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Prepare a report for Ingrid that addresses her interest in exploring an Activity Based Costing (ABC) system while including the following. 
a) Is Ingrid’s exploration of changing her cost allocation of overhead from a traditional approach (one cost driver for allocation) to an ABC approach (multiple cost drivers applied to multiple cost pools) justifiable? If so, explain to her where it is.
Changing the cost allocation of overheads from traditional approach to Activity Based Costing is justifiable because it considers multiple cost drivers, the production process is process driven and when technology is considered to be a large portion of the product cost. ABC recognizes the connection between costs, overhead activities and manufactured products and allocates costs incurred indirectly in a logical method than traditional costing method. ABC enhances cost data reliability and produces nearly accurate costs and accurately classifies costs acquired during production process. 

b) Calculate the costs (of direct materials, direct labor, and overhead) for each of the two representative types of soap using direct labor as the base for the allocation of overhead.
	Particulars
	Industrial Soap
	Luxury Soap

	Direct Materials
	$ 0.40
	$ 0.80

	Packaging
	$ 0.10
	$ 0.60

	Direct Labour
	$ 0.14
	$ 0.15

	Manufacturing Overheads
	$ 1.91
	$ 8.89

	Total Cost Per Unit
	$ 2.55
	$ 10.44



c) Calculate the cost of (direct labor, direct materials, and overhead) for each of the two representative types of soap using an ABC approach for the allocation of manufacturing costs.
	Particulars
	Processing
	Finishing
	Packaging
	Manufacturing
	Total

	a. Overhead costs
	$2,500,000
	$ 1,500,000
	$1,000,000
	$5,000,000
	

	b. Total Time

	750,000
	300,000
	100,000
	1,150,000
	

	c.  Cost Driver Rate (a/b)
	$3.33
	$ 5
	$ 10
	$ 4.35
	

	d. Industrial Soap cycle 
	0.2
	0.3
	0.006
	0.236
	

	e. Overhead Cost for Industrial Soap (c*d)
	$ 0.67
	$ 0.15
	$ 0.06
	$1.0266
	$ 1.91

	f. Luxury Soap cycle time
	0.4
	0.4
	.5
	0.13
	

	g. Overhead cost for Luxury Soap(c*f)
	$1.33
	$ 2
	$ 5
	$ 0.56
	$ 8.89




d) Do the cost allocation calculations provide support for an ABC approach? Explain.
The calculations support the ABC approach because of the different activities involved in manufacturing the soaps. First, it identifies all the activities needed to create the products, including processing, packaging, finishing, and manufacturing costs. The costs are pooled to the mentioned activities, and then they are allocated to the products by identifying the appropriate cost driver, which is labour hours in this case. Labour hours are used as the cost driver because overhead costs are built from the number of hours used in manufacturing. 
What advice would you give Ingrid Krause to continue with her traditional costing approach or change to an ABC approach? Explain 
Krause should change to the ABC approach. This is because ABC is more accurate in product costs allocation since it accumulates costs by activity instead of adding all costs in one pool. Product costs are apportioned in relation to the actual activities that produce costs other than volume measures. It is easier to trace costs to certain activities in the production process. By using ABC overhead costs generated from products produced in high volumes is easily transferable to low-volume products, increasing low-volume products' unit cost.

