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The Use of Activity- Based Costing System for Product Cost
Determination in Manufacturing Companies.

AKINLEYE, G. T. and ADIGBOLE, EZEKIEL . A

Department of Accounting, Adekunle Ajasin University. Akungba
Akoko, Ondo State. And Department of Financial Studies, Redeemer
University, Redemption City, Mowe, Ogun State, Nigeria

Abstract
The study examined three basic systems of costing used
determining product cost information, these are: Absorptis
(Traditional) costing, Direct costing, and Activity- based costims
(ABC). Of these three systems, Absorption costing and Activit
based costing are the common systems used for product ¢
determination as of today. For a very long time, absorption cost=
was mainly the system available for product costing besides dires
costing which is used for special situations. However. in 1988
Activity- based costing was introduced through the works of Coose
and Kaplan. It has been argued that when a company manufactos
variety of complex products, ABC is the best costing system &
for product cost determination. To verify this claim, the pegs
discussed the use of ABC for cost determination and used OSIS!
Nig. Ltd., a medium scale manufacturing company based i ©55
Ogun State, Nigeria, as a case study. The study utilized secomzs
data. The results showed that, ABC has great potentials for wse &
product costing. :

Introduction

The goal of any costing system is to provide relevant and T
information for management use. In the determination of proc
service cost information, any of these three costing systems- LA
costing, Absorption costing, and Activity-based costing sysic®

be used. The use of any of the costing systems will depenc
objective for which the cost information is being measured o SHi
(Innes, 2005). Before the advent of activity-based costme =8
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absorption costing system was the most common system of
determining product costs, hence it is regarded as the traditional
costing system most of the time. The use of activity-based costing for
product or service cost determination is gradually on the increase
(Innes and Mitchell 1995). It has been discovered that with the
traditional absorption costing, the 'true' cost of producing a product or
service cannot be accurately determined in a company with
heterogeneous products. The traditional costing system distorts
products costs because only one cost driver or at most two cost
drivers which are also volume based, typically direct labour hours or
machine hours are used in allocating overhead costs to products or
services. The use of one or two cost drivers which are also volume
based in allocating overhead costs to products could be problematic
for a company with diverse products or services. Hence, it is said that
absorption costing system is deficient in improving global
competitiveness (Johnson, 1990).

Can ABC therefore, achieve improved accuracy in product costs
determination by using multiple costs drivers to allocate overheads to
oroducts or services? That is the goal of this study.

Literature Review ' g
Hilton, (2002) identified the following reasons for product costs
nformation or service:
e  Stock valuation and income measurement for the purpose of
- financial reporting: Product cost information is the major
determinant of stock values of products that have been
manufactured. The valuation of stocks and cost of sales
during a period enables the income of an organization to be
measured and reported in the income statement for that
period. )
e Planning purposes: The product costs are required for the
preparation and actualization of business plan. This is
particularly relevant in the area of budgeting and standard
costing. ‘
337
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e  Decision making purposes: The knowledge of the 'true’ cos
of a product can enhance effective decision making
especially in the following areas: Determination of produc
price; determination of optimum product mix to produce
the knowledge of 'true' cost of a product can reveal thoss
products which are money spinners and those which ars
money losers.

Cost control and reduction: The knowledge of a product cos
will go a_long way in assisting a company in managing it
costs. . Opportunity for cost improvement will be revealed
when a good cost information is produced. In this era
competition only organizations that know how to effective
manage their costs can survive and maximize profits.

Traditional Costing System
The traditional costing system also known as absorption costing 1s
system of costing under which all production costs are allocated
products. The unitcostofa product or service under this system ¥
include. direct material cost, direct labour cost. variable produs
overheads and fixed production overheads. Absorption costire
allocates all manufacturing overheads whether fixed or variable
products. The non manufacturing costs arc simply treated as per
costs. Overheads are charged to products using a two-stage allocat:
process and with the use of'a single cost driver at the second stage
Absorption costing is suitable for both external and interms
reporting purposes. For external reporting, absorption cost o
product is the cost normally used for stock valuation and incos
measurement as it is the one acceptable by the Statement
Accounting Standard (SAS) No. 4 - Stock and Work-in-progr:
valuation.

Limitations of traditional costing (absorption costing) system
The absorption costing system suffers from the following problem
Firstly, it uses single cost driver such as plant wide or departme=
rates in the second stage of the two-stage allocation process. Thews
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of a single cost driver such as direct labour hour rate or machine hour
rate on allocating overheads to products is not adequate and cannot .
accurately trace overheads to cost object. According to Cooper and
Kaplan (1988), organizations with high overheads and a mix of
products or services, using a single cost driver may distort product
costs. Therefore, where a company produces more than one product
or service, the use of a single cost driver may not be adequate. The
more the cost drivers used in allocating overhead cost to products the
more accurate the product or service costs derived.

Secondly, the use of only a volume based cost driver in
allocating overhead costs will not produce an accurate product costs.
This is because not all overheads cost components are volume related
as there are some overheads which vary with batches of units e. g. set-
up costs. The distortion of products costs become evident when non
volume (or unit) related overhead form a significant part of the total
product cost. It has been found that non unit based overheads costs
usually form about 50% to 40% of the total product costs (Cooper,
1990). As aresult of this, it has been argued that absorption costing
understates the cost of complex low volume products and overstates
the cost of a simple high volume product (Awasthi, 1994). The report
of inaccurate product cost information for management use will
negatively affect management's decisions on product mix and pricing
of products (where cost-plus pricing is in use) and this can lead to
severe long run losses. Such distorted product cost information is
also not suitable for cost control. Cooper and Kaplan (1991) also
criticized the traditional costing system when they showed how the
allocation of service departments' overheads on the basis of volume
could lead to distortion in products setting. They argued that this kind
ofallocation could result in incorrect decision making by managers.

Notwithstanding the limitations of traditional or absorption
costing in distorting product cost information, the system is still
much relevant for external financial reporting purposes in stock
valuation and income measurement. This is because costs derived
from this system are verifiable. Also, where an organization produces
only one product, product cost computed using absorption costing
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* can still be relevant for decision making by the management. In this
case there may be no need for an elaborate and expensive costing
system like activity-based costing.

Activity Based Costing System

According to the American Institute of Management Accountants
(IMA), Activity based costing « is a methodology that measures the
cost and performance of activities, resources and cost objects, assigns
resources to activities and activities to cost objects based on their use.
and recognizes the causal relationships of cost drivers to activities’
Sellenberger, and Schneider (1990), also defined Activity- basec
costing (ABC) as a system of costing that focuses on the activities
performed to produce products or services. Activities become the
fundamental cost accumulation points. Costs are normally traced 1
activities and activities are then traced to products based on the
utilization of activities by products. Activity- based costing can als
be defined as a costing system that identifies activities performed in 2
firm and uses multiple cost drivers (volume and non volume based)
assign overhead to products or services. Activity-based costing
system is based on three premises and these are: Cost objects
(products or services) consume activities; Activities consums
resources; and Consumption of resources drives costs. This
understanding is critical to effective management of overhead costs
in an organization. The assumption that products consume resources
“and drive costs is thus rejected by ABC system.

Activity-based costing was developed by Cooper and Kaplan (1 988
as a more refined approach for assigning overheads to products an
determination of product costs. It is claimed that ABC provice
product cost information that is useful for decision-making purposs
ABC systems provide more accurate product cost information o
cost management. It focuses attention on indirect costs (overheacs
and traces rather than allocates each expense category 1o ==
particular cost, object. By so doing ABC tends to make “indirec
expenses direct”. In determining product costs both production =
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non production costs can be allocated to a product depending on the
activities consumed by the product or service.

The emergence of ABC system became necessary due to the

following reasons:

o There are more numerous products and complicated

production systems with varying production requirements (Hilton,

2002). The traditional absorption product costing was developed

decades ago when companies had few range of products.

e Labour is becoming an ever smaller component of total product
costs (Hilton, 2002). Therefore, labour may not be an appropriate
costdriver for allocating all overhead cost items to products.

e Availability of information required for an ABC system due to a
more highly developed information technology in the modern
day.

e Overheads were relatively small and the distortions arising from
inappropriate overhead allocation were not significant. But
today, overhead constltutes a significant part of total production
costs.

e There isintense global competition thus requiring the need for the
determinant of true costs of products. Where competition is stiff
there will be the need to effectively manage cost in order to have
reduced product prices.

Activity-based costing is different from the traditional costing
system in the allocation of overhead costs to products or services.
ABC treat direct costs (direct material cost, direct labour cost and
direct expenses) in the same way with the traditional costing systems.
With ABC nearly all costs are treated as direct except where products
do not consume activities which led to the incurrence of the cost. The
allocation of overhead costs to products under ABC is done using a
two-stage allocation process just as done under the traditional system
but in a different approach. '
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ABC Two-stage Overhead Costs Allocation Process
Under ABC, overhead costs are allocated to products using a two-
stage allocation procedure just like the traditional costing systems
The two-stage allocation procedure here is however different from
that of traditional costing in the following ways: Firstly, in the firs:
stage of the allocation process of ABC overheads are not allocated

departments but to activities (which are many): and secondly. i
tracing costs to products under ABC many cost drivers are usec
instead of a single cost driver normally used in the traditional costinz

system. The two-stage process for allocating overhead to cos
objective (products / service) under the ABC system can be depicied

Overhead Costs Assignment
Stage of overhead
o to cost poo
One i
A4 A V‘ A4 A 4 V‘
Activity | Product || Engineering | [Inspection | [ Material Machine
costs pools {Scheduling || Support Handling | | get
Stage .Overheads cos
Two — assignment to proce
v v v v VL or service using
Products /service or customers appropriate

(Source: Adopted from Hilton, 2002)

First stage allocation process
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traditional costing. In ABC system the accumulation point for
overheads is the activity cost pool which could be: production
scheduling, engineering support, inspection, material handling,
machine set up etc. These activity cost pools replaced departments
used as first accumulation point under the traditional costing system.

Second stage allocation process

After overheads costs have been assigned to the various activity cost
pools, activity cost drivers which drive the activities are determined
and used in allocating overheads to cost objects (products or service).
Activity cost drivers are measures of consumption of activities by
products or services. Examples of activity cost drivers are : number
of moves of materials, inspection hours, number of purchase orders,
number of set-up, production runs, number of designs etc. A good
cost driver should be a true driver of the cost of an activity and must
be measurable.

The ABC system uses multiple cost drivers to allocate overhead cost
from activity cost pools to products or service. This is one major
factor that makes ABC to be superior to traditional costing system
that uses a single cost driver or at best a two cost driver in allocating
overheads costs to products or service. The number of costs drivers to
be used will depend on the activities identified in an organization.

Steps in Determining Product or Service Costs Using Activity-
Based Costing System

The steps involved in determining product cost under the ABC
system can be examined under four to six steps, but in this paper, we
have decided to use five steps. Which ever number of steps being
used, the most important thing is to fully cover the two-stage
allocation process in the ABC system. In determining product or
service costs using the steps given here, the allocation of direct costs
(direct material cost, direct labour cost and direct expenses) has been
taken for granted since they are directly traceable to products or
services; these costs do not constitute problem in cost allocation.
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Hence, the focus here is the inclusion of overhead costs in the cost of a
product or service . The five steps examined are:

e Identification and classification of activities

e Collection of overhead cost by activities into cost pools

e Determination of activity cost drivers which drive costs in the

activity cost pool
e  Compute costdriver rate foreach activity cost pool
e Compute product or service costs

—~ &
E.F B

=
=

—
0
[¥2]

_0 o
& k

aQ

=

Identification And Classification Of Activities

The first step in implementing ABC system for product cos

computation is the identification and definition of activity in a=

organization. Activities are actions which give rise to the

consumption of resources. To determine the activities in =

organization, the questions to be asked are:

(a) Whatkind of staff work here (Department)?

(b) What does each persondo? _ ’
Initially, too many detailed tasks and sub-activities will
identified but to minimize costs, similar activities are groupe:
into main activity centers called activity cost pools. The m
useful way of combining activities into cost pools is to orgam
them into five general levels or layers and these are: unit leve
batch level, product level, customer-level, and organizations
sustaining activities. Cooper, (1990) identified and descr
these levels as follows. ;

Unit-level activities

These activities are performed each time a unit is produced. The
of unit-level activities should be proportional to the number of wsi
produced e.g. provision of power to run processing equipment w %
aunit level activity since power tends to be consumed in propors i
the number of units produced.
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.

RecoS ol 3 Batch-level activities
These activities are performed each time a batch is handled or
processed regardless of how many units are in the batch. For example
tasks such as; placing purchase orders, setting up equipment, and ,

3 T arranging for shipments to customers are batch-level activities. The

cost for these activities is a batch or customer order. Costs at the batch

level depend on the number of batches processed rather than on the
number of units produced.

Product- level activities
P e These are activities which relate to specific products line and are
usually carried out regardless of how many units of products are
produced or batches are run. Examples of product level activities are
research and development, product design, advertising a product etc.
the cost of these activities vary with number of product line
developed or designed or advertised.

Customer- level activities
These relate to activities on specific customers such as mallmg
customers, checking customers account.

Organization-sustaining activities
These activities are carried out regardless of which customers are
served, which products are produced, how many batches are run or
how many units are made.

Organization-sustaining activities include: preparing annual reports:
to shareholders, arranging for loans, cleaning of offices,
administrative and general management activities etc.

In an ABC system the combination of activities is carried out in
regards to levels. Limit-level activities should not be combined with
batch-level activities or product-level activities etc. Only those
activities that are highly correlated with each other within a level are
combined.

4
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Collection Of Overheads Into Activity Cost Pools
After activities have been identified, the next step i
identify cost of activities and then assign them to these activities
classified of costs according to activities is called activity cost p
An activity cost pool is a “bucket” in which costs are accumulates
that relate to a single activity in an ABC system (Garison and Noreer
2000).
Overhead costs are collected from the accounting records
the organization and then assigned to activity cost pools.
Typical activity cost pools with their levels and drivers are:
Activity costpool LevelorlayerofActivity  Activity measures
, , (Costdriver)
Machine power Unit level activity Machine hour
Machine set-up Batch level activity Number of set-ug
Customerorders  Batch level activity Number of Custon
orders
Product design Product level activity Number of designs
Customerrelations Customer level activity Number of active
Customers

Determination Of Activity Cost Drivers

At this stage, appropriate cost drivers for assigning cos
activities to cost objects (products or service) are selected. C
drivers are the factors that affect the cost of an activity; theyv =
measures of consumption of activity by cost objects ( products
services). To determine appropriate cost driver the question 1o =
asked is: what is the main driver of costs in each activity pool? Sem
of the criteria for a good cost driver, according to Innes. J. (2003 ) ==
It must be a true driver of the cost of an activity; it mus =
measurable; it should be the best measure of capacity of that act
and it must have positive effect on employee's behavior.

Activity cost drivers consist of three types according to T
(2004) and these are explained as follows:
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Transaction driver:

These drivers count the number of times an activity is performed e.g.
number of purchase orders processed, number of customer order
processed, number of set-up undertaken, etc.

Duration drivers:

These represent the time required to perform an activity. Examples
of duration drivers are set-up hours and inspection hours. The use of
duration drivers can be preferred to transaction drivers if for example,
one product requires a short set-up time and another require a long
time. In this case using set-up hours as the cost driver will more
accurately measure activity resource consumption than the
transaction driver (number of set-ups) which assumes that an equal
amount of activity resources are consumed by both products.

Intensity drivers:

These drivers directly charge for the resources used each time an
activity is performed. Intensity drivers involve direct charging based
on the actual activity resources committed to a product. The cost
driver is expressed per unit of a product. Examples of some cost
drivers with their activity cost pools are given above (refer to
previous table under activity cost pools).

Computatmn Of Cost Driver Rate

Having selected the cost drivers, the next step will be to compute cost
driver rates. The cost driver rate is a cost function that links costs and
cost drivers with resources used. This cost function is used to
convert the pool of costs and cost driver data into a rate per cost
driver, unit or percentage of other costs amount or an allocation
percentage (Sollenbenger and Schneider , 1996). A cost driver rate is
arrived at by dividing activity cost pool overheads by its cost driver.

Computation Of Product Or Service Costs

The final step in determining product cost in an ABC system is to
compute product or service costs. In computation of costs direct
costs (direct materials, direct labour cost and direct expenses) which
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are easily traceable to products is directly charged to them. Inan
ABC system all overhead costs whether production or non
production which is incurred as a result of the consumption of
activities by products or services are traced and charged to such
products. Ifit can be proved thata product consumed activity then it
must bear part of the cost of that activity. In allocating overheads
costs to products, each cost driver rates computed is multiplied by the
amount of activities consumed by the products service. This is the
tracing of costs assigned to activities to cost objects (products oF

service).

It should be noted that the first two steps in determining product cost
under ABC explained above is the first stage of overheads allocation
process in an ABC system; while the last three steps constitute the
second stage overheads allocation process.

Research Methodology

The study utilized secondary data from the cost department Of
OSISIONINig.Ltd..a medium scale manufacturing company in Ota.
Ogun State, Nigeria. The company produces leather wallets, bags and
folders in batches. OSISIONI Nig. Ltd. was judgmentally chosen
fairly represent manufacturing companies because of its steads
production flow and profitability over the years. The data relates t¢
the production activities of the first quarter of 2008. The descriptive
analytical technique was adopted.

Production Data of Osisioni Nig. Ltd.

Production and costs

Product Wallets Folders
Production units 20,000 16000
Unitin batch perrun 1000 100
Direct material cost pet unit  N50 N43
Direct labour per unit (hrs) S 4
Direct labour rate per unit(N) N4 NG . N4
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Total estimated labour hours = 1 82,000 hours

1{ I
—" AAU: African Studies Review :
The total overhead cost of N1, 201,200 is composed of the

following four costs:
. N :
Machine power 331,200 |
Production Setup 358,800 |
Product design , 241,200
General management 270.000
1,201,200 -
- Costdriver information is given below:
Products: h Wallets © Bags  Folders
(i) Machine time (in hours) perunit:  1.5hrs 2.5hrs thr
(i) Number of production runs 20 600 160
(Batches): '
i) Numberofproduct design for 10 30 20
each product line: :
il iv) The proportion of time spent by 2 1 2
General Management on the
products is:

Source: OSISIONI Nig. Ltd. January-March, 2008.

OSISIONI Statement of Product Cost using Activity Based
Costing system

L ‘ Wallets Bags Folders
e (20000 units) (12000 units) (16000 units)
e 1 Total  Unit Total  Unit Total Unit
N'000  CostN N'000 CostN  N'000 CostN
— ~rect Material cost. 1,000,000 50 216,000 36 66,000 48
L “rect labour cost 400,000 20 108,000 18 256,000 16

Wl ~ verhead Costs:
*‘zchine Powercost 99,360 4.97 165,600 27.60 66,240 4.14
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(See appendix 1)

Production Set-up 9,200  0.46 276,000 23.00 73,600 4.6/
cost (See appendix 2)

Product Design 40,200 2.01 120,600 20.10 80,400 5.03
cost (See appendix 3)

General Management 108,000 5.40 54,000 9.00 108,000 6.73
Cost (See appendix 4)

Total 1,656,760 82.84 940,200 133.7 650,240 84.3Z

Source: Computed by the authors (2009)

Summary_of Unit and Total Product cost computes
using ABC

Products Unit cost (N) Total cost(™

Wallets 82.84 1.656.760
940,200

Folders . 650,240

OSISIONI Statement of Product Cost using Traditions
Approach
Wallets Bags Folders
(20000 units) (12000 units) (16000 un
Total Unit Total Unit  Total
‘N'000 CostN N'000 CostN N'000
N
Direct Material cost. 1,000,000 50 216,000 36 66,000
Direct labour cost 400,000 20 108,000 18 256,000
Overhead Costs:
N1,201200 360,360 18.018 600,600 50.05 240,240
(See appendix 5)
Total 1,760,360 88.018 924,600  104.055 6 2 . 2 5
79.015 '
Source: Computed by the authors (2009)

Summary of Unit and Total Cost _computed wsm
Traditional Approach |

: J
Products Unit cost (N) Total cost(N {
|

f\

l
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b 73.600 4.6!
80,400 5.03
i 108,000 6.73

T 650,240 84.32

¢t cost computec

Total cost(N
1.656.760
940.200
650,240

using Traditionz

Folders
(16000 units
Total
N'000

66,000
256,000

20.05 240,240
4055 6 2, 2

2609)

| U ost_computed usimg

Total cost(N)

AAU: African Studies Review

Wallets 88.018 1,760,360
924,600
Folders 562,240

Discussion Of Abc Results

From the case of OSISIONI Nig. Ltd., it is discovered that the direct
costs- direct material cost and direct labour cost have been allocated
to the three products, Wallets, Bags and Folders. These costs are
directly traceable to the products. The overhead costs have also been
allocated to the five activity cost pools in the company (i.e. Machine
power, Production Set-up, Product design, and General
management). This is the first stage of the two-stage overhead cost
allocation process in ABC system of determining product cost. The
activities identified in OSISIONI Company are the consumers of the
resources of the company as far as overheads are concerned. They
drive overhead costs. At the second stage of the overheads allocation
process. costaccumulated in activity cost pools are re-allocated to the
three products- Wallets, Bags and Folders, being the cost objects. The
following cost drivers which are the measures of the consumption of
activities by the products were used in allocating the overheads to the
products:

Machine hours - used for Machine power cost; Number of

batches of units per production run used for Production set-up cost;
Number of product line designed used for Product design cost; and
Proportion of time spent by General management for General
management cost.
With the use of four cost drivers by ABC system in the company for
allocating the whole overheads to the products, the product cost
computed will be more accurate than the product cost computed
under the traditional costing system that uses only one cost driver.
The reason for this is that the hi gher the cost drivers used in allocating
costs to products the more accurate will be the product costs
computed.

It is also observed in this case of OSISIONT that of the four
cost drivers used in allocating overhead costs to products, only one
(Machine hours) is related to volume of production, while the three
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others ( Number of Batches run, Number of designs, and Proportior
of Management Time spent) are non volume related. Under o<
traditional costing, the single cost driver normally used in allocating
overheads to product is usually volume related notwithstanding the
fact that the substantial parts of overheads are not volume relates
most of the time. In OSISIONI Nig. Ltd., only the machine power (¢
N331,200) representing 28% of the total overhead cost is volums
related, while the three other components- Production set-uz
Product design and General management cOSts representing 72%
the total overheads cost are non-volume related. Thus the use of bo™
volume and non volume related cost drivers in allocating overheas
to product as done under the ABC system make the product ¢

computed to be more accurate.

Summary And Conclusion

Efforts have been made in this paper to examine activity bass
costing as a good tool that can be used in determining accuT=
product costs especially where a company produces more than
product. Activity-Based costing system emerged mainly becauss
the failure of the traditional costing system in producing accur=
product or service costs. ABC charges all costs to products Whetis
production or non production cost provided activities Wi
consumed the resources Were used by products ot service.

ABC is based on the premise that activities cons=is
resources and products or service consumes activities. The sys=™
different from absorption costing (traditional costing) systems &
allocation of overhead costs to product or service. ABC s
determines many activity cost pools and uses multiple cost drive
allocate overheads to product. Itis for this reason that ABC pro
costs are much more accurate than that of the traditional ¢
system.

In conclusion, implementing activity-based costing
product cost determination, care must be taken to ensure that the
environment 1S available. ABC system should not replas
traditional costing system but should complement it since it canmi
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ing Compam=
s = Manufacturing COM

used for external reporting purpose. The ABC system has
tremendous benefits if properly installed in an organization as it can
ensure the effective management of cost in a competitive
environment.

.= and Proportior
E =lated. Under e
. used in allocatini:
POTW] ing the :
y -~ ~withstanding e

- \~Qlume rf: . = ABC costdriverrates and costs allocated
pachine pOWEEA - (1) Machine Powercost =(N 331,200)

1 is volums . : .
- dCOSt. 1S set-ur Costdriver = machine hour (Unit level)
»roduction  SEL-HE

- N0,/
b -oresenting 727

he o Of bot Products Hrs Costdriverrate(N)  Costallocated (N)
Thustheus =

) ppes= Wallets 1.5hrs X 66,240 = 99,360
fs ttocating overheas X 66240 =  165.600
f ke the product € 1hr X 66240 = 66240
Shrs 331.200

nine activity bases

§  ctermining takf;” Production Set-up cost allocation (N 358,800)
farduces more a;*’ Cost driver=Number of production in Runs (Batch level)
e mamly, becC b f‘ Products Batches  Costdriverrate (N) Cost allocated(N)
i producing 25 Wallets---- 20 X 460 = 9,200
Jiiees to products WAT 2 600 X 460 = 276,000
fiaded  activities * 160 X 460 = 73.600
s ;ctivities - 780 358,800
._-.-_\mes.) Thset; ~ Set-upcostperproduction = N358.800 = N460
il costing) SyStetns> F ‘ 780
- service. ABC i
- multiple COSthriv 3 (3) Product Design cost (N 241200)
il ~==2s0n that_AB f 2 Costdriver= Number of production line designed (product level)
p o the traditional ¢ : NoofDesigns Costdriversrate (N) Costallocated (N)
- e Wallets 10 X 4020 = 40,200
Besivity-based 005[_“" - Bags X 4020 = 120,600
& . =n to ensure that === Folders X 4020 = 80,400

should not repie== = 241.200
e =ment it since 11C= _

Machine Power percostdriver = N331.200 = N 66,240
5
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Product Design cost per productline = N241200 = N4020
60

(4) GeneralManagement (N 270,000)
Cost driver = Proportion of time spent (Organizational sustaining level)

Costdriversrate N Costallocated (N)
Wallets X 54.000 = 108.000
Bags X 54.000 = 54,000

Folders

General management cost per proportion =N270 000 = N54.000
5

®)) Traditional Cost Driver:
Machine hour (Unit level)
Products Hrs Costdriverrate (N)  Costallocated (N)
Wallets 1.5hrs X 240240 = 360,360
' 2.5hrs X 240,240 = 600.600
lhr X 240240 = 240.240
Shrs 1,201,200




oI

-+ allocated (!
360.36
600.6

AAU: African Studies Review
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