Question 12 – Absorption & ABC Costing
Budgie Limited makes three products X, Y and Z.  Each product uses the same materials and the same type of direct labour but in different quantities.  The company uses absorption costing and absorbs the overheads on the basis of direct labour hours.  Budgeted production and sales volumes for the following year for products X, Y and Z are 10,000 units, 8,000 units and 12,000 units respectively.
The budgeted direct costs of the three products are shown below at £ per unit:
Product 			X 	Y 	Z 
Direct materials 		12 	14 	11
Direct labour (£6 per hour) 	15 	18 	24
Budgie Limited expects to incur indirect production costs of £660,000 analysed as follows:
Cost pools 			     £ 		Cost drivers
Machine set up costs 		  160,000	Number of batches
Material ordering costs 		  150,000	Number of purchase orders
Machine running costs 		  350,000	Number of machine hours
––––––––––
  660,000
––––––––––
The following additional data is available for each product:
Product 				X 	Y 	Z
Batch size (units) 			200 	400 	150
No of purchase orders per batch 	3 	3 	2
Machine hours per unit 			1·1 	1·1 	1·2
Required:
(a) Calculate the budgeted full production cost per unit of each product using absorption costing.  
(b) Calculate the budgeted full production cost per unit of each product using Activity Based Costing (ABC).
(c) Discuss how ABC has been applied to the costing process in this business, highlighting the differences between ABC and the traditional approach, and discuss the advantages and disadvantages of ABC over the traditional costing approach.  
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