
A BRIEF INTRODUCTION TO THE METHODOLOGY OF ACTIVITY BASED

COSTING

asignaciÃ³n de costos / allocation of costs Activity based costing and cost . of ABC costing which go beyond the
accuracy of the definition of the that makes this methodology efficient for small and large companies, no matter.

Activities consume overhead resources and are considered cost objects. These levels include batch-level
activity, unit-level activity, customer-level activity, organization-sustaining activity, and product-level
activity. In the past, the cost of implementing an effective ABC costing system was prohibitive, and was
possible only for companies with access to large applications running on large computers and mainframes. In
addition, another important point to be considered is creating an implementation agenda with clear definitions
of the detail to be adopted and possible criteria and implementation milestones and ideas. With these events,
applications that previously could only be run on large computers and mainframes could now be run by any
organization and were accessible to a wide variety of users and departments. In ABC, analysts view the
indirect or overhead cost contributors as activity pools. Multiply the cost driver rate by the number of cost
drivers. This is why using the number of labor hours to assign allocation of costs made sense until the middle
of the twentieth century, but today it makes no sense given the current cost structure. The number of labor
hours has a direct impact on the electric bill. This is a very inefficient way of working, since mapping many
activities will certainly involve a lot of effort for relatively little gain, especially for activities that are not very
relevant. Assign each cost pool activity cost drivers, such as hours or units. This happens because these
traditional costing methodologies are focused on the various products that companies offer. Prevalence[ edit ]
Following strong initial uptake, ABC lost ground in the s compared to alternative metrics, such as Kaplan's
balanced scorecard and economic value added. At the same time, this system makes the costing process more
accurate and precise. Calculate the total overhead of each cost pool. Key Takeaways Activity-based costing
ABC is a method of assigning overhead and indirect costsâ€”such as salaries and utilitiesâ€”to products and
services. Differences between ABC Costing and Traditional Costing Systems Traditional costing systems
arose to meet tax requirements and stock valuations, but these systems have various flaws, especially when
used as management tools. Since personnel expenses represent the largest single component of non-interest
expense in financial institutions, these costs must also be attributed more accurately to products and
customers. Even though a complex study is used to arrive at this calculation, this is a scenario that by
definition will never correspond exactly to the specific characteristics of each company and its individual
processes. Cost Driver: Number of tests. For the final step in finding product direct costs, Step 3, is simply
individual product direct labor cost to the individual product direct materials cost. Instead of accumulating all
costs in one company-wide pool, it pools costs by activity. Divide the activities into cost pools, which includes
all the individual costs related to an activityâ€”such as manufacturing. These two professors perceived that for
a series of reasons that we will present below, the method used to cost various products and services no longer
reflected organizational reality, and was causing great distortions and great harm to company results. Thus,
these varied costs are assigned to a variety of activities for all of the Products, Clients, Channels, etc. With an
understanding of the costs of each activity, these managers can make decisions based on business processes
and activities. Thus, reducing costs becomes just a question of time, because each manager has access to more
precise information to analyze these processes. These volume based drivers also fail due to the diversity in the
form, size and complexity of these products. With these tips you can implement an activity based costing
methodology in a way that will make this process more efficient and help your company grow more and more.
Activity Pools Under activity-based costing, an activity pool is the set of all activities necessary for
completing a task, such as a processing purchase orders, or 2 performing machine setups. Consequently, when
multiple products share common costs, there is a danger of one product subsidizing another. With the
development of computational technology, this methodology has become accessible for a large number of
organizations. As a result, many managers of companies that offer a variety of products and services are
making very mistaken decisions in terms of prices, their mixes of products and services, and their processes.
For example, one product might take more time in one expensive machine than another productâ€”but since
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the amount of direct labor and materials might be the same, additional cost for use of the machine is not being
recognized when the same broad 'on-cost' percentage is added to all products.


