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Activity-Based Costing

ABC







AA;@'C)QJ'AG:;MLSLAMJQSQ}AQB\fJ\
ABC il

- "







55 SV ol plad (slgs anmlowe 5
Sl s

Qg%;&bbcgbyjmcw\aé&i} 0

Ll 3 o Oljae o5bys Ol pde (gl 555 5b @




Composition of Cost
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Costs of Activities
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Output unit-level costs

Batch-level costs

Product-sustaining costs
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Output Unit-Level Costs

These are resources sacrificed
on activities performed on each
Individual unit of product or service.

Energy

Machine depreciation

Repairs




Batch-Level Costs

These are resources sacrificed on
activities that are related to a group
of units of product(s) or service(s)
rather than to each individual unit

of product or service.

Setup-hours

Procurement costs




Product-Sustaining Costs

These are often called service-sustaining
costs and are resources sacrificed on
activities undertaken to support
Individual products or services.

Design costs

Engineering costs




Facility-Sustaining Costs

These are resources sacrificed on
activities that cannot be traced to
Individual products or services but
support the organization as a whole.

General administration

— rent

— building security
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Jnit-Level

Activity

A part of the production
process for which management
wants a separate reporting of the
costs of the activity involved.

Product-Level Customer-Le\

Organization- Activity
sustaining

Activity
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ABC Building Blocks

Activities-
Trash Collection

Drivers-
Collector labor hours

Cost Pools-
Collector labor salary

Cost Categories-
Personnel costs
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Economic elements
es — Units of work
urce Drivers — Used to assign costs from reso

activities.

st Objects — Final cost-allocation point (e.g.,
yroducts, services)

tivity Cost Drivers — Used to assign costs of activit
0 Cost objects.
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Limitations of ABC Systems

The main limitations of ABC are the
measurements necessary to
Implement the system.

ABC systems require management
to estimate costs of activity pools
and to identify and measure cost

drivers for these pools.



Activity-cost rates also need to be
updated regularly.

Very detailed ABC systems are costly
to operate and difficult to understand.




Using an activity-based costing system to
Improve the operations of an organization
IS activity-based management (ABM).




