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The objective of this thesis is to improve the manufacturing cost system by using an
Aclivity-based costing system. The Program developed in this work is a tooi for collecting
tnformation regarding activities and developing a model for the allocation of resources tc activities
and in turn allocating activities {o products to enable cost calculations and reporting by bill of
material,

The first stage of the manufaciuring cost system improvement is the collection of
information regarding activities, and the definition and analysis of the value-added levels for these
activities, resources and activity cost drivers. The next stage is to develop a model to allocate
resources to activities or activity centres and to allocate activities that can be defined as an
“activity resource” to another activity. The result of this work is to determine the cost per activity
unit which then enables the total cost of the product to be calculated by defining the individual
activities to manufacture the product, the quantity of cost drivers required, the quantity of material
used and direct iabour utilised.

This work has made improvements to the manufacturing cost system in terms of
accuracy, efficiency and by readily identifying the source of costs. The system provides an
overview and analysis of alt activities and assists in identifying non-value-added activities that can
be removed in the short-term to reduce costs,

Activity-bésed costing is resource intensive interms of time and people and requires
a significant investment to implement.” It is important to identify the type of operations that will
most benefit from_implementing activity-based costing in order to justify this investment. The
types of factories that are most suitabie are those that have many service departments and high
service costs; a cost structure with a high factory overhead content or manufaciures a variety of
products.,
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