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Activity-based costing

· Why is top management support needed when ABC is implemented? Leadership is instrumental in motivating employees to embrace abc.
· The entire process of assigning costs to cost objects under activity-based costing is a two–stage process.
· Transaction driver – Number of times an activity occurs
· Duration driver – amount of time to perform an activity
· Activity measure – cost driver
· Activity cost pool – amount of costs accumulated for a single activity
· Activity-based costing includes which of the following costs as product costs? Manufacturing costs and non-manufacturing costs
· External reports are less detailed than internal reports
· Unit-level activities are proportional to the number of units produced.
· Which costs are assigned and/or traced to products in a traditional cost system? Manufacturing overhead, direct labour, direct material
· Customer orders – number of customer orders 
· Product design – number of product designs
· Order size – machine hours
· Customer relations – number of customers
· An activity cost pool relates to a single activity measure in the ABC system
· A company has two activity cost pools – customer orders and product design. The activity rates are $300 per order for customer orders and $500 per design for product design. How much overhead cost would be assigned to a customer placing 4 orders and requiring 10 designs? ($300 x 4) + ($500 x 10) = $6,200
· What are some of the limitations of activity-based costing systems?
· Data must be collected, checked and entered into the system periodically
· ABC requires substantial resources
· Activity-based costing is used to help managers make internal decisions.
· Absorption Costing is used for external financial reporting.
· Product-level activities are incurred for each product produced and are not dependent on the number of units or batches.
· Traditional plantwide and departmental cost systems relied on allocation bases such as labour hours and machine hours.
· Factory equipment depreciation is a component of overhead
· An activity measure in activity-based costing is used as a allocation base
· What causes traditional and activity-based costing systems to report different product margins? 
· The ABC system assigns non manufacturing overhead costs to products on a cause-and-effect basis as apposite. 
· Traditional cost systems allocate all of the manufacturing overhead costs to products using a volume-related allocation base. 
· Traditional cost systems allocate all manufacturing overhead costs to products.
· For what reasons is an ABC system more costly to maintain than traditional costing systems?
· Numerous activity measures must be entered into system
· Numerous activity measures must be collected and checked
· All manufacturing costs are assigned to products in traditional costing
· The activity measure for a customer orders cost pool might be the number of customer orders received.
· Benchmarking Compares the performance within an organization to that of other similar organizations.
· Employees designated as indirect factory workers should provide what information to assist in first-stage allocations in ABC? The percentage of employee time spent for each activity pool
· ABC is not used for external reporting because auditors would not be comfortable using allocations based on employee interviews.
· The traditional cost system allocates all manufacturing overhead costs using machine-hours, a volume-related allocation base.
· Which reports are the most common management reports using ABC data?
· Product profitability
· Customer profitability
· Which costing method assigns only manufacturing costs to products? Traditional 
· The first major step in implementing ABC is to identify and define the activities that will form the foundation for the system.
· Activity levels in activity-based costing
· Unit-level – power to run production equipment
· Batch-level – machine setup
· Product-level – product design
· Customer – level – sales calls
· Organization sustaining – factory cooling system
·  Which of the following costing systems would result in the same total profit figure? Activity-based, traditional, absorption
· Activity-based costing can identify activities that would benefit from process improvements
· The first step in any improvement program is to decide: what to improve
· Activity-based Costing systems are more costly to maintain than traditional cost systems
· One of the reasons why ABC is not used for external reporting is because it does not comply with GAAP
·  Transaction Drivers are simple counts of the number of times an activity occurs
· Steps for implementing ABC
· Identify and define activities, activity cost pools, and measures
· Assign overhead costs to activity cost pools
· Calculate activity rates
· Assign overhead costs to cost objects 
· Prepare management reports
· What are some of the limitations of activity-based costing systems?
· Data must be collected, checked and entered into the system periodically
· ABC requires substantial resources
· Activity-based costing uses more cost pools than traditional costing
· The greater number of activities in an ABC system, the more costly it is for the company to develop.
· Which of the following departments should be included in the design of an ABC system? Marketing, engineering, accounting, production
· Which of the following are organization-sustaining activities?
· Setting up a computer network
· Heating a factory
· Preparing annual reports
· Which costing system assigns non-manufacturing overhead on a cause-and-effect basis? ABC
· In a traditional cost accounting system, what type of costs are assigned to products even if the costs are not caused by the products? Manufacturing
· Product and customer profitability reports help companies channel their resources into the most profitable growth opportunities
· In activity-based costing systems, products are only charged for the costs of capacity they use – not for the costs of the capacity they don’t use. This provides more stable unit product costs and is consistent with the goal of assigning to products only the costs of the resources that they use.
· Customer sales minus direct material, direct labour, and overhead cost pools used for each customer equal customer margin
· In activity-based costing, first-stage allocation assigns overhead costs to activity cost pools
· Which of the following would be a customer-level activity? Mailing catalogs, sales calls
· When using a traditional cost system, high-volume products are generally overcosted and low–volume products are often undercosted.
· Which stage in activity-based costing uses activity rates to apply overhead costs to products? Second-stage allocation
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