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If possible, it is best to do a trial study or test run on a department whose profit-making performance is not up
to snuff. ABC has helped enterprises in answering the market need of better quality products at competitive
prices. This method was developed in the United States. Both nonmanufacturing costs and manufacturing
costs may be assigned to products. Unlike traditional cost price systems, activity based costing does establish a
causal link between the cost drivers and indirect costs. Anderson, call time-driven ABC. Figure Stacks
manufactures two different levels of hockey sticks: the Standard and the Slap Shot. The use of the single cost
driver may overallocate overhead to one product and underallocate overhead to another product, resulting in
erroneous total costs and potentially setting an incorrect sales price. Chutchain-Ferranti, Joyce. It is estimated
that Strands will use , machine hours and Shapes will require 60, machine hours. Many companies also use
ABC as a basis for a balanced scorecard. For example, the cost to heat the factory may be excluded as a
product cost because, while it is necessary for production, it does not fit into one of the activity-driven cost
pools. Activities deemed cost prohibitive can then be outsourced, cut back, or eliminated altogether.
References 4. Second, an estimate of how much time it takes to carry out one unit of each kind of activity, for
example, the time it takes to process one order. Though simulation it is easier to calculate the effect of for
instance changes in set-up times, fewer defective products, etc. Activities consume overhead resources and are
considered cost objects. Instead of using broad arbitrary percentages to allocate costs, ABC seeks to identify
cause and effect relationships to objectively assign costs. The costs are not allocated to the cost drivers and
there is no causal relationship. Second, it creates new bases for assigning overhead costs to items such that
costs are allocated based on the activities that generate costs instead of on volume measures, such as machine
hours or direct labor costs. Using an ABC method to better assign unit-level, batch-level, product-level, and
factory-level costs can increase the per-unit costs of the low-volume products and decrease the per-unit costs
of the high-volume products. Activity-based costing benefits the costing process by expanding the number of
cost pools that can be used to analyze overhead costs and by making indirect costs traceable to certain
activities. Figure Lampierre makes brass and gold frames. Activity-based costing emerged in the s as a way to
more accurately measure all of a business's costs and associate them to the goods and services produced. A
cost driver, also known as an activity driver, is used to refer to an allocation base. Activity Based Costing
ABC is a system that goes beyond traditional cost price models with respect to indirect cost calculation
models. As Joyce Chutchian-Ferranti wrote in an article for Computerworld: "The key is to determine what
makes up fixed costs, such as the cost of a telephone, and variable costs, such as the cost of each phone call.


