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## 4589112420 MAJOR LOGISTICS MANAGEMENT
KEY WORD: ACTIVITY BASED COSTING / DISTRIBUTION / LOGISTICS / ABC

MRS. PIMCHANOK WORAWATTANANON : ACTIVITY-BASED COSTING
MODEL FOR DISTRIBUTION BUSINESS. THESIS ADVISOR : ASST. PROF.
DOC. SOMPONG SIRISOPONSILP, 70 pp. ISBN 974-14-2426-4.

The activity-based cosling concepl has been applied to many business
seltings because it can reveal more accurate estimates of costs thus allowing
decision makers to be able to form an appropriate strategy. This concept, however,
has not been widely used in the distribution business partly due to the lack of
understanding of haw to develop an activity-based costing model and apply the
developed model in practice. The objective of this thesis is to provide practical steps
in developing an activity-based costing model and in applying the developed model
for analyzing the distribution cost-of products. The model is developed using data
and information collected from a selected service provider who has offered

distribution services to throughout Thailand.

The results from the model show that the activity-based costing model is a
good tool for identifying the true distribution costs of each product especially in the
case thal reseurces are shared among different types of, praducts or services. The
developed model also allows managers to-trace backto determine the sources of
those-costs, enabling them-to-efficiently-manage.the-costs.-and effectively-develop a
business plan. Inaddition, even there are no shared resources; the results-from the
activity-based costing model could be used to investigate the utilization of a

company’s assets, providing a guideline for internal process development.

Field of study Logistics Management Student’s signature..

Academic year 2005 Advisor's signature, /%
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Traditional product costing simplistically allocates costs.
ABC traces cost based on cause and effect.

TRADITIONAL PRQﬁUCT COSTING ! ACTIVITY-BASED COSTING

COSTS COSTS
’ l Resource Drivers
giitcation Costs are assigned to
Costs are misallocated to Consumed by: o 9
activities based on effort
. products based on assumed l expended
Consumed by: linkages or convenient p '
alternatives such as direct ACTIVITIES
IagBFhoLS Activity Drivers
Activity costs are assigned to
. products based on unique
PRODUCTS Co nSUTEd by: consumption patterns.
PRODUCTS
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Traditional Contemporary
1. Unit-based drivers 1. Unit and nonunit-based drivers
2. Allocation-intensive 2. Tracing-intensive
3. Narrow and rigid product costing 3. Broad, flexible product costing
4. Focus on managing costs 4. Focus on managing activities
5. Sparse activity information 5. Detailed activity information
6. Maximization of individual unit 6. Systemwide performance maximization
performance 7. Uses both financial and nonfinancial
7. Uses financial measure of performance measures of performance
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The S-curve from ABC's recosting of traditionally burden-allocated costs
squ oozes out cost distortions. The height of the curve’s tail reflects the
unique and disproportionate consumption of activity costs by cost objects.

ABC’S PER-UNIT COST DEVIATION FROM
TRADITIONAL COSTING

Activity-Based Costing

Undercosted

Traditional Costing
Overcosted

Copyright © 1993 The ABC Manager’s Primer
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Cost Volume Cost Driver Cost
Incurred Per Unit
Volume Cost Driver

# of Units Produced # of Units Produced

N 6 Volume Cost Driver Behavior

1 : O’'Guin (1991)
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Cost Cost
Incurred Per Unit

# of Units Produced # of Units Produced

N9 7 Batch Driver Cost Behavior

A - O’Guin (1991)

1 % v
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Why? How well?
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GROWING/EXPANDING BUSINESS

Sales

Time

Primary Uses of ABM
e Redeploy non-value-added work
e Improve processes and activities

DECLINING OPERATIONS

Sales

Time

Primary Uses of ABM
e To cut cost

e Downsize

e Effect lavoffs

NO GROWTH/FLAT BUSINESS

Sales

Time

Primary Uses of ABM

e To identify non-value-added cost

e To set priorities for improvement
and effect improvement

e To isolate/eliminate cost drivers

e To determine product/service
costs

e To determine product/service
costs

CAPACITY CONSTRAINED

Sales

—

Time

Primary Uses of ABM

e To determine product/service
cost

e To make product/service
decisions

e To determine activity capacity
(bottlenecks)

A 9 General Uses of ABM Information

11 2 Wiley & Sons wag Miller (1996) 8141l Player waz Lacerdo (1999)

2.4 mehszuuauuianssalidszaneld

sruvsuuianssansnin sz nadldlunngsia seedredssmlusdssman

Tiansvinszuusiunuianssnlillsyensld iy Hallimark, Tampa Electric Company, John
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Deere, American Express Inc., the U.S. Postal Service, Hughes Aircraft, Caterpillar,
Xerox, National Semiconductor, Tektronix, Dayton Extruded Plastics, Armistead
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DOCUMENT THE
SCOPE OF INTEREST

A 4

DOCUMENT THE
MATERIAL FLOWS

A 4

DEFINED
RESOURCES

A 4

A 4

DEFINED
ACTIVITIES

ANALYSE
RESOURCES

\ 4

A 4

ANALYSE
ACTIVITIES

SELECT 1 STAGE
COST DRIVERS

A 4

SELECT 2 STAGE
COST DRIVERS

ACTIVITY
CoOe kS

) 4

COST OBJECT
COSTS
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PRODUCTION
transfer 4 persons
2 trucks
v
RECEIVING
. v
LOW ALCOHOL HIGH STORAGE
STORAGE STORAGE TERMINAL AREA
picking handling placing 3 high
1 person 2/3 persons trucks
1 truck 2/3 trucks 5 persons
A\ 4

HIGH STORAGE

picking (see
placing)

\ 4

HIGH STORAGE
TERMINAL AREA

transfer 1 1/3 persons
1 1/3 trucks

A 4 A 4 A 4

LOADING AREA

loading 3 persons
2 trucks
2 loading trucks

A 4
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Resource PCS Replacement value Life time Capital costs OM-costs Costs per year
Space
Alcohol storage 2,200,000 30 377,398 377,398
High storage 7,842,000 30 1,345,252 1,345,252
Low storage 2,583,000 30 442,967 442,967
Loading area 1,800,000 30 308,780 308,780
Trucks
High storage 3 450,000 10 96,595 30,000 379,786
Fork lift 7 160,000 10 34,345 18,000 366,415
Loading 2 30,000 10 6,440 9,000 30,879
Personnel Number Cost per person Costs total
Workers dir, 135,000 2,295,000
Foreman . 206,667 620,000
1
= v a
F19797 3 ARVLIBNNANTTH
Activity costs
Transfer Receiving Alcohol Alcohol Low High High Transfer from Low Loading
from prod handling storing storing storing handling high pikcing picking

Resource consumption
Space

Alcohol storage 1

High storage 1

Low storage 1

Loading area 1
Trucks

High storage 3

Fork lift 2 213 11/3 1 2

Loading 2
Personnel

Workers 4 2 2/3 5 11/3 1 3

Foreman 25.53% 11.76% 103.92 0.00% 0.00% 0.00% 29.41% 7.84% 5.86% 17.60%
Costs of resources consumed
Space

Alcohol storage 377,398

High storage 1,345,252

Low storage 442,967

Loading area 308,780
Trucks

High storage 379,786

Fork lift 104,690 34,897 69,793 52,345 104,690

Loading 30,879
Personnel

Workers 540,000 270,000 90,000 675,000 180,000 135,000 405,000

Foreman 145,862 72,941 230,980 182,353 45,627 36,471 109,410
Activity total 790,572 342,941 355,877 377,398 442,967 1,345,252 1,237,139 295,421 223,816 958,760
Cost driver pallet pallet pallet pallet-day pallet-day pallet-day pallet pallet pallet pallet
Total CD 112,000 112,000 17,000 219,000 219,000 2,226,500 50,000 50,000 45,000 112,000
Total FIM CD 7.06 3.06 20.93 1.72 2.02 0.60 24.74 5.97 4.97 8.56
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Product costs

Product  Deliveries  WTO  Pallet value  Shipments  Route Costs per pallet  Difference  Difference/pallet value

{FIM) {(FIM)
Trad abe

1 144 144 7448 1072512 M 246 28 — 218 — 293%
2 47 6.8 20868 980812 K 689 81 — 608 —291%
3 8% a9 4725 420525 M 156 31 - 125 — 2.65%
4 155 40.7 6441 998 303 K 213 54 — 158 - 245%
5 76 6 8196 622906 K 270 74 — 197 = 240%
6 198 277 6209 1229325 K 205 57 — 148 — 2.38%
7 399 37 607 242135 K 20 87 &7 11.04%
8 103 24 1939 199 676 M o4 326 262 13.51%
9 1588 47 233 43757 A B 52 45 19.31%

10 43 21.5 135 5784 K 4 59 54 40.00%
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52 Dros Quick - Tyler
Fi= Edt Model Modules Pencd Vew Took Window Help
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4 Build High-Llusktp Feoducks | i Hugiress as usual
W% Irepacianrejetrale 200 " Higheet prizily
L 8 Inspecting PRl
.@; Aoz Beslindndushy S Mice Lo hawve
=) Deliver Cost-Elfeaiive Frocucls Ald & Busnees a usual
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W00 production seiug li A0 " Spacial altention
Lt 2M<100 CDF poaczt Highest pricify
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22 Resource [Quarter 1] [Named View - Tyler Resource module]

Eﬁamme =

M anufactunng 100010
B+ =1 Produciion 1 $100,000,00
L (& Production cost 1 $100,000.00

AMH 13 ARatiIILLILRIARINTNENNT
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== Activity [Quarter 1] [Named View - Tyler Activity module]

$100.000.00
e 1 $40.000.00 P
L & Production 1 $40,000.00
[} § Scheduling 2 $20,000.00
L& Production 1 $20,000.00
%lnmeuing 3 p1000000 B
2 Production 1 $10,000.00
B == Aszembling 4 $30,000.00 B
L3 Production 1 $30.000.00
4| = | Ll—J

AW 14 FaiNalLLAIaadNAnTTN

B3 Cost Object [Quarter 1] [Named View - Tyler Cost Object module] g@l@

| Ref Mo |Cost UserDutput@ty | =
F 4 e $112.805.00 412805.00
1 $67.757.47 33424400 1.040.00
) Setting Up 1 $20,740.74
2 Scheduing 20 $83882
£ Irepecting 3 #4009
(B3 CD Carkidges B $312000 $3120.00
& #4100 Produst Label 3 £31200 31200
G0 Power Supply 3 3081200 $30.812.00 L
B3 o ¥4M-500 2 $AEEATEY  $B.551.00 ZE0.00
E?lr il Poweer Supply 3 ﬁﬂ.ﬁ“lﬁ.nui £2,515.00 =
4 3

AN 15 FlaegneuLuanaed Cost Object
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Quality Auditing Activity
Cost per batch $ 50
Cost per direct labor hour $ 25
Product A Product B

Number of direct labor hours 4 2
Number of batches produced 1 2
Conventional cost (Direct labor hour) $100 $ 50
ABC Cost $ 50 $ 100
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Cost
Total cost
Measurement
cost
:
1
|
|
:
! Error cost
|
Low Optimal High
accuracy Level accuracy

A9 17 The Optimal Cost Management System

1" : Hansen WAz Mowen (2003)
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Player and Keys (1999) laagidanqsszds (Pitfalls) 30 isznns dmdunis

[ %

o o vq T oa gy
AanAa99e s luduEueY

°IJ’1mmimmi‘”uLL@:M’]MM%MT}éﬁ_@mii:ﬁmp (Lack of top management buy-in)
1MAdRLsrasANdAIaU (Lack of clear objectives)
AN ladunesul TUNNNBIAUANY UTNANNNeS (Failure to understand the

three views of cost)

D

o s

HrutateulasanistlaznetfetnguauiuNaTa U uNTRWRENaEN9AEY (Project
uses an all-finance team)

11ANTTRAIUIINTBINIINGNL (Lack of employee involvement)
mmﬁunumﬁuwuﬁwmﬁm (Lack of monetary support)

11ANNTENaUIH (Lack of training)

UaaelidimnUTneilugandiunimnesnali (Consultant did everything)

U 9

a k2

°mmm’mL%msmaﬂum@mmmunu (Lack of cost management expertise)
TifnadelavszuunsLEMIsFUAanIIdnfuRans N (Not linking Activity-

Based Management with other initiatives)

A9NA237e 59 luduN 994 (Pilot)

azlaan13niulAsaN1snsasnaw liimausL (Failure to do a pilot first)
Heaziagananidulil (Too much detail)

Hpuaviasn ldiieana (Too little detail)
Uszauilogulunnsiiusitsaudearesnanssn (Problems in collecting activity data)
ﬁmmmmmﬂg'ﬂﬂumiﬂimmﬁunu (Inaccurate assignment of costs)
”Laimma?mﬁmﬂ@&tuzdmﬁLﬂmﬂmuﬁﬂm (Unavailability of detailed data)
Lﬁmmmﬂmmmﬁ'ﬂuﬁlmmm (Assignment of cists to the wrong year)
iloymenuldsunsuaauiapmas (Software problems)
nstAnnslasanslaifitls=AM3n1m (Poor project management)

o

Bz vRaTauNan llieane (People do not have enough time)
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wiinauinissefwilasaniiaANUINATEeA U AsLLLaT (Individual
resistance due to fear)
mieauiinisfafunsilasuilag (Departmental resistance to change)

. A s o 4 e 4 a
nineuinisAeA unsLatuLl adANNTR LA AR NE ADBBE AN (People’s
resistance to changing their belief’'s and value systems)
guassalunisiasuulasainaninuanaes (Environmental barriers to change)
wanianel3lalldgnilanndlfiifasa (Plans to act on the numbers were never
formalized)

NN992ULTENUAN ladN e (Lack of understandable reports)
tlywifaaiuaIunaeanisaeeu (Problems with reporting frequency)

1 v ] % 1 [ dl | 1 dl v o
yaduennz udausiunuaesaues Inglinesluaneoeiilumhaanuna¥nanils
(Individual cost center focus, not a profit center)
13ninann lsunnifrly (Company is too profitable)

FLULNNILEMN S AU UAanssuiAuy L lunIsguasnenganiulyl (Activity-Based

Management is too costly to maintain)

TuinuawAeaiu Ganasekaran, Marri U8z Grieve (1999) asililsviaundnAnylu

nstnssuLAuuRanssNNlsvene L lugsna SMEs Aa

1. Top Management Commitment #xN809 HiFunssvatgeazfaadnla Iinisatiuayu

o 1

waziflugiin - dededuRaddrArynansennudnGalunnstsvensldsrunsuyuianssy
TuwnuynnsaAn
Organization “for. ‘ABC ‘Program “#a1gild  IUeaAnIasfiedlnisaalaeNANen1i
dsznaumaeniingunigluesing dguiuninisdszendldsruusuunansss
. =2 o s = Y o v v dl o
Seminar on ABC ua1gde wiineuluesAmazaziniadndunun lwindeiaaiusyuy
% a dlo/ 1 v N o o dl o o Y -13’
FunUNanIsuaningvtaeunieuentne - wazadsiandununesiuiadatinielu
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Incentive to Motivate Participation %180 mmumimuumuiﬂmﬂL‘W@@ﬂﬂu
o v g 1 ¥ ¥ a &
Wind R dauiaN lunnsUseynald s us W uAanssun g lueAn IR LN LM
5 o
NUNIRINY
. . =2 o £ = 17 o &
Education and Training on ABC Y804 wumm%mmummwﬂalmmqﬂ@mm
hunne uazdselamiannnisinsruusununanssudunldetnedniau
. . . = A a ) o o Y
Analysis of the Critical Activities Y HNN&I09 mmﬂﬂﬂ@mmmLﬂumummmm@ﬂmma
slanslsenaugsna annanssavieunn luesfaanininsnziflugean
Identify Value Adding and Non-value Adding Activities tdun19Nas0enAanssule
3| a dl % 1 QI a dl 0 1 Ql Y o & ] o
Wunanssunainayganig  Iasfanssuiliadwyarinliiuesdng  dounininay
\lufanssunmsaziidnaan il
Monitor the Implementation WHEAY  H13%199AB9NNNIRARINIANANTZLAWNIS

Uszgnalfszuuayunanssune luasrnsAauAsiauay

Characteristics Implementation
of SMEs Strategy/Method

innovatory potential, ability to

bureaucracy, efficient internal

Activity Based
Costing in SMEs Top management
commitment, Organization for

ABC program, Seminar on
ABC

High degree of human
decision making and
execution, personal

relationships are of high
importance, higher inherent

Incentive to motivate
Requirements of participation

meet changing market ABC

; Education and training on ABC
requirements, lack of

Defining activities and
determining cost

! Analysis of the critical activities
drivers

network, higher external
linkage, capital intensive
environment, lack of
resources Multiple performance measures, EDI,
compare activities with those
benchmarked, reduce throughput time,

Identify value adding and non-
value adding activities

Monitor the implementation

on time delivery

AN 18 A framework for the implementation of ABC in SMEs
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