
AN ANALYSIS OF MARGINAL COST IN DECISION MAKING PROCESS OF

MANAGERS

Marginal Cost Analysis in Process Decision Making It is a proven tool in refinery management and in mature plants has
allowed for continual.

A producer may, for example, pollute the environment, and others may bear those costs. Absorption costing
values inventory at the full production cost of a unit of product. Similarly, the book value of existing
equipment is irrelevant, but the disposal value is relevant. Marginal analysis can only address what happens if
the firm hires one additional employee, produces one additional product, devotes additional space to research
and so forth. Note thatmarginal cost upwards and marginal cost downwards may differ, incontrast with
marginal cost according to the less useful textbookconcept. In marginal analysis, the overall cost to the
business owner will increase with each additional unit purchased. The chapter examines the techniques useful
in helping to make decisions in these areas. Give Feedback The effect of absorption and marginal costing on
inventory valuation and profit determination Marginal costing values inventory at the total variable production
cost of a unit of product. The relevant statistic is the marginal product of labor -- the amount of revenue that
each worker adds to the company. Key terms The need for a decision arises in business because a manager is
faced with a problem and alternative courses of action are available. For this reason, the contribution concept
is frequently employed by management accountants. Marginal Cost Analysis Marginal cost is similar to
marginal revenue, in that it deals with the changes to the business due to the last unit of output. Some of the
factors affecting the decision may not be expressed in monetary value. Economies of scale are said to exist
when marginal cost accordingto the textbook concept falls as a function of output and is less than the average
cost per unit. Inventory values will therefore be different at the beginning and end of a period under marginal
and absorption costing. Marginal analysis is an important decision-making tool in the business world. To
affect a decision a cost must be: a Future: Past costs are irrelevant, as we cannot affect them by current
decisions and they are common to all alternatives that we may choose. References 3. The Value of Marginal
Analysis for Management Most of the microeconomic theory of marginalism was developed by Cambridge
University professor and economist Alfred Marshall. This chapter will concentrate on quantitative decisions
based on data expressed in monetary value and relating to costs and revenues as measured by the management
accountant. The concept of economies of scale then does not apply. Under the more useful concept, with an
existing capital stock, it is necessary to distinguish those costs which vary with output from accounting costs
which will also include the interest and depreciation on that existing capital stock, which may be of a different
type from what can currently be acquired in past years at past prices. In particular, Marginal Costing is a
comprehensive and sophisticated method of planning and monitoring costs based on resource drivers. The job
would require the following materials. The contribution concept The contribution concept lies at the heart of
marginal costing. Marginal costing Basic idea The marginal cost of an item is its variable cost. It is based
within the organisation and is solely for the use of the managers to conduct their business dealings. By
breaking down decisions into measurable, smaller pieces, the toy manager can optimize profits. This is
generally the maximum cost that a business can sustain without losing money. Share on Facebook Marginal
analysis can be a powerful tool for business owners. This is because fixed overheads held in closing inventory
are carried forward thereby reducing cost of sales to the next accounting period instead of being written off in
the current accounting period as a period cost, as in marginal costing. Variables When making a business
decision using marginal analysis, take into account cost and production variables that will become the basis of
your business decision. Examining marginal cost is a good way of thinking about production decisions; if
marginal cost is starting to increase too rapidly, it may be a sign to cut back on production. This will then
provide you with a range of changes you can make with varying levels of profitability.


