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Variable Costing and Absorption Costing
Variable costing involves the calculation of the costs that have a direct impact on production. Absorption costing consists of an estimate of expenses that are indirectly related to production, and this includes fixed costs. Some of the direct costs include overhead charges, raw materials, and wages for workers involved in the manufacturing of the product. The primary difference between the two types of costing is overhead expenses such as leases and salaries. Absorption costing apportions fixed expenses on all units of product to be manufactured within a particular period, thereby allowing calculation of per-unit cost (Maverick, 2019). This is contrary to variable costing that allocates one expense for all the whole amount of products being manufactured.
Companies use absorption accounting, as it is the principal method recommended by the Generally Accepted Accounting Principles (GAAP). Therefore, if a firm opts to use variable accounting, it must incorporate absorption costing in the financial statements to be presented to external stakeholders. Companies use it to calculate and file taxes. Besides, absorption costing is more precise in calculating profit, more so when a firm sells its products in different financial period from when they are produced. In using variable costing, it is hard to estimate an ideal product price since it fails to consider the particular product cost that the firm would incur during manufacturing. Regardless, by analyzing the direct costs of production, variable costing can provide insight on product profitability over another. Absorption costing lacks this information for profitability comparison between different products. Companies use variable costing to execute a cost-volume-profit analysis, which reveals the break-even point (Maverick, 2019). It allows the firm to know the unit number of products it has to produce and sell to become profitable.
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