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Processcoicesting

Direct Material

Direct Labor

Manufacturing
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Finished
Goods

Overhead

Cost of
Goods
Sold
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All other manufacturing costs

Materials used to support

the production process.
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All other manufacturing costs

]
4

Cost of personnel who
do not work directly on
the product. Examples:
maintenance workers,
janitors, and security
guards.
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All other manufacturing costs

4

Examples: depreciation
on plant and equipment,
property taxes,
Insurance, utilities,
overtime premium, and
unavoidable idle time.
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Direct Material

Direct Labor "

Manufacturing
Overhead

Work In
Process
Inventory
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Direct Material

Direct Labor

Work In
Process
Inventory

Manufacturing
Overhead

™~
/

v

Finished
Goods
Inventory
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Direct Material

Direct Labor

Manufacturing
Overhead

Work In
Process
Inventory
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Finished
Goods
Inventory
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How CostsarelTreated Idnder
ActivityoBased Cesting

‘ ABC differs from traditional cost accounting I

Each ABC cost pool has its
own unigue measure of activity.

Traditional cost systems usually rely
on volume measures such as direct labor

hours and/or machine hours to allocate
all overhead costs to products.

® ABC uses more cost pools.




How CostsarelTreated Idnder

ActivityoBased Cesting
Activity >
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Activity-Based Cesting/(ABC)

Cost Objects
(e.g., products and customers)

Activities

Consumption of Resources
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Activity-Based Cesting/(ABC)

An event that causes
Activity » the consumption of
overhead resources.

[ Examples of Activities ]

e )\ rAdmi;tin N —\ [ )\
Setting up g Billing Opening a
. hospital
machines . customers bank account
patients
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How CostsarelTreated Idnder
ActivityoBased Cesting

Activity
Measure

The term cost driver IS
also used to refer to
an activity measure.

An allocation base
In an activity-based

costing system.




How CostsarelTreated Idnder
ActivityoBased Cesting

[Two common types of activity measures: ]
I

v '
Transaction Duration
driver driver

Simple count A measure
of the number of of the amount

times an activity of time needed
OCCurs. for an activity.




Activities that cause costs to be incurrgéd
are calledCOST DRIVERS:




