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[bookmark: _GoBack]Case analysis: Soap makers international
a) Ingrid’s exploration of changing her cost allocation of overhead from the traditional approach to ABC approach is justifiable on the basis of costing. An alternative that would provide reduced costs of manufacturing would be preferred to one that is more costly. The only way to understand the cost of various elements of cost drivers is to explore on another method of allocating overheads. In this case, it is necessary for Ingrid to check on the multiple costing pools and compare to the traditional as the accounting officer of the production division. 
b) 
	
	Direct labor cost base 

	Particulars 
	Industrial Soap 
	Luxury Soap
	

	Direct material
	0.40
	0.80
	

	Packaging 
	0.1
	0.6
	

	Direct Labor 
	0.14
	0.15
	

	Manufacturing Overheads per labor hrs.
	1.91
	8.89
	

	Total Cost Per Unit 
	$2.55
	$10.44
	

	
	
	
	

	The manufacturing cost is absorbed using the single cost drive of labor hours. Through this method Ingrid is able to cost one Industrial soap at $2.55 and the luxury soap at $10.44
c)
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d). The cost allocation support the need to use the ABC approach since the industrial soap is $1.03 less costly same as the luxury soap which drops cost by $0.56. 
e) From the observations made in d) above I would advise Ingrid Krause to adopt the new costing method because it narrows down the cost drivers and ensures that the right amount is spent on the items produced.  
image1.png
Cost allocation using multiple cost drivers

Time cost cost per second
750,000 2,500,000 EES)
300,000 1,500,000 s
100,000 1,000,000 10

Industrial Soap  Luxury Soap.
04 08

01 06

014 015

Processing 067 1.3 time taken multiplied by cost per secont
Finishing 015 2
Packaging 0.06 s




