


Financial and Managerial Accounting
ABC Exercises SOLUTIONS

1) For the following company:
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Calculate the overhead allocation based on labor hours.
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2) For the same company with additional information:
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a) Calculate the allocation of each cost pool to the two divisions.
b) Calculate the total overhead allocated to each division
c) Reconcile the answer in b) with your answer from question 1.
d) What is the cause for the differences for this company between traditional and ABC costing?
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ABC Costing

Overhead Costs Amount Cost Driver Division A Division B Total

Indirect Materials $16,000 Labor hours 60% 40% 100%

9,600 $             6,400 $             16,000 $          

Indirect labor $15,000 Labor hours 60% 40% 100%

9,000 $             6,000 $             15,000 $          

Factory rent $30,000 Square feet 71% 29% 100%

21,429 $           8,571 $             30,000 $          

Setup costs $40,000 Setup 80% 20% 100%

32,000 $           8,000 $             40,000 $          

Total $101,000 72,029 $           28,971 $           101,000 $        

Overhead Costs Amount Overhead Costs Division A Division B Total

Traditional costing $101,000 Traditional costing 60,600 $           40,400 $           101,000 $        

ABC costing $101,000 ABC costing 72,029 $           28,971 $           101,000 $        

Difference $0 Difference (11,429) $         11,429 $           - $                 
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Overhead Costs Amount Cost Driver Division A Division B Total

Indirect Materials $16,000 Labor hours 12,000              8,000                 20,000             

Indirect labor $15,000

Factory rent $30,000

Setup costs $40,000
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Total $101,000 60% 40% 100%

Allocation 60,600 $           40,400 $          
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Overhead Costs Amount Cost Driver Division A Division B Total

Indirect Materials $16,000 Labor hours 12,000              8,000                 20,000             

Indirect labor $15,000 Labor hours 12,000              8,000                 20,000             

Factory rent $30,000 Square feet 5,000                 2,000                 7,000                

Setup costs $40,000 Setup 8                         2                         10                      


