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hand, the results contradict the general belief that in traditional volume
based costin tems, small size products produced in small lot sizes are
generally undercosted.

The case of a chest freezer production plant of Electrolux Lid. provides
an excellent example for a well founded application of ABC. The company
wanted to introduce ABC on an experimental basis in its chest ireezer as-

sembly plant in Hungary with the following objectives:

- Before deciding on the increase of production quanrity of the chest

freezers. management wanted to know the real cost of producis.
- Management also wanted to know how much differences in the size of

the products affect the determination of production costs.

~ The experimental application in this plant was expected to provide

Il 1

useful information to guide the introduction of ABC at other company

)
et
2

plar

ture, and mmtroducing western styvle work organi
the company has the following five product di
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duction overhead generated in the assembly process. However, the allocated
PPP overhead had to be treated differently as well. The preferred solution
to this latter problem would be the introduction of ABC at the part

t
pliers and the application of a realistic transfer price system. This solution

was, however. planned for a later stage of the project. To o
difficulty a method had to be worked out to esti
duction of ABC at the part production process. In

i
of the design process of the new costing system will be presented.

consumption of the

products

and

¢

process was




Table 1.
The questioner used in the interviews Name of the interviewed person: Rébert Varga

urce consumplion

Input

Activity  Oulput

Do you expericnce any  Where does the material go What per cent of your
time is spenl on this

Where does the material
come from? difference when you from here?
perform this activity at the
?

activity?

different produc

Wall preparation work
slalion Difference: injection time

Activity: Hd foaming Final assembly of the lid 100%

" the insulation liquid ) o o

Do you experience any problem when performing this operation?
1. Deformation of the lid at the foaming operation
2. Leaking of the foam

What do you recommend to solve this problem?
1. The injection head of the machine should be modified.

o
Rl
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Table 2. The activity centers and the cost drivers

‘ Activity center Cost driver
part production and final production quantity
assembly
inner linear part direct labor time
preparation

injection of the foam in the injection time of the

walls insulation foam
foaming of the wall of the production quaniity

small chest freezers

foaming of the wall of the injection time of the

large chest {reezers insulation foam
injection of the foam in the injection time of the

insulation foam

quantity o

s of ABC

pooled

Based on
the team 1
in Table 2.




ts to the Activiiy Cen

msulation foam.
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driver of the ‘foaming of the wall of the ]

1e production quantity

for the same reason as
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to understand by nonspecialists.

understandability
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carried out,

1
iven in Table 5. The third column of this table shows the chang
1

allocated production overhead compared with the original system.
N

r )
on the results the following conclusions can be drawn:




Change of the |
Tvpe ; Product

I total product
praductioz’s

nverhead

—
v

B e
s
[sel

=R B ]
[sam )

ped et

<o

<

Teezers.

The aﬂocmed overhead

ctivities are lower for the large products when
is based upon the direct labor rather than on injection time.
re This is combine

- assigned to the

special products. The result of these two processes is that the nor-
1 1 of their size and

he overcosting is
efore, the normal large
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Evaluating the numerical results of the new product costin;
two conclusions can be drawn. First, in the old system the small
were overcosted while the large product were undercosted. The new sy
tem assigns higher cost to the larger i icati
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