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The company chosen for this assignment is the Coca Cola Company. The company has the choice of using the absorption costing or variable costing in determining its profits. Since the company is well known worldwide, it is imperative that it makes the best choice in regard to the method of costing to use to keep track of its profits. Both absorption costing and variable costing have their pros and cons. It is imperative to also understand the meaning of both absorption and variable costing. Absorption costing refers to the method whereby the company applies part of its overhead costs to the cost of manufacturing the products. This is done per unit basis. On the other hand, variable costing uses fixed overheads as a lump sum instead of per unit basis (Christian, 2018).
In regard to the pros and cons, absorption costing has the advantage when the company has not sold all of its manufactured products during the accounting period. This is because the expense is not shown until the company sells the product. This can improve the profit for the period. On the other hand, it may have a disadvantage. The disadvantage is that it can artificially inflate the company’s profit figures in any given accounting period.  This is because the company will not deduct all of its fixed overheads when it has not sold all of its manufactured products (Christian, 2018).
Variable costing on the other hand, has an advantage of showing all the profits after all the bills have been paid for the accounting period. On the other hand, it has a disadvantage of showing full payment for fixed overhead expenses for the accounting period. This means that this method shows reduced income because of the unsold products but full expenses for overheads (Horngren, 2015).
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