Azaladl Jilbeall 4518
dplacal) i

e oIl
Ll
ABC bladl

Baball dlid

ol (Ul g Leaa pluia a0



‘}.‘_‘!‘,» r ey Notiwaty Mawrd 4 Wi g

C hapter Five
\etivity Based C osting( AB(C )
bl sl e caghsil

s
N oty

| carning Objectives

I Define the Activity Based Costing( ABC) b e
Explain the Activity Based Costing Characterist
Distinguish between simple and activity -based
COStING SYSICMS. — Lep  a

4 . Explain the Steps for Implementing Activity-Based
Costing. (5  Rry

5. Explamn the types of the cost drivers .
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The modern business environment since the eighties of the
last century has witnessed several changes. the most
important of which 1s economic production. Increasing
competition between the economic wunits and the
multiplicity of products produced to meet the requirements
of customers, as well as the emergence of the world trade
organization, technological progress, globalization and
others and the consequent drop in prices to survive in this
environment.

On the other hand, shortcomings in traditional systems.
such as orders and process , began to appear in terms of
providing misleading and inaccurate information about the
cost related to the product, the customer, the service and S0
on, so this was the motivation behind the emergence of
modern ideas in the eighties of the twentieth century to
update or refine the systems applied to suit the .n.ceds‘zmd
_ aspirations of management, as the distortions arising from
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Define the ABC

The Activity Based Co

sting system is defined as one of the
Systems that refines the COst system by focusing on
activities as basic cost T

> 02 objects . This System is based on the
Cost of activitieg and

therefore allocates the i
Viti : C f these
activities to the ¢ogt objects of D ost of th

i roducts, customers , and
SCIvices. 1t is also define ag the SYStem that collect the
Indirect costs of €ach of the o

OMpany's activitioe -
5;)013 and then allocates these Costs tg the \l:tlels 1 e cost
© service provideg under certq; ‘hal product or
according tes determined

to driverg based 0 napplied o
n Causy] relationship.
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Characteristics of Activity Based Costing
[. Assist in identifying opportunities for management to
reduce costs accurately and clearly, as it shows the stages
and processes that the product goes through and the
activities that contribute to its formation separately.
Reducing the cost of any activity and stopping the extra
activities and canceling their costs will lead to a reduction
in the cost of the full product. This is considered the goal
and reason for the creation of the ABC system, especially
in the highly competitive economic units.
2. Is an effective tool in evaluating performance, as
production workers make efforts to reduce costs and with
the help of (ABC), by identitying activities and
determining the supervisor of each activity. Among the
measurements used to evaluate the performance of
supervisors is the goal of reducing costs, especially the
cost of the unit of the factor directed , for example, the
supervisor on the inspection activity deserves incenti\jes if
he could reduce the cost of the inspection hour (the factor
directed to the cost of inspection).
3. The cost of unit the directed factor (or app
depends on the variables of non-financial, but M

lied rates)
aterial ,
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3. contributes to increase the efficiency of the performance
of activities and take the management of the righ:
decisions for the accurate information provided.

6. Achieves the state of maximization of production
through quality control and improvement, so requires the
provision of administrative elements believe in the

introduction of the concepts of the system, which can be
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[mplementing Activity-Base (_l‘ost,'ng
Steps for tify the Activities
Step I+ ldf‘" t.he activities related to the pmdu(;t |
[n thi§ SftP-] d, of course, they are limited ¢, the activit?m |
determme_d atfe ;0 its production. These are of t)’pes, SOr:z
that c(?x}tﬂb‘; at the level of the €conomic unit, SOme of
of \\-}Zrc:‘:;rk related , some are at the seryice leve] ang
::2::2 are at the product level.

&L’S’!@m;lsw,

; sl 13 m:gz’nlmmy;gm*s}i,gtm%,wﬂﬁ
Jall dasda g il 48] : RS A ol .
uw‘&lﬂﬁmihmgﬁeﬁuﬁ‘mw@J*é-mlg.su
LALS;\A‘JAJQ.LQEJAQ}S.QLAL@_&‘:{:ML@EY’E.JA}”L;M‘_J;QJ%
,@Algjmg;a,gu@j‘MM!gﬁmsl;wg

to activity cost
Under this Step, the cost of each center
€ost pool, is defined as representin
cost of maintaim'ng the Machineg

> Which represents a
& an activity sych as the
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S“", P:ﬂ(\l':“:::(;\( the 1”““““‘ base oOf the so-called cost
l"“dm, lcﬁm‘d 48 4 measure that reflects the reason tor the
‘*mw“.:m:nl within cach cost punl Fhe dnivers in this
cOd ’ :m twWo types: .
st stage drivers
o used 10 aggregate the costs assoctated with cach
¢ activity to these costs.
g tage drivers
B. 1hcf§:i(:rg:'lssus§d to apply the costs of activities on the
A mtr puUrposes of the cost. Examples of these drivers
goalshg qumber of purchase orders associated with the
jctivity  center of pur.chase Qrders, purchase returns,
nspection hours ?lSSOClated with the center of quality
inspection activities, q,nd the number of employees
associated with the training center.
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" objects sign or allocation costs of activities to oSS

% Snder this step the costs of the activities arc assign to
E €St objects, and the cost object may be an
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