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The Design and Planning of Activity-Based Costing System
-A Case Study for Vehicle Parts Manufacturing Industry

Student: Yung-Chih Lin Advisor: Prof. Jan-Shin Hon

Department of Industrial Engineering and Enterprise Information
Tunghai University

ABSTRACT

In the past cost structure, because the directly artificial and directly raw materials
have large percentage accounted, the attribution of the manufacturing expense is
mainly shared at one stage. However, the products are made from large-amount
production to small-amount, various types of production with the progress of the
production technology. All in all, the proportion of manufacturing expense increases
with ever widening margins. Under this environment, the traditional cost accounting
systems have typically adopted method of single attribution base which results in
obvious divergence of product’s cost.

The activity-based cost system adopts a two stage allocation method. It has
improved the method of sharing manufacturing expense dogmatically and yields
comparatively accurate cost information. However, only few manufacturers
implemented it successfully. Although, the concept of two stage allocation method is
relatively simple, the problems of complicated production systems, huge amount of
data, and inconsistent data formats represent significant difficulties for such tasks as;
collection, conversion and calculation of the cost data, and the implementation cost is
extremely high.

In order to solve these challenges, this research will describe the case company's
original cost system and changes implemented into the method of ABC. The
discrepancy of planning between both is of reference value to the administrator in the
design of ABC. To the question of the inconsistent file formats, this research utilizes
Microsoft BizTalk software for processing information obtained from the various
forms to simulate ABC procedure following receipt of a customer's order. This study
shows information systems can accurately calculate the cost of ABC in a simple, yet
efficient and economical manner. In addition, in the face of the product diversification
and increasing proportions of indirect cost, there are differences between the different
cost systems which evidences the suitability of adopting ABC cost system.

Keywords: Competitive Advantage, Activity-Based Costing, Cost Driver
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