


Financial and Managerial Accounting
Absorption and Marginal Costing Exercises SOLUTIONS

1) A company has the following information on costs and production:

a) Calculate inventoriable costs under absorption and variable costing.
b) Prepare absorption and variable costing income statements for the company.
c) Prepare a reconciliation of income under absorption and variable costing.
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Inventoriable costs

Absorption costing Variable costing

DM 5.00 $             DM 5.00 $            

DL 7.50 $             DL 7.50 $            

VMOH 2.50 $             VMOH 2.50 $            

Total per unit costs 15.00 $           Total per unit costs 15.00 $          

Units manufactured 31,000            Units manufactured 31,000           

Total variable manufacturing costs 465,000 $      Total variable manufacturing costs 465,000 $     

FMOH 80,000 $        FMOH - $              

Total inventory costs 545,000 $      Total inventory costs 465,000 $     

Units manufactured 31,000            Units manufactured 31,000           

Inventory cost/unit 17.58 $           Inventory cost/unit 15.00 $          

Income Statement

Absorption costing Variable costing

Sales 876,000 $      Sales 876,000 $     

COGS 513,355 $      Variable manufacturing costs 438,000 $     

Gross profit 362,645 $      Variable administrative costs 15,500 $       

Variable administrative expenses 15,500 $        Total variable costs 453,500 $     

Fixed administrative expenses 20,000 $        Contribution margin 422,500 $     

Total administrative expenses 35,500 $        Fixed manufacturing costs 80,000 $       

Operating profit 327,145 $      Fixed administrative costs 20,000 $       

Total fixed costs 100,000 $     

Operating profit 322,500 $     

Difference: 4,645 $    

Reconciliation

Units produced 31,000           

Units sold 29,200           

Increase/(decrease) inventory 1,800             

Fixed manufacturing overhead 80,000 $       

Units manufactured 31,000           

FMOH/unit 2.58 $            

Increase/(decrease) inventory 1,800             

FMOH/unit 2.58 $            

Absorption inc. over/(under) variable inc.

4,645 $          


