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Discussion Board Assignment
Although traditional overhead allocation systems and Activity Based Costing systems (ABC) are both used to estimate the overhead costs in production and later direct the costs to various products on cost-driver rate basis, there still exist some differences between the two. Looking at the traditional overhead allocation systems, are less accurate and simpler compared to the ABC (Huang, 2018). In assigning overhead costs to products, traditional overhead allocation systems depend on arbitrary average rate while activity based costing systems are based on products’ activities and usage. Based on knowledge and experience, I would prefer ABC since it is more accurate and reduce any chances of over-costing and under-costing.
One of the benefits that the company may benefit from ABC is precise breakdown when it comes to indirect costs (Harrison et al., 2018). Also, using ABC is more beneficial to the company due to accuracy thus helping to get the actual cost during production as it assigns cost to product activities and usage.
The experience I have with ABC is when I was working with a Chinese company Xu Ji which deals with electricity. Use of ABC in the company was awesome as standardization was induced successfully in the processes and working practices (Harrison et al., 2018). Again, ABC helped to catalyze the IT developments in the company.
Circumstances that I would not advise my company transfer to ABC costing system is when the amount of overhead cost is very low. Again, if my company is not dealing with multiple products then it is not advisable. Also, if the products produced are not complex and also the production system is easy then it's not advisable to switch to activity-based costing system (Myrelid & Olhager, 2019).
I think overhead allocation is essential in most manufacturing sector since not all goods produced are sold at the same time. Secondly, those goods not sold are indicated at their cost in the asset entitled inventory. Again, the accounting principles mandate that every product inventory cost must have direct and indirect sots involved in manufacturing (Vieira, 2018). Last but not least, some companies find it important to sell their products at a price in line with the cost of production. Some of the drawbacks associated with overhead allocation include fostering politics which leads to political infighting, restricts new product introductions, profitability of the company is understated beyond budgeted volume and market aggressiveness is inhibited.
One of the problems that can be solved using ABC is introduction of new products. Normally accounting methods used places a percentage of overhead cost to every new product immediately profit is analyzed (Vieira, 2018). This makes the new product cost be inflated. For that case, using ABC helps to analyze a new product by taking into consideration only the incremental costs for that product. Secondly, profit of the company will no longer be understated when ABC is used. However, other problems will remain such as market aggressiveness and overstating savings.
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