Key notes:-

1 Traditional Absorption costing

It is assumed that volume of output is the factor which determines costs.

2 ABC

However, ABC recognises that the amount of cost may be determined by
factor other than the volume of output. These factors are called cost drivers.

Two Basic Costing Methods
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Marginal costing

|

Absorption costing

ABC s an alternative approach to the traditional method of
Treatment of overheads absorption costing,
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Identify the activities that create overhead
costs.

Identify cost driver for each of these activities.
(volume- based and non volume-based cost
driver)

Charge overheads to products on the basis of
the activities consumed by the product.
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