
BASIC MA TOOLS



ACCOUNTING

• Cost allocation – fixed and variable cost, relevant costs

• Absorption costing

• Job order costing

• Process costing / Throughput accounting

• Activity based costing (“ABC”)

• Time driven ABC (“TDABC”)



BASIC COSTING

• Cost can be classified various ways but total should be the same

• Why costing important?

• How to classify?

– Direct versus indirect

– Product versus period

– Prime versus conversion

– Fixed versus variable

• Garrison chapter 2



ABSORPTION COSTING

• Garrison Chapter 5

• Must be used for financial accounting reporting and tax filing

• Cost of goods sold include all product related variable and fixed 

cost (allocated)

• Use of predetermined usage rate to cost items during year, then 

year end will have variance to adjust for

• While not optimal for decision making (vs variable costing), it is 

required and more theoretically correct (accrual basis of 

accounting)



JOB ORDER COSTING

• Garrison Chapter 8

• Many different products

• Made to order

• Trace costs order to order basis

• Suits higher priced / costs / value unique products



PROCESS COSTING

• Garrison Chapter 9

• Single homogeneous product produced continuing basis with 

uniformly applied process on all units of production

• Record input material and process lost along the way

• Calculate cost of equivalent units of production for unfinished 

products at period end

• Back out cost of production



ACTIVITY BASED COSTING

• An approach to the costing and monitoring of activities which 

involves tracing resources consumption and costing final outputs. 

Resources are assigned to activities and activities to cost objects 

based on consumption estimates. The latter utilize cost drivers to 

attach activity costs to outputs.

• Garrison Chapter 7

• Direct materials, direct labor, and other direct cost same treatment

• Uses various cost pools based on activities to allocate non-direct 

costs



ACTIVITY BASED COSTING

• Frequently used?

• Activities can be defined clearly and distinctly?

• Benefits > costs?

• High costs to set up, if process change very quickly then much 

lower benefits compared to costs required

• Do not separate into variable, fixed, or relevant, had to back track 

to normal costing system for other analysis

• Required multiple costing systems

• If ABC info not updated, provides even worse results

• Slacks and down time not fully accounted for



ACTIVITY BASED COSTING

• Modern manufacturing environment

• Short production runs and lots of variations (phones)

• Production changes specs frequently

• Production process changes frequently 

• Multi-task of activities

• Some activities involves more than one cost and some cost 

involves more than one activity pool







TIME DRIVEN ACTIVITY BASED COSTING

• See reading pack






