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Analisis Perhitungan Variable Costing pada Ukiran Setia: A
Deep Dive into Cost Management for Artisanal Businesses

Understanding cost structures is crucial for the success of any business, and this is especially true for businesses operating in niche
markets like artisanal crafts. This article delves into the application of variable costing analysis - specifically, *variable costing analysis
in the context of Ukiran Setia*, a hypothetical artisan wood carving business - to illuminate its benefits and complexities. We will
explore how this method offers valuable insights into profitability, pricing strategies, and overall business management. Keywords
throughout this analysis will include: *variable costing*, *cost accounting for artisans*, *Ukiran Setia (as a case study)*, *profitability
analysis*, and *pricing strategies for handmade goods*.

Introduction to Variable Costing and its Application to Ukiran Setia

Variable costing, also known as direct costing, is a managerial accounting method that assigns only variable manufacturing costs
(direct materials, direct labor, and variable overhead) to the cost of goods sold. Fixed manufacturing overhead costs are treated as
period expenses, expensed in the period they are incurred, rather than being allocated to inventory. This contrasts with absorption
costing, which includes all manufacturing costs (both fixed and variable) in the cost of goods sold.

For Ukiran Setia, a hypothetical business specializing in intricate Indonesian wood carvings, understanding variable costing offers
critical advantages. By isolating variable costs associated with each carving (wood, specialized tools, direct labor), Ukiran Setia can
accurately determine the contribution margin - the revenue remaining after covering variable costs - for each product. This allows for
a much clearer picture of profitability than a system that lumps fixed costs into the cost of each piece.

Benefits of Variable Costing for Ukiran Setia

The implementation of variable costing provides several key benefits for Ukiran Setia:

e Improved Profitability Analysis: By separating variable and fixed costs, Ukiran Setia can easily pinpoint profitable and
unprofitable product lines. This allows for informed decisions regarding product mix, pricing, and potential product
discontinuation. For example, if a particular carving design has a low contribution margin despite high sales volume, Ukiran Setia
can analyze if adjustments to material costs, production processes, or pricing are needed.

* Enhanced Pricing Strategies: Understanding the variable cost per unit allows Ukiran Setia to set competitive prices while
ensuring a healthy profit margin. They can easily calculate the break-even point - the sales level needed to cover variable costs
- for each product. This enables more effective pricing decisions, especially when negotiating with buyers or participating in craft
fairs.

e Better Inventory Management: Variable costing helps in better inventory valuation. Since fixed costs are not included in the
cost of goods sold, the value of inventory is more closely aligned with its actual variable cost. This is particularly relevant for
Ukiran Setia, as inventory might consist of partially completed or finished carvings.

» Facilitates Decision-Making: Variable costing provides a clearer picture of the impact of changes in sales volume on
profitability. This is crucial for Ukiran Setia, as their sales might fluctuate seasonally or due to the availability of specific types of
wood. They can use this information to make strategic decisions regarding production levels, marketing efforts, and resource
allocation.

* Improved Budgeting and Forecasting: By accurately identifying variable cost behavior, Ukiran Setia can create more
realistic budgets and forecasts. This strengthens their financial planning and enables them to proactively address potential
challenges.

Practical Application of Variable Costing at Ukiran Setia
Let's illustrate the application of variable costing with a simplified example for Ukiran Setia:
Suppose Ukiran Setia produces two types of carvings: "Garuda" and "Wayang."

| Item | Garuda (per unit) | Wayang (per unit) |

| Direct Materials | $20 | $15 |

| Direct Labor | $30 | $25 |
| Variable Overhead| $5 | $5 |
| Sales Price | $80 | $60 |

Calculation of Contribution Margin:
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e Garuda: Sales Price ($80) - Variable Cost ($20 + $30 + $5) = $25 Contribution Margin per unit
* Wayang: Sales Price ($60) - Variable Cost ($15 + $25 + $5) = $25 Contribution Margin per unit

Both carvings generate the same contribution margin despite different selling prices. However, to make truly informed decisions,
Ukiran Setia needs to analyze their fixed costs (rent, utilities, marketing) to understand overall profitability and return on investment.

Addressing Challenges in Implementing Variable Costing at Ukiran Setia

While variable costing offers significant advantages, implementing it for Ukiran Setia might present challenges:

e Accurate Cost Tracking: Precisely tracking variable costs for each carving can be time-consuming, especially with intricate
designs and handcrafted processes. Developing a robust system for cost tracking is crucial.

» Allocation of Variable Overhead: Accurately allocating variable overhead costs to individual carvings might require careful
analysis and potentially the use of activity-based costing to improve accuracy.

* Integration with Existing Systems: Integrating variable costing with Ukiran Setia’s existing accounting system might require
adjustments and training.

Conclusion: Unlocking Ukiran Setia’s Potential through Variable Costing

Variable costing offers a powerful tool for Ukiran Setia to gain deeper insights into its cost structure and profitability. By separating
variable and fixed costs, Ukiran Setia can make more informed decisions regarding pricing, production, and overall business strategy.
While challenges exist in implementation, the benefits of improved profitability analysis, enhanced pricing strategies, and better
inventory management outweigh the difficulties. Adopting variable costing is a strategic step towards sustainable growth and success
for this artisanal business.

Frequently Asked Questions (FAQ)

Q1: What is the difference between variable costing and absorption costing?

Al: Variable costing includes only variable manufacturing costs in the cost of goods sold, treating fixed manufacturing overhead as a
period expense. Absorption costing, on the other hand, includes both variable and fixed manufacturing overhead in the cost of goods
sold. This difference significantly impacts reported net income, especially during periods of fluctuating production volume.

Q2: How does variable costing help with pricing decisions?

A2: Variable costing helps determine the contribution margin per unit (sales price minus variable cost). This allows Ukiran Setia to set
a minimum price that covers variable costs and contributes towards covering fixed costs and generating profit. Understanding the
contribution margin enables more effective pricing strategies, especially in competitive markets.

Q3: Can variable costing be used for businesses other than Ukiran Setia (artisanal businesses)?

A3: Yes, variable costing is a widely used managerial accounting method applicable to a variety of businesses, irrespective of size or
industry. It is particularly beneficial for businesses with significant variable costs and fluctuating production levels.

Q4: How can Ukiran Setia improve the accuracy of its variable cost tracking?

A4: Ukiran Setia can improve accuracy by implementing a detailed cost tracking system. This could involve using time-tracking
software for direct labor, maintaining detailed records of materials used for each carving, and assigning overhead costs based on
activity-based costing methods. Regular inventory counts are also crucial.

Q5: What are the limitations of variable costing?

A5: While valuable for managerial decision-making, variable costing isn't suitable for external financial reporting (GAAP usually
requires absorption costing). Also, accurately allocating certain overhead costs can be challenging, especially in complex production
environments.

Q6: How can Ukiran Setia use variable costing to improve its budgeting process?

A6: By analyzing past variable cost data, Ukiran Setia can forecast future variable costs more accurately. This enables them to develop
more realistic budgets and improve their financial planning, enabling them to anticipate and mitigate potential cost overruns.

Q7: Does variable costing affect inventory valuation?

A7: Yes, variable costing values inventory based solely on variable manufacturing costs. This differs from absorption costing, which
includes fixed manufacturing overhead. This can lead to differences in reported inventory values between the two costing methods.

Q8: How can variable costing help Ukiran Setia make decisions about product discontinuation?

A8: If a product consistently shows a low contribution margin (even with high sales volume), variable costing analysis might suggest
that discontinuing that product would be beneficial. The freed-up resources could then be allocated to more profitable product lines.
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Deconstructing Variable Costing at Ukiran Setia: A Deep Dive into Profitability
Analysis

Ukiran Setia, a example woodworking business specializing in intricate artisan pieces, presents a fascinating case study for
understanding variable costing. This method of cost accounting, in contrast to absorption costing, focuses solely on expenses that
directly change with production volume. By isolating these variable costs, we gain a clearer picture of returns at different production

levels and make more informed business decisions. This analysis delves into the intricacies of applying variable costing to Ukiran Setia,
highlighting its strengths and limitations in this specific context.

Understanding the Fundamentals of Variable Costing

Before diving into the specifics of Ukiran Setia, let's refresh the core principles of variable costing. At its heart, this approach
distinguishes costs into two primary categories:

e Variable Costs: These costs rise and fall directly proportional to the volume of units produced. For Ukiran Setia, examples
include the expense of wood, paints, and the salaries of hourly paid craftspeople. The more pieces they create, the higher these
costs become.

» Fixed Costs: These costs remain unchanged regardless of production volume. For Ukiran Setia, this includes lease for the
workshop, insurance, executive salaries, and amortization of tools. Even if production stops, these costs persist.

Variable costing then uses a simple formula to calculate profit: Sales Revenue - Variable Costs = Contribution Margin; Contribution
Margin - Fixed Costs = Net Operating Income. This approach provides valuable insights into the contribution each unit makes towards
covering fixed costs and generating profit.

Applying Variable Costing to Ukiran Setia: A Practical Example

Let's suppose Ukiran Setia produces two types of carvings: small decorative pieces and large, elaborate sculptures. The following table
illustrates their costs:

| Cost Item | Small Piece (per unit) | Large Sculpture (per unit) |

I | I I
| Wood | $10 | $50 |

| Finishes | $5 | $15 |

| Hourly Labor | $20 | $80 |

| Total Variable Cost | $35 | $145 |

| Fixed Costs (per month) | $2000 | |

If Ukiran Setia produces 100 small pieces and 50 large sculptures in a month, the variable costing calculation would be as follows:

* Sales Revenue: (Assume $50 per small piece and $250 per large sculpture) = ($50 * 100) + ($250 * 50) = $17,500
» Total Variable Costs: ($35 * 100) + ($145 * 50) = $9,250

e Contribution Margin: $17,500 - $9,250 = $8,250

* Net Operating Income: $8,250 - $2000 = $6,250

This simple illustration shows how variable costing isolates the impact of production volume on profitability.
Advantages and Limitations of Variable Costing at Ukiran Setia
Variable costing offers several advantages for Ukiran Setia:

e Simplified Decision-Making: It assists decisions related to pricing, production volume, and product mix by clearly showing the
contribution margin of each product.

e Improved Cost Control: By focusing on variable costs, Ukiran Setia can more effectively track production expenses.

o Better Performance Evaluation: It offers a more accurate assessment of managerial efficiency by isolating controllable costs.
However, variable costing also has shortcomings:

¢ Inventory Valuation: Under generally accepted accounting principles (GAAP), inventory valuation must include fixed
manufacturing overhead costs. This generates a discrepancy between variable costing and financial reporting.

e Oversimplification: It can oversimplify the interplay between fixed costs and production levels, especially in the long term.
Implementation Strategies and Practical Benefits
To effectively implement variable costing at Ukiran Setia, they should:

1. Accurate Cost Classification: Thoroughly categorize all costs as either variable or fixed. This requires careful monitoring of
expenses.
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2. Robust Data Collection System: Implement a method for accurately collecting and registering production data, including
supplies used and labor hours.

3. Regular Analysis and Review: Regularly analyze variable costing results to identify trends, opportunities for improvement, and
potential risks.

The practical benefits of such implementation include better pricing strategies, more efficient production planning, and improved
overall return on investment.

Conclusion

Variable costing offers a powerful tool for analyzing profitability at Ukiran Setia. By carefully differentiating variable and fixed costs,
the business can gain deeper insights into its operational efficiency, pricing strategies, and overall financial health. While it presents
some limitations, particularly regarding inventory valuation under GAAP, the advantages far outweigh these drawbacks, especially for
a business striving for improved efficiency and profit maximization. By implementing a robust system for cost tracking and analysis,
Ukiran Setia can leverage variable costing to enhance its decision-making capabilities and achieve sustainable growth.

Frequently Asked Questions (FAQs)
Q1: What is the difference between variable costing and absorption costing?

Al: Variable costing includes only variable manufacturing costs in the cost of goods sold, while absorption costing includes both
variable and fixed manufacturing costs. This leads to different profit figures under each method.

Q2: Can variable costing be used for all types of businesses?

A2: While variable costing is particularly useful for manufacturing businesses, its principles can be adapted and applied to other
industries, though the specific cost categories may differ.

Q3: How often should variable costing analysis be performed?

A3: The frequency of analysis depends on the business's needs, but monthly or quarterly reviews are common to identify trends and
make timely adjustments.

Q4: Does variable costing consider all costs associated with production?

A4: No. Variable costing primarily focuses on the direct costs that vary with production volume. Fixed costs, while crucial for overall
profitability, are treated separately.
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