CHAPTER # 5 ACTIVITY BASED COSTING

A company manufacturing two products furnishes the following data for a year:

You are required to calculate the cost per unit of each Product A and B based on:

a) Traditional method of charging overheads.
b) Activity based costing method.

Product Annual Output Total Machine Total number of Total of
(units) Hours purchase orders set ups

A 5,000 20,000 [ 160 20

£ Ea 60,000 1,20.000 384 44
The annual overheads are as under:
Volume related activity costs X 5,50,000
Set up related costs " X 8.20,000
Purchase related costs F X 6.18,000

ABC Ltd. is o multiproduct company, manufocturing three products A, B and € The budgeted costs end

production for the yeor ending 31 March, 2008 are as follows:

A 8 c
Production Quant ity (Units) 4.000 3.000 1.600
Resourced per mi}
- Direct Materials (kg) 4 by 6 by 3 a_
- Direct Lobour (Mmutes) = 30 45 M. 60 Fn

-

The budgeted direct lcbour rate was ¥ lﬂﬂz_.hou"ond the budgeted material cost are T 2 per kg
Mtﬂ@m budgeted nrtL! 99 450/and were chsorbed to products using ﬂuElﬂcf labowr ho-.r(

rote. ABC Ltd followed an Absorption Costng System

-

ABC Ltd s now considering to adopt an Activity Based Costing system The following edditional infermation is

mode avadable for thes purpose

Budge ted grerheasds mere analyaed into the followrg
=

4 Mareral hordhereg 29100 .- 3
Ariw cests | 31200 - - I
S Elmcrraity 39150 -~ - |MN e
The Cog® Depwrs identi fied wers os follows
| Matercl Handlng Weight of material handled |
| 50-* cewts MNumber of bartches of marersl
Elecrmaity MNumber of Machine operatsons
Deo*a om Cos® Drivers was as felloes
A B c
For Complete production: |
Bartches of materal 10 | L) 15
Number of Machine operators & | 3 £
You are requested to:

1. Prepare o stotement for monogement showng the unit costs and fotal costs of each product using the

absorption costing method

2. Prepare o statement for monagement showing the product costs of each product usng the ABC approach
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