ke& FF !
_F |

e R IR Aafere Mt swre @ sfaeTaie 7 17 safere Mafs s@re i @re z0e
AR | 2 TAMCTR ARSI 79 2l RFE@ AN 709, O TN w2/ TR %7 (0); T
TfET I R Aafere [afe o Afmem M @3 AfkeTie 7 o mfers [afe |6
ARG A AN 70T | T8 #Ao) T #Af7siiel 339 o) ReF@d @ @ 0@, ©49 A=A Tgm
oo “ifiwie 3 #I13; T Afes IW IR mafers fdfe 5 «fRwrm g AfaeTe a7 o
afsre Mdfe N ARGE e 20e @M 2@ | AFRE, 24 TeoAMeTa “Afqwet 72 2oy Re@a e
T FCE, ©4F AT ew AR AR & #{103; T Afes ¥ e smafors Fdfe 6 Afkwem
A AAfeTAe 8 IR Aafere Mafe 5 AfvEs T 20 I 2@ |
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AT 32 AffqoTae I RRoT9-a7 2N, FRer @32 SPREPTR

Differences, advanatges and disadvantages of absoption and variable costing

*{I5-a.8

@ Sy
«Q 215 I -
o ST IN IR G AfTOTA I FRAR-GF N AIRIFTTIR 90T FACS I |
o AieT A AR % F[UPTIR TS AR |
o e WA AR Amfon SPAUPTIR QTS S |
o ARTOTA I AR “afod RUPTIR TFCS SR |
o ARTOTAI I AR o SPIRYPTR SIS AR |
AT T N IR RESTA 57 T3 T ALFPRR
Differences between absoption costing and variable costing
e T AT @32 ofFasTia 7 o 2/fe e Sesims TF (manufacturing cost) e 16

for 3w IR &S | o3 @] qfb R ~m&fe aah Siasha fem T 37 AAfeezs | @3 afevm 76
FAFOR GFR Y IR FACO AT | OCF Ol JIRC Soorey fo1 | 1R 1R T sfmfor Mgy S

A1y Fmrse, 31 few Sz s =

AT &9

Aies 7 o

AfqaeTae a7 A9

5) ALE

AwiegE [ O™ = IOl
foRfi@Eer a3sb  mEfe @
Teomea A ALHE AT SRS
I 3 FA JR-97 fofere wop I¥
(product cost) & w1 27 |

ANfee  TW ORI = FIEA
foRikEre a3 T @A
TeAmTTR AN} AR wEE  AfRIOTAA
JT-97 fofar® 21 I (product cost)
o s =27 |

SES

W% T TR & &ors FHNER I,
gerF WW JA R Ao ¢ A
TeoAme SR oitera Besim 295 MA@

pd

RPS (I |

W% A IR “mafs eorF IO I,
erF WW PH G2 ARSI S
TARIR ot Teotme 46 [ Tege
I |

9) JIRE

afevia IfRgy TR, A8
IR, B TGN,
ffeeRee Tfas 7 IR e
IR A TS |

ECIGE! TorEae J[IBIBA
Afeqemie I TR mafe e I
T |

8) ST
e

e T TR ~Mwo TeAme 46 3R
A 9@ FRemTeR =S RoRkeT
iferen accepted
accounting principles) S99 S|

(generally

AfRaoTAE JA AR ~afs ToAma 7
@R E @ RETeE ¥
feTafes Sifowe (generally accepted
accounting principles) SRS 1

3G Ao
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fRfa (arem) e

AT &9

Aies 7 o

AfqaeTae a7 A9

¢) Prae
&R AIS!

g I R Tmts  afeRIeR
FIZFNNE Prae axed el IR
T IR P ared ST @ e
©Y-T{T6 AEH, ©F ©3 I K &S
0 SAleA T |

qz W I cmte  afewras
FIZAFNE Prae ez TRl I |
I e &z T @ AFE ©-
THlle er@ieE, ©f @3 I3 AN &l 70o
el T |

v) afetava
tefq

@R A TR oafe afedieTa e JEE
AMReB  oIFNT THAwm &forams
(report) (o3 I AT |

9% T R *mafe afepias e
TFAR TATAN @f St (report) ot
I |

) T/ GR T TR e AhT @A N | 9% FF (AR AwS AT Sl S |

S A | R e 9 Y 6l w0 A | o8 @ M, T Rew @ (sales

e revenue) (AGF ALET sAfeTE qH

Rl 0 s T |

v) e[ fee s g3 T 3 QoK | [ere s go-3ad T 29 o
TR e J AREE, ©f [RaF | FER edw I odAfawm, of Ref w4
GTHCG T4 | GTHCG AN |

) Tgn ¥R F R “Mwfere Mare Sem ~td | 1R I¥ IR A&rers @are wgm =i

MA | 0 ~Rom I8 IR “mafore afe | &7 i I8 TR ~mafore afe sgm
TGN AT o7 AT (@ ZF | PR R | AHH T AT I A | FIRY 9] I
TR IR 21l Atea Besime 295 ety | o Aafs werg Sestme <436 [t Zid
A T Toftamce wREE I | Teoivd Softate weee e A |
T |

AfE A BT Awfen R4

Advantages of absoption costing

e A TR simfor Sfoeim [l wite, T fAFa=3

5) T o T 9% (accurate product cost): TNfET T AR “&wfore Teomiam AN ALED et
A 9 ARRSTNT JF @ IR SN A 7 [T w1 77 | 912 [T Tesmw i wfien
AT 0T T A T |

) TEW MR AR IR (accurate valuation of inventories): YR I IR “&fere @RD
Teomea AN ALEB T A @2 ARSI TLoAM JH-GF AN N S T 7 w4
2, OIR SIS e Ao o Ao Fufad w1 =7 |

3G Ao
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©) PF afStaWw (accurate report): €2 A AR @fere @ w@fdF afSw@me (financial report)
cofd T =W, ©f TGO RS foiRfieEad Mo (generally accepted accounting
principles) SIFPITE 41 2 | ©I% Cofigpe wifes afstamaomz [fen afkeg %, @@=s F9 T,
RN, sheTmR-97 56 afsFrog ey |

8) oitaa AT ww f4fad (accurate pricing of product): FNfaT T AR mfere @Re i
AR 2 T 7 o8 91 27, TR @2 I Bof7 fofe e sivea w1l wm Fafaet s
A Y |

e T AR “afoa SERepR
Disadvanatages of absoption costing

TNfET 7 TR orafeq sfesm g A Ares 3w @ifFg Wiy “f@fee 77| @3 97 foe
“fafoq PO (Nfere SPIRLPTIR e Srard 1 Te |

3) A= TG A TR SF (unable to evaluate profitability): Afes I TR 2@t
AfBTT A e THTO] TR TEF T | IR 9% JW R cwiore g TeAma
TARRIACE 7T I (product cost)-4 TVEE T T, T TAWMER AR AR @F T @ IR
sifasier Seifaafss A |

}) Fai® @zt FFE T (not supportive of decision making): (TP U2 *f&fers FA @
ARISTAIT A TLAMT FACE AF T [T TSP 41 =W, O €3 2Mafe ARSI JIZATR
&g ez qae I ARTE Qomw, @NFe ICTH AT, 2o (ofF, Topif ¢Fig 2 72 =7 |

©) @fETTE (confusing): e I TR ~m@fore 747 @3 afepm m [RF@A (income
statement) (ofF 951, ©f SIS (@R R €2 TR0 TRONL PTIA TAZIH 1[I T4
S ACF | R ESre TU A Teomea ofiwe Rems wemim @ 2w, eowE afediem
TR ofame @ amfe 2@ | IR @ SAfma 20y wkiEs A A ANAN Tom ooy AL FD@
TeAme Soifaarm-aa e Refye <9 o el Saeita M =1 | T Sesive 3 AEhe
26 Wes TN [FEACe ©f T @@ IR TER ARG @ Aw, G @fers aq 21
2ARSHIR AR “Afiet e Srei=prasa st tofd 03 o |

8) JA-~ifamd-q T Rraret AYFF 7 (not supportive of CVP analysis): AT IF AR “m@fox
TR @O AW [RAAACe ) AfEB 4ap0e o8 @ @AE 2, ©F JF-2fqd-yeret [osaea
HRRF T | IR GF-ATT -1 Resraees oy 766 19606 A 3R AR 235 o1 [ow
T A, A AES T A Awfore weiEs |

TS IR R ~afoq FRAPTR
Advantages of variable costing

AfiqeTia I TR afe afedme weredd IaBeFNed Wb @b Twiem Ix o oS |
I Ot [fen Ao, [ 63 2RFsm gz @3 P azeel 871 IRE I AR | G
A TR “rafed ez W FACwest 9 31 76 |
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)

)

8)

@)

)

)

- e TS (supportive of CVP analysis): “fiasTaiie 77 f2119-93 SIQC
oFe S e SI¥ fGAW (income statement) JF-#AfFTA-FAF (cost-volume-profit)
Carte STRIFS | (1 - AR KSR &) (X 4R ©Y-8{T8 ST, ©f S &
o7 el =ee T e AF |

TFR B @I &S TR (no impact on profit): “RTeTAE 7 IR Awfere AT Sew
YR ZH-JMa TO0 TR T TR @1 o At 1| welfe 3 wwpie e K e
AF, @3 G &, (product price) TF P (cost structure), e fd (sales mix),
oy, SIReE AN Jgm At wifd AR @IS 9, Rerwa ghi-gfaa w0 TR W\ gi-3a
00 |

ARRSTAIe Besiww ¥F5 (variable production cost): IIFIFNT ATHZ W IR AfS «F
SR TRAM 5 AAfFTeTA | g Twfes 7 R wiere 311 A@ey 97 | @l ANES 77
TR smfors Beoma 2 ofiqeaie «3e A IT-97 TG ToAime - [y Far =W |
AR, ARSI 7 AR rafore Tesme 7 [Foi@m Seomme ALED @ oo TR 7 T8gE
A 7 KT AfS @ Ao Tesime 275 ARSI 27 |

I AFTEN QIFT ¢ Praw Ay AEE (supportive of effective planning and decision
making): “fReTe 7 TR ~afe e AfRTaa Qomw ¢ Frare azra Taen [fen @
©Y-BHIG GIFAIE TR FCa S | AT ©-TAIST AR AfSDIeR GagIoeeldl Fadat
ARTEA Q9T @ e &R I ACE | (@3 Tor GO Fo, Tod /o) T Pras @z,
@ =7 fdfaa, Tonifn ova wfieaaie I8 TR afs FagI=mite TRl el FE AT |

e TRt (facilitate in controlling): “RelE J7 R ~mfers agege wm [@ad
(income statement) &fSPItaR IBFT AT (Fe@ T FR@A | IS JIPFT @I
eifsda & B standard cost, flexible budget (o I AT, [ tofre AfRTOTAT 7
R s ARl T AT |

I e TENS! {TEEe FQEE (supportive of profitability analysis): “ReTAE 7 N9
(O (@ 7P oY-Bre “fheq I, o fefere afsh »ta, @er, I fen [et a1 Tefie
I SASCTF TS FZCL, 07 1 T |

FRERIG (understandable): “RTSTAs 7 IR &fere @ w@ [T age 301 =7, O
S e SF FEd 7 7@ | 9] O {RERdA IR 6 3[7R RS @9 [UR oiwd
fJfen am@eE T IR JIT I AT |

Disadvanatages of variable costing

sfireTae 7 R el smfem geat srge 27 Ffos@ srifat v, 2 fmmsts
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)

)

8)

= BAMA T (inaccurate production cost): “fFeTAE J7 IR ~@fore TR ToAma
TARTACE A o 25 Mol STege a1 28 1 | FA ToAwe SoAfmm Seoimea A At
TT® 26T MGE IE TV LA00d TBHE | A0 AWIES | ©1R sAfqaeaae 7 o
ST TS ATeia T 436 &F© =AW 46 o1 T =¥ R4 I3[ Aol e ey
WA |

HHIS HIF (inaccurate profit): GG IR Ao a1 e 3R @3 AfTeTie « 13
ol Roe 391 77 8T T | WRE AWM gP1-3ad T ARIoTIE JER ANATSS 70
-3 THCa, TR FRCH@ ST T/-8 S AMF | OIR AffqeTaa I8 R ~mafere e et
@HYS RCS AT |

I SIS (less acceptability): 9% “whore Fie o [ T FFoFad 6
SR e AfoRinTa IReZ TFm 6 W @RSl (R 1 (@we RN,
CRIRCRITE, F9 I9~0Fa 50 ¥R T3 IR 2@l oy 78 | I TR FRENAeE 2o
TR MeT@ (generally accepted accounting principles)-&F SRt T 1 |

Tem  ATGA @f?{@ EOIRS (inaccurate inventory valuation): «3 JT IR “afore @R
TAMTTR L ALEE A A @32 ARTSTAT AW JH-9F ANGR AN SAW 7 N7

2 I, OIR A oW AR o eI fNfact w1 27 =1 |

/o7 TeRe:

TNfET T TR @32 AfRTSTNe 7 9 ffs 2taa $eoims TF (manufacturing cost) fe@a
v fon I IR -l | o@ 3 qfb TR s o3 amsha es 71 e ofisms | o3 h
afoBm 7 ~&feR a2 MY IJIRW FACO #IItF | O OIvd IR Sy fom | @R 7R oIk
HEeF W TS JN, JIRW, APTe Nfeure, Frars azra ToA@iaTet, gm e F&p fafaet o
AT el W SA1 i |

e T AR afeq Fhoom R @iz | @ws (3) T ABS A 7 [oR v A () T
TG AN AT & T I AT () T AN AT WiN [T I A @3 (8) 27 AR
T AfStame aE® T AT |

TfeT I8 A Aafen Ffosm ARd A Arge T3 @ifFg wrRd sifieftes 28 | @@ (5) T2
A e STES] EACT E; () 32 P R RIS T (9) R AFRers Fe o aad
(income statement) REETTE W32 TR TSR B0 THFI# 1 G TR 519 A3 G2
(8) T F-Afzel-sIw! Rrsraet 7S 97 |

AfqeTie 7 TR Jafe afeditn Seredid IIBFNeT oo b Tiem 7 TR s |
AT S e e, Ry I AfRssm ada @32 P azedt 321 927 IR A |
2 ¥ IR ~mafeq Ffesm 4 @ite | @3 (5) T IJA-AAfe-are [ 728s; () @3
FAOTS T TGA AN JF-J(@ 601 JAIFR ToF T (I &SR #[TE I3 (0) ¥R afere Fare
Teome I AReTAE; (8) T IR HAfTE adFe ¢ Frare ez TR (¢) 2 afSdi
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IR FHFCR (@ WK IR (V) 2R, (@FOR, IPNER [foq [oel 1 TSHEa
A SGCTR THT] RTsaet T2S; €32 (Q) TZ JIZRFMEAR 75 43R HREAIG |

AfeTAE T IR swfel swidm zeal Args 3TIF Ihoom orfRdl we | @ws (5) &
TAWE TR BRAMR AN SR TGS 26 Age IF TAMH 063 Tp® 7 I fFdfe
A W FH R0 A () 6 IJRCE AR R @3 et ¥ 1R onet [{oe w1
7 e T8 Ry @2 I IR ~mafers [{dfs @ @hye 20e =it (0) T TREATeg e
foTRisitTa Aifex@ (generally accepted accounting principles)-& Spd F@ a1 R4
afeDIa IfRsy Mot 6 T ARATNTS! (%; (8) @R ~G(ore AN Tgw AN I+
Ao Fdfad w1 = =
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Problems and solutions relating to absorption costing and variable costing

@ v
Q AT T SHAf-
o ANET A RN W2 RIS 7 7R e [{7fSn 4ata AT AN FA0O A |

E% e 7 IR @3 ~AfTeTaie 7 TR Aewre LR sffafes wwent

Mathematical problems with solutions related to absorption costing and variable costing
Exercise 1:
Hawler Company produces and sells a single item. During the first year of operation, the
following expenses were:

Variable costs per unit: TK.
Manufacturing:

Direct materials 6

Direct labor 9

Variable manufacturing overhead 3

Variable selling and administrative overhead 4
Fixed costs per year:

Fixed manufacturing overhead 300,000

Fixed selling and administrative overhead 190,000

The company produced 25,000 units and sold 20,000 units during the year. The company's
product is priced at TK. 50 per unit.

Required:

a) Assume that the company employs absorption costing:
(i) Calculate per unit cost of the product.
(ii) Construct a year-end income statement.

b) Assume that the company employs variable costing:
(i) Calculate the unit product cost.
(ii) Construct a year-end income statement. (Adapted from Managerial Accounting, 13th

edition, by Garrison, Noreen, and Brewer)

Solution

a(i) The unit product cost under absorption costing is as follows:

Direct materials
Direct labor
Variable manufacturing overhead

|—I
w o o |~
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Total variable costs 18
Fixed manufacturing overhead
(TK.300,000 + 25,000 units) 12
Absorption costing unit product cost 30
a(ii)
Hawler Company
Income statement under absorption costing
For the year ended......................
TK. TK.
Sales (20,000 units x TK. 50 per unit) 1,000,000
Less) Cost of goods sold (Note 1) 600,000
= @ross margin 400,000
Less) Selling and administrative expenses
Fixed 190,000
Variable (20,000 units x TK. 4 per unit) 80,000 270,000
= Net operating income 130,000
Note 1: Calculation of cost of goods sold:
Cost of opening inventories TK.O
Add) Manufacturing cost for the period
(25,000 units x TK. 30 per unit) 750,000
Less) Cost of closing inventories
(5,000 units of closing inventories x TK. 30 per unit) 150,000
= Cost of goods sold 600,000
b(i) The unit product cost under variable costing is as follows:
TK.
Direct materials 6
Direct labor 9
Variable manufacturing overhead 3
Variable costing unit product cost 18
b(ii)
Hawler Company
Income statement under variable costing
For the year ended......................
TK. TK.
Sales (20,000 units x TK. 50 per unit) 1,000,000
Less) Variable expenses:
Variable cost of goods sold (Note 2) 360,000
Variable selling and administrative expense 80,000 440,000
= Contribution margin 560,000
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Less) Fixed expenses:

Fixed manufacturing overhead 300,000
Fixed selling and administrative expense 190,000 490,000
= Net operating income 70,000

Note 2: Calculation of cost of goods sold:

Cost of opening inventories TK.O
Add) Manufacturing cost for the period
(25,000 units x TK. 18 per unit) 450,000
Less) Cost of closing inventories
(5,000 units of closing inventories x TK. 18 per unit) 90,000
= Cost of goods sold 360,000

Exercise 2:
The first year of MKT Company's operations has just come to a close. The following is the
company's annual absorption costing income statement:

MKT Company
Income Statement under absorption costing

TK.
Sales (35,000 units x TK. 25 per unit) 875,000
Cost of goods sold (35,000 units x TK. 16 per (560,000)
unit)
Gross margin 315,000
Selling and administrative expenses (280,000)
Net operating income 35,000

Selling and administrative expenses for the company total TK. 210,000 per year in fixed
expenses and TK. 2 per unit sold in variable expenses. The above-mentioned TK. 16 per unit
product cost is calculated as follows:

TK.
Direct materials 5
Direct labor 6
Variable manufacturing overhead 1
Fixed manufacturing overhead
(TK. 160,000 + 40,000 units) 4
Absorption costing unit product cost 16

Required:
a) Construct the income statement for the company in the contribution format, using
variable costing.
b) Reconcile any differences in net operating income between your variable costing
income statement and the absorption costing income statement above. (Adapted from
Managerial Accounting, 13th edition, by Garrison, Noreen, and Brewer)
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Solution
a)
MKT Company
Contribution format income statement under variable costing
For the year ended......................
TK. TK.
Sales (35,000 units x TK. 25 per unit) 875,000
Less) Variable expenses:
Variable cost of goods sold (Note 1) 420,000
Variable selling and administrative expense
(35,000 units x TK. 2 per unit) 70,000 490,000
= Contribution margin 385,000
Less) Fixed expenses:
Fixed manufacturing overhead 160,000
Fixed selling and administrative expense 210,000 370,000
= Net operating income 15,000
Note 1: Calculation of cost of goods sold:
Cost of opening inventories TK.O
Add) Manufacturing cost for the period
(40,000 units x TK. 12 per unit- Note 2) 480,000
Less) Cost of closing inventories
(5,000 units of closing inventories x TK. 12 per unit) 60,000
= Cost of goods sold 420,000

Note 2: Calculation of per unit product cost under variable costing:

TK.
Direct materials 5
Direct labor 6
Variable manufacturing overhead 1
Variable costing unit product cost 12
b)
The reconciliation of the variable and absorption costing net operating income is given below:
TK.
Variable costing net operating income 15,000
Add) Part of fixed manufacturing overheads carried in closing inventories
under absorption costing (5,000 units of closing inventories x TK. 4
per unit fixed manufacturing overhead) 20,000
= Absorption costing net operating income 35,000
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Exercise 3:
Monson Incororation sells only one product: a handmade specialty barbecue grill for TK. 210.
The following information pertains to last year's operations:

Units in beginning inventory 0
Units produced 20,000
Units sold 19,000
Units in ending inventory 1,000
Variable costs per unit: TK.
Direct materials 50
Direct labor 80
Variable manufacturing overhead 20
Variable selling and administrative 10
Total variable cost per unit 160
Fixed costs:
Fixed manufacturing overhead 700,000
Fixed selling and administrative 285,000
Total fixed costs 985,000

Required:
a) Assume that the company employs variable costing. Calcuate the unit product cost for
one barbecue grill.
b) Assume that the company employs variable costing. Construct a year-end income
statement in contribution format.
c) How many barbecue grills must be sold for the business to break even? (Adapted from
Managerial Accounting, 13th edition, by Garrison, Noreen, and Brewer)

Solution

a) Calculation of per unit product cost under variable costing:

TK.
Direct materials 50
Direct labor 80
Variable manufacturing overhead 20
Variable costing unit product cost 150

b)
Monson Incororation
Contribution format income statement under variable costing
For the year ended......................

TK. TK.
Sales (19,000 units x TK. 210 per unit) 3,990,000

ZTfG Mo BRI
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Less) Variable expenses:
Variable cost of goods sold (Note)
Variable selling and administrative expense
(19,000 units x TK. 10 per unit)

fRfa (arem) e

2,850,000

190,000 3,040,000

= Contribution margin 950,000
Less) Fixed expenses:
Fixed manufacturing overhead 700,000
Fixed selling and administrative expense 285,000 985,000
= Net operating loss (35,000)
Note: Calculation of cost of goods sold:
Cost of opening inventories TK. O
Add) Manufacturing cost for the period
(20,000 units x TK. 150 per unit- Note 2) 30,00,000
Less) Cost of closing inventories
(1,000 units of closing inventories x TK. 150 per unit) 150,000
= Cost of goods sold 2,850,000
. . Total fixed expenses
c) Break-even sales in units = = — — :
Unit contribution margin
Here, total fixed expenses =
Fixed manufacturing overhead 700,000
Fixed selling and administrative expense 285,000
985,000

Unit contribution margin = Total contribution margin + total units sold

TK. 950,000 + 19,000 = TK. 50 per unit

TE.250,000

Therefore, break-even sales in units = = ————— = 19,700 units
TE.50

Exercise 4:

ABC Inccorporation manufactures wallets. Information for the financial year ended 31

December 2021 is given below.

Units in opening inventories
Units produced during the year

Units in closing inventories

The following costs incurred for the period.
Direct materials

Direct labor

3G Ao

3,000
22,000
4,000

TK. 16,100
22,000
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Variable manufacturing overheads 11,000
Fixed manufacturing overheads 13,200
Total manufacturing cost 62,300
Variable selling & administrative expenses 4,400
Fixed selling & administrative expenses 10,000

With fixed manufacturing overhead of TK.1,500, the total cost of opening inventories is TK.
7,500. The wallets are available for TK. 4.5 each.

Required:

Calculate absorption costing net income and reconcile it with variable costing net income,
which comes out to TK. 20,727. (Adapted from Managerial Accounting, 13th edition, by
Garrison, Noreen, and Brewer)

Solution
ABC Incorporation
Income Statement under the absorption costing
For the year ended 315 December 2021
TK. TK.
Sales (21,000 units x TK. 4.50 per unit) (Note 1) 94,500
Less) Cost of goods sold (Note 2) 58,473
Gross profit/margin 36,027
Less) Selling and administrative expenses

Fixed 10,000
Variable 4,400 14,400
Net operating profit/income 21,627

The reconciliation of the variable and absorption costing net operating income is given felow:

TK.
Variable costing net operating income 20,727
Add) Part of fixed manufacturing overheads carried in closing inventories
under absorption costing (4,000 units of closing inventories x TK. 0.60
per unit fixed manufacturing overhead) 2,400
Less) Part of fixed manufacturing overheads in opening inventories (3,000
units of opening inventories x TK. 0.50 per unit fixed manufacturing

overhead) 1,500
= Absorption costing net operating income 21,627
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Note 1: Calculation of units sold:

Units in opening inventories 3,000

Add) Units produced during the year 22,000
Less) Units in closing inventories 4,000
= Units sold during the year 21,000

Note 2: Calculation of cost of goods sold:

Cost of opening inventories TK. 7,500
Add) Manufacturing cost for the period 62,300
Less) Cost of closing inventories

(TK. 62,300 manufacturing costs + 22,000 units of total

production) x 4,000 units of closing inventories) 11,327
= Cost of goods sold 58,473

Note 3: Calculation of per unit fixed manufacturing overhead:
Total fixed overheads for the year =TK. 13,200
Total number of production for the year = 22,000 units
Therefore, per unit fixed manufacturing overhead = TK. 13,200 + 22,000 units = TK. 0.60

Note 4: Calculation of per unit fixed manufacturing overhead included in the opening
inventories:

Total fixed overheads included in the opening inventories =TK. 1,500
Total number of opening inventories = 3000 units

Therefore, per unit fixed manufacturing overhead included in the opening inventories =
TK. 1,500 + 3,000 units = TK. 0.50
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29.

5o Y e ! A2 (What is meant by product cost?)
JIEE T IECS B A2 (What is meant by period cost?)
AN P G2 FA FI-AF N0 [ "ﬁw el P | (Describe the differences between

product cost and period cost.)

oA SRR FETCe [ 2 oM TAAIR-97 @ difIoter e FF2 (What is meant by
production overhead? Discuss the classification of production overhead.)

A 7 IR qeT0e B AW ANET I AR 2afors Ao G- @92 I J- FoF Awfs et
% | (What is meant by absorption costing. State the calculation procedure of product cost
and period cost under absorption costing.)

AfFTeTaE I R F@ce I @RI AfTeTE I¥ R omere A W 93 I 7 [l
&S I FE | (What is meant by variable costing. State the calculation procedure of
product cost and period cost under variable costing.)

B TAME TARIRCSE AT T AwOre AN AT G2 ARSI GH IR orwfore T I
N Afeifee a7 @ifEFel A %1 (Explain the rationality of the inclusion of fixed
production overhead in the product cost under absorption costing and in the period cost
under variable costing.)

ANfET T AR smafere Jaze W [T aFe & I9 T | (State the preparation
procedure of income statement under absorption costing.)

AT T AR “wfore ame wm [adia age Qe I9 5% | (State the preparation
procedure of income statement under variable costing.)

e T AR @3 Ao T R safere Mafe JErr-«3 Fxga afe q9q! 3 | (State
the reconciliation method of profits calculated under absorption costing and variable
costing.)

ANfES TH IR @32 AT 7 A7 Aafere Mafe Jw-«3 T JRL AP R I
P9 | (Explain the reasons for having differences in profits calculated under absorption

costing and variable costing. )

AT 7 IR @3 AT I8 fRoTk-9a T Re ALFPTR 39041 %64 | (Describe the

differences between absorption costing and variable costing.)

ANfeE W AR cwfen ARq 8 SPfQUPTR A9l I | (State the advanatges and

disadvantages of absorption costing.)



38. AT IH IR ~mfoa AR @32 SPIILPTR I991 F% | (State the advanatges and

disadvantages of variable costing.)

3¢. Jahid Company produces and sells a single product. The following expenses were incurred in

the first year of business:

Variable costs per unit:
Manufacturing:
Direct materials
Direct labor
Variable manufacturing overhead
Variable selling and administrative overhead
Fixed costs per year:
Fixed manufacturing overhead
Fixed selling and administrative

The company produced 30,000 units during the year and sold 25,000 units.

the company is priced at TK. 70 per unit.

Required:

a) Assume that the company employs absorption costing:

(i) Calculate the unit product cost.
(ii) Prepare a year-end income statement.

b) Assume that the company employs variable costing:
(i) Calculate the unit product cost.

TK.

400,000
200,000

The product sold by

(i) Prepare a year-end income statement. (Adapted from Managerial Accounting, 13th

edition, by Garrison, Noreen, and Brewer)

S, Recently, Alpha Company finished its first year of operations. The following is the company's

annual absorption costing income statement:
Alpha Company

Income Statement under absoption costing
TK.
Sales (30,000 units x TK. 35 per unit) 1050,000
Cost of goods sold (30,000 units x TK. 20 per (600,000)
unit)

Gross margin 450,000
Selling and administrative expenses (300,000)

Net operating income 150,000



The company's selling and administrative expenses total TK. 300,000 per year, with variable
expenses of TK. 5 per unit sold. The above-mentioned TK. 20 per unit product cost is calculated

as follows:
TK.
Direct materials 6
Direct labor 6
Variable manufacturing overhead 2
Fixed manufacturing overhead
(TK. 240,000 + 40,000 units) 6
Absorption costing unit product cost 20
Required:

a) Prepare company’s income statement in the contribution format.

b) Reconcile any difference between the net operating income on your variable costing
income statement and the net operating income on the absorption costing income
statement above. (Adapted from Managerial Accounting, 13th edition, by Garrison,
Noreen, and Brewer)

sa. Hyke Incororation produces a single product—a handmade specialty barbecue grill that it
sells for TK. 300. Data for last year’s operations follow:

Units in beginning inventory 0
Units produced 30,000
Units sold 25,000
Units in ending inventory 5,000
Variable costs per unit: TK.
Direct materials 60
Direct labor 70
Variable manufacturing overhead 30
Variable selling and administrative 20
Total variable cost per unit 180
Fixed costs:
Fixed manufacturing overhead 800,000
Fixed selling and administrative overhead 290,000

Total fixed costs 1090,000



Required:
a) Assume that the company employs variable costing. Calculate the unit product cost for
one barbecue grill.
b) Assume that the company employs variable costing. Prepare a year-end contribution
format income statement.
c¢) What number of barbecue grills must be sold before the business break even? (Adapted
from Managerial Accounting, 13th edition, by Garrison, Noreen, and Brewer)

St. XYZ Inccorporation manufactures wallets. Information for the financial year ended 31
December 2020 is given below.

Units in opening inventories 2,000
Units produced during the year 24,000
Units in closing inventories 5,000

The following costs incurred for the period.

Direct materials TK.18,000
Direct labor 23,000
Variable manufacturing overheads 13,000
Fixed manufacturing overheads 15,000
Total manufacturing cost 69,000
Variable selling & administrative expenses 5,000
Fixed selling & administrative expenses 12,000

The total cost of opening inventories is TK. 10,500, with a fixed manufacturing overhead of TK.
2,500. The wallets are available for purchase of TK. 6.0.

Required:

a) Calculate per unit product cost and net income for the year using absorption costing.
b) Calculate per unit product cost and net income for the year using variable costing.
c) Reconcile the variable costing and absorption costing net operating incomes. (Adapted
from Managerial Accounting, 13th edition, by Garrison, Noreen, and Brewer)



