Marginal Costing

Marginal Cost means Cost of Producing an Additional Unit (cost of producing one extra unit).
 e.g.:- Cost of Producing 100 Units =    ₹ 1000
	   Cost of Producing 101 Units = ₹ 1100
		Marginal Cost   	         =  ₹ 100

Total Cost Consist with:- 
	
A) Variable Cost (Product Cost)		           B) Fixed Cost (Period Cost)


Fixed Cost in Totality Remains the Same.
 e.g.:- Factory Rent is a Fixed Cost (Period Cost) i.e. whether there will be a Production of 1 unit or 1000 units, the Rent is Fixed. So Fixed Cost have less importance in decision making..
 Variable Cost in Totality Changes but Variable Cost per unit remains same.
 e.g.:- If Variable Cost per unit is ₹ 5 (variable cost p.u. remains same)
          Then for 1 unit Variable Cost = 1 unit     x  ₹ 5 p.u. = ₹ 5
	for 10 units Variable Cost      = 10 units  x  ₹ 5 p.u. = ₹ 50
	for 50 units Variable Cost      = 50 units  x  ₹ 5 p.u. = ₹ 250


Sales in Totality Changes but Sales per unit remains same.
 Variable Cost in Totality changes with extra units produced. If Units produced increases then Variable Cost in Totality also increases and vice versa. But Variable Cost per unit will remains same. Thus, Variable Cost have more importance in decision making.
 That is why Marginal Costing is affected by Variable Cost itself which is important for decision making.


What is Marginal Costing ?:- Marginal Costing is The Ascertainment of Marginal Cost by Differentiating between Fixed Costs and Variable Cost.
 Marginal Costing is also the Ascertainment of the Effect on Profit due to changes in the Volume and Type of Output.
 Therefore, In Marginal Costing Only Variable Costs are Considered for Product Costing and Inventory Valuation.

Steps in calculating profit in Marginal Costing:
	NO       
	PARTICULARS                                                                                                 
	RS.

	1
	SALES
	

	2
	LESS: VARIABLE COST
	

	3
	CONTRIBUTION
	

	4
	LESS: FIXED COST
	

	5
	PROFIT
	



Equation :
Sales – Variable Cost = Contribution = Fixed Cost + Profit

I)   What is contribution??
· Its Important concept in marginal costing
· Contribution = Sales – Variable Cost
· It is profit before adjusting Fixed Cost
· Its known as Contribution because it contributes towards recovery of fixed cost & profit
· Its equal to Fixed cost at Break even point 

Example 
Q1. Find contribution 
Sales= Rs 50,000 ;   Variable cost = Rs 30,000;        Fixed Cost = 10,000
	Sales
	

	Less Variable Cost
	

	Contribution
	

	Less Fixed Cost
	

	Profit
	




II) Profit /Volume Ratio
This is popularly known as P/V Ratio, It expresses the relationship between contribution and sales. It is also known as contribution to sales ratio. It is expressed
in percentage

P/V Ratio = 
If Contribution is not given , P/V ratio can also be calculated by, 

· P/V ratio is the indicator of the rate at which the organisation is earning profit
· Higher P/V ratio indicates Higher profitability & vice versa.

Example 
Q2. Find P/V ratio from the following information
Sales= Rs 50,000 ;   Variable cost = Rs 30,000;        Fixed Cost = 10,000


III) Break Even Analysis
An enterprise must operate beyond the break even point, otherwise it will surfer loss. Break-even point is a level of production and sales, where

- There is no profit or no loss,
- Total sales and total cost is the same,
- Contribution equals fixed cost.

Break-even point may be expressed in terms of number of units or Rupees of sales or percentage of capacity operation.  It is an analysis that can be used to determine the probable profit at any level of operation

BEP ( Break even point ) can be calculated in terms of unit or value

BEP ( Units) =  


BEP (Rs)      =   

Example 
Q3. Calculate Break even point form the following Information
Sales= Rs 50,000 ;   Variable cost = Rs 30,000;        Fixed Cost = 10,000;
No of units sold = 10,000 units
Solution

	Particulars
	
	
	Amount
	CPU

	Sales
	
	
	
	

	Less VC
	
	
	
	

	Contri
	
	
	
	

	Less FC
	
	
	
	

	Profit
	
	
	
	




IV) Margin of Safety
- It indicates the strength of the business
Margin of Safety = Sales (Actual) – BEP Sales
- Its is excess of actual Sales over BEP Sales

Alternatively MOS can also be calculated as 
MOS= 








Example 
Q4. Calculate P/V ratio, Break even Point & Margin of Safety from the following information
Sales= Rs 50,000 ;   Variable cost = Rs 30,000;        Fixed Cost = 10,000;

Solution

	Sales
	

	Less VC
	

	Contri
	

	Less FC
	

	Profit
	



P/V Ratio= (Contribution / sales ) X 100
              
Formulas :

	Profit = Sales – Total cost
	
	

	
	
	

	Contribution = Sales – Variable cost 
	
	

	                       =  Profit + Fixed cost               
	
	

	Contribution = Sales X P/V ratio
	
	

	
	
	

	P/V ratio =  Contribution    X 100  
	
	

	                       Sales
	
	

	                 = Contribution p.u   X100
	
	

	                          Sales p.u
	
	

	                = Change in profit
	
	

	                   Change in Sales
	
	

	
	
	

	Break even point = 
	i) In Units=
	Fixed Cost

	
	
	Contribution p.u

	
	
	

	
	
	

	
	ii) In (Rs.) Sales =  
	Fixed Cost

	
	
	P/V ratio

	
	
	

	
	
	

	Margin of Safety  ( units/ Rs.) =Total Sales – BEP Sales ( units/ Rs.)
	

	                                           = Profit 
	
	

	                                            P/V ratio
	
	

	
	
	

	Percentage of Margin of Safety = 
	Margin of Safety (Sale)     X100
	

	
	Total sales
	

	
	
	

	Required Sales (Rs) = Fixed Cost + Desired Profit
	

	                                                 P/V ratio
	
	

	
	
	

	Required Sales (units) = Fixed Cost + Desired Profit
	

	                                      Contribution p.u
	
	





















Questions

Q1
	Total fixed cost 12,000,

	 Selling Price 12 per unit

	Variable cost 9 per unit

	Calculate Break even point



Q2

	From the following particulars of X Ltd

	 Calculate the break even point

	Variable Cost per unit - 12

	Fixed Cost -60000 

	Selling price per unit - 18



Q3

	A Company estimates that the next year it will earn a profit of 50,000/-

	The budgeted fixed cost & the sales are 2,50,000 and 9,00,000 respectively.

	 Find out the break even point of the company.



Q4

	From the following particulars of ABC Ltd

	Calculate BEP &  MOS

	

	

	Sales = 7,50,000

	Fixed cost = 1,05,000

	Variable cost = 4,87,500



Q5

	From the following particulars of ABC Ltd

	Calculate BEP &  MOS

	

	Selling price = 16 p.u

	Total Sales = 6,40,000

	Variable Cost = 12 p.u

	Fixed cost = 80,000



Q6

	From the following data of RXL Limited,

	calculate BEP expressed in terms of units and also the BEP if the selling price is reduced by 10%

	

	

	Fixed Expenses

	Rent -         Rs 100000             

	Salaries -    Rs 100000

	

	Variable Expenses

	Materials -  Rs 3 per unit

	Labour -      Rs 2 per unit

	Selling Price – Rs 10 per unit



Q7

	From the foll. Find out the selling price per unit if BEP is brought down to 9000 units

	

	Variable cost per unit – Rs 75

	Fixed cost – Rs 275000

	Selling price per unit – Rs 100



Q8

	You are given the following data for 2010 for Nisha Limited

	

	Variable cost – Rs 600000

	Fixed cost- Rs 300000

	Net profit- Rs 100000

	Sales- Rs 10,00,000

	

	Find out

	(a) P/V Ratio 

	(b) BEP

	 (c) Profit when the sales amounted to 12,00,000

	(d) Sales required to earn a profit of 2,00,000



Q9

	Big limited produces and sells single article at 10/- each

	 The marginal cost of production is 6/- each 

	and fixed cost is Rs 400/- per annum

	

	

	 Calculate

	a) The PV Ratio

	b) The Break even sales in rupees and units

	c) The sales to earn a profit of Rs 500

	d) Profit at the sales of 3000 

	e) New break even if the selling price is reduced by 10%

	f) Margin of safety at sales of 1,500/-

	 g) Selling price per unit - if the break even point is reduced to 80 units



Q10

	From the following records of VIP Limited, calculate 

	i) the break-even point

	ii) turn over required to earn a profit of 36,000

	

	Fixed cost – Rs 1,80,000

	Variable cost per unit- Rs 2

	Selling price – Rs 20

	

	If the company is earning 36,000 as profit - also find out the MOS









Q11

	(I) Find out contribution and BEP sales if Budgeted Output is 80,000 units 

	 Fixed Cost is 400000, Selling Price per unit is 20 and

	 Variable Cost per unit is 10

	(II) Find out Margin of safety, if profit is Rs 20,000 and PV Ratio is 40%



Q12

	S  Ltd  furnishes you the following information relating to the half year ending 30th Sept 2003 

	

	Particulars

	Fixed expenses – Rs 50,000

	 Sales value – Rs 2,00,000

	 Profit – Rs 50,000

	

	During the second half of the same year the company, has projected a loss of 10,000

	 Calculate -

	(I) The P/V Ratio, break-even point and margin of safety for six months ending 30th Sept, 2003

	(II) Expected sales volume for second half of the year assuming that selling price and fixed expenses

	remain unchanged in the second half year also

	 (III) The break-even point and margin of safety for the whole year 2003-2004



Q13

	From the following particulars, you are required to calculate:

	(i) Fixed Cost
	
	

	(ii) Profit Volume Ratio
	

	(iii) Break Even Sales
	

	(iv) Sales to earn Profit of 6,00,000

	(v) Margin of Safety of the year 2012

	
	
	

	Particulars
	         2012 (Rs)
	       2013 (Rs)

	Total Cost
	1296000
	1872000

	Sales
	1440000
	2160000



Q14

	The sales turnover and profit of M/s Amit Ltd

	 during the two year 2011 and 2012 were as follows:

	                                                                                               Year
	                  Sales
	              Profit

	2011
	900000
	120000

	2012
	1020000
	150000

	
	
	

	You are required to calculate:
	

	
	
	

	(i) PV Ratio
	
	

	(ii) BEP Sales
	
	

	(iii) Sales required to earn a profit 2,40,000

	 (iv) The profit made when sales are  15,00,000






Q15

	The ratio of variable cost to sales is 70% The break-even point occurs at 60% of the capacity sales

	Find the capacity sales when fixed costs are Rs 90,000 .Also compute profit at 75% of the capacity sales



Q16

	A company produces and sells 1,500 units of a commodity at 20 each

	 The Variable cost of production is 12 per unit and Fixed cost 8,000 per annum 

	Calculate (i) PV ratio

	(ii) Sales at break-even point and

	(iii) Additional sales required to earn the same amount of profit if selling price is reduced by 10 percent 




