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“The Basic differences can be seen between absorption
costing and Variable costing. The first difference is the
way fixed overhead (FOH) is treated for product costing
purposes. Under absorption costing, FOH is considered a
product cost; under variable costing , it is considered a
period cost. The second difference is in the presentation of
costs on the income statement. Absorption costing
classifies expenses by function , where as variable costing
categorizes expenses first by behavior and then may further
classify them by function”.
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accounting systems, it is “In the age of computerized
straightforward for a company to prepare income
statements under both absorption costing and variable
costing. Since, absorption costing statements are required
for external reporting, managers will want to keep eye on
the effects of their decisions on financial reports to
outsiders. Yet the superiority of variable-costing income
reporting as a method for dovetailing with operational
analysis cannot be denied. Preparation of both absorption-
costing and variable-costing data is perhaps the best
solution to the controversy”.
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“Every one is talking about ABC, but are we neglecting
more traditional costing methods?
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“ABC is a cost accounting system that focuses on the
various activities performed in the organization and
collects costs on the basis of the underlying nature and

extent of these activities.
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This costing method focuses on attaching costs to products *

and services based on the activities conducted to produce,
.'perform, distribute, or support those products and services
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