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Understanding the true cost of products and services is essential for effective management and
strategic decision-making. For companies like Comfort Step, which designs, manufactures, and sells
ergonomic footwear, accurately allocating expenses such as selling and administrative costs can
significantly influence pricing strategies, profitability analysis, and competitive positioning. This
article explores how Activity-Based Costing (ABC) provides a nuanced approach to assigning selling
and administrative expenses to products, with a focus on Comfort Step Company’s manufacturing
and sales activities.

Introduction to Activity-Based Costing (ABC)

Activity-Based Costing is an accounting methodology that assigns overhead and indirect costs to
products and services based on the activities that generate those costs. Unlike traditional costing
systems that allocate expenses using broad averages—such as direct labor hours or machine
hours—ABC recognizes the complexity of modern manufacturing and service environments by
linking costs directly to specific activities.

Key Features of ABC:
- Identifies and analyzes activities involved in producing products or delivering services.
- Assigns costs to products based on their consumption of activities.
- Provides more accurate cost information, enhancing decision-making.
- Helps identify high-cost activities and opportunities for cost reduction.

Benefits of ABC:
- Better product costing accuracy.
- Improved understanding of cost drivers.
- Enhanced pricing and product line decisions.
- Identification of non-value-added activities for process improvement.

Understanding Selling and Administrative Expenses in
Comfort Step Company

For Comfort Step Company, selling and administrative (S&A) expenses encompass costs related to
marketing, salesforce activities, administrative support, management salaries, office expenses, and
other indirect overheads. These costs are typically not directly tied to manufacturing but are crucial
for supporting sales growth and operational efficiency.



Examples of Selling and Administrative Expenses:
- Salaries of sales personnel and administrative staff.
- Advertising and promotional costs.
- Travel and entertainment expenses related to sales.
- Office rent, utilities, and supplies.
- Depreciation of office equipment.
- Professional fees (legal, accounting).

Traditionally, these expenses are allocated broadly across products, often leading to distorted cost
data. ABC seeks to refine this process by assigning these costs based on actual activities that
consume resources.

Applying ABC to Selling and Administrative Expenses at
Comfort Step

Implementing ABC involves several steps to accurately assign S&A expenses to products, especially
for a company like Comfort Step where product lines may vary in complexity and resource
consumption.

Step 1: Identify and Define Activities
Begin by cataloging all activities involved in selling and administrative functions. For Comfort Step,
these might include:
- Customer order processing
- Sales calls and visits
- Marketing campaigns
- Product development meetings
- Administrative reporting
- Customer service support

Step 2: Assign Costs to Activities
Next, accumulate the costs associated with each activity. For example:
- Salaries of sales staff and administrative personnel
- Advertising and promotional expenses
- Office rent and utilities
- Software licenses and office supplies

Step 3: Determine Cost Drivers for Each Activity
Identify the factors that influence the cost of each activity. Common cost drivers include:
- Number of sales calls or visits
- Number of customer orders processed
- Number of marketing campaigns run
- Number of administrative reports generated



- Customer support interactions

Step 4: Collect Activity Data
Gather data on the volume of each activity during a specific period. For example:
- Total sales calls made
- Number of customer orders
- Marketing efforts undertaken
- Administrative reports generated

Step 5: Calculate Activity Rates
Determine the cost per unit of activity by dividing total activity costs by total activity volume:
\[
\text{Activity Rate} = \frac{\text{Total Cost of Activity}}{\text{Total Activity Volume}}
\]

Step 6: Assign Costs to Products Based on Consumption
Finally, allocate costs to each product or product line based on the activities they consume. For
instance, if a particular shoe model requires more customer support or marketing effort, it will bear
a higher share of associated costs.

Benefits of Using ABC for Selling and Administrative
Expenses at Comfort Step

Implementing ABC allows Comfort Step to achieve several strategic advantages:
- Enhanced Cost Accuracy: Precise allocation of S&A expenses ensures that product costs reflect
actual resource consumption.
- Better Pricing Decisions: Accurate product costs enable setting competitive prices that cover
expenses and generate profit.
- Profitability Analysis: Identifying which products or lines are more or less profitable based on true
costs.
- Cost Control: Recognizing high-cost activities guides efforts to streamline processes and reduce
waste.
- Strategic Focus: Understanding activity drivers helps prioritize activities that add value and
eliminate non-value-added tasks.

Challenges in Implementing ABC for Selling and
Administrative Expenses

While ABC offers numerous benefits, it also involves certain challenges:



- Data Collection: Gathering detailed activity data can be time-consuming and requires robust
information systems.
- Cost of Implementation: Setting up and maintaining an ABC system incurs costs that may be
significant for smaller companies.
- Complexity: The system's complexity can make it difficult to communicate and interpret results for
all stakeholders.
- Resistance to Change: Employees and managers accustomed to traditional costing might resist
adopting new methods.

Case Study: Comfort Step Company’s ABC
Implementation

Suppose Comfort Step conducts an ABC analysis and discovers that:
- Administrative support costs are heavily driven by the number of customer service interactions.
- Marketing expenses vary with the number of campaigns and customer outreach efforts.
- Sales activities, such as visits and calls, significantly influence selling expenses.

By allocating costs based on these drivers, Comfort Step finds that some product lines are
subsidizing others, leading to strategic adjustments such as:
- Re-evaluating product pricing.
- Investing in process improvements for high-cost activities.
- Focusing marketing efforts on the most profitable segments.

Conclusion

Activity-Based Costing provides a sophisticated framework for accurately allocating selling and
administrative expenses at Comfort Step Company. By linking costs directly to the activities that
generate them, ABC enhances the understanding of true product costs, supports more informed
managerial decisions, and ultimately contributes to improved profitability and competitive
advantage. While implementing ABC requires effort and resources, the insights gained often justify
the investment, especially for companies seeking precision in cost management and strategic
positioning.

In summary:
- ABC refines cost allocation for S&A expenses.
- It involves identifying activities, assigning costs, and using cost drivers.
- Benefits include accurate product costing, better pricing, and cost control.
- Challenges include data collection and system complexity.
- For Comfort Step, ABC enables strategic insights into product profitability and cost management.

By adopting Activity-Based Costing, Comfort Step can better understand its cost structure, optimize
resource allocation, and reinforce its position as a leader in ergonomic footwear manufacturing and
sales.



Frequently Asked Questions

What is Activity-Based Costing (ABC) and how does it apply to
selling and administrative expenses at Comfort Step
Company?
Activity-Based Costing (ABC) is a method that assigns overhead costs to products or services based
on the activities that generate those costs. For Comfort Step Company, ABC helps accurately
allocate selling and administrative expenses by identifying the specific activities involved, leading to
better cost management and pricing decisions.

How can ABC improve the accuracy of cost allocation for
selling and administrative expenses at Comfort Step
Company?
ABC improves accuracy by tracing expenses directly to activities such as sales calls, customer
support, or administrative tasks, rather than spreading costs evenly. This granular approach ensures
that each product or service bears a fair share of the overhead, enabling more precise profitability
analysis.

What are the main steps Comfort Step Company should follow
to implement Activity-Based Costing for its expenses?
The main steps include identifying and defining activities, assigning costs to these activities,
determining cost drivers for each activity, collecting data on activity volumes, and then allocating
costs to products or services based on usage of these activities.

How does ABC help Comfort Step Company in making
strategic decisions related to product pricing and
profitability?
By providing detailed insights into the true costs associated with each product, ABC allows Comfort
Step Company to set more accurate prices, identify unprofitable products, and focus on high-margin
offerings, thereby enhancing overall profitability.

What challenges might Comfort Step Company face when
implementing Activity-Based Costing for selling and
administrative expenses?
Challenges include collecting detailed activity data, assigning appropriate cost drivers, resistance to
change within the organization, and increased complexity compared to traditional costing methods.
Proper planning and training are essential to overcome these hurdles.



In what ways can Activity-Based Costing influence cost control
and efficiency improvements at Comfort Step Company?
ABC highlights high-cost activities, enabling management to target inefficiencies, streamline
processes, and reduce unnecessary expenses. This targeted approach promotes better cost control
and operational efficiency.

How does ABC impact the calculation of gross profit and net
income for Comfort Step Company's products?
ABC leads to more precise allocation of overheads, which can either increase or decrease the
reported costs of products. This accuracy affects gross profit calculations and ultimately impacts net
income, providing a clearer picture of product and overall company profitability.

Why is understanding activity-based selling and administrative
expenses crucial for Comfort Step Company’s financial
analysis?
Understanding these expenses helps identify the true cost of supporting sales and administrative
functions, enabling better budgeting, cost management, and strategic planning, ultimately leading to
enhanced financial performance.

Additional Resources
Activity-Based Costing: Selling And Administrative Expenses Comfort Step Company
Manufactures And Sells

In the competitive landscape of manufacturing, precisely allocating costs to products and services is
essential for strategic decision-making and financial accuracy. One of the most sophisticated and
insightful methods for achieving this is Activity-Based Costing (ABC). Specifically, applying ABC to
selling and administrative expenses provides a nuanced understanding of how these indirect costs
contribute to overall profitability. Comfort Step Company, a manufacturer and seller of ergonomic
footwear, exemplifies the importance of implementing ABC in managing overhead costs effectively.
This article delves into the principles of ABC, its application to selling and administrative expenses
at Comfort Step, and the broader implications for managerial decisions and financial analysis.

---

Understanding Activity-Based Costing (ABC): An
Overview



What is Activity-Based Costing?

Activity-Based Costing is a methodology that assigns indirect costs—such as manufacturing
overhead, selling expenses, and administrative costs—to products and services based on the actual
activities that drive these costs. Unlike traditional costing methods, which often allocate overheads
based on a single volume measure like direct labor hours or machine hours, ABC recognizes that
overheads are incurred by a variety of activities, each with different cost drivers.

Key Principles of ABC:

- Cost Pools: Grouping of indirect costs associated with specific activities.
- Cost Drivers: Factors that cause the costs in a cost pool to increase or decrease.
- Activity Analysis: Identifying and analyzing activities involved in producing and selling products.
- Cost Allocation: Assigning costs from activity pools to products based on their consumption of
activities.

Advantages of ABC:

- More accurate product costing.
- Better understanding of overhead consumption.
- Enhanced decision-making regarding product pricing, process improvements, and customer
profitability.
- Identification of non-value-added activities.

Traditional Costing vs. Activity-Based Costing

Traditional costing methods allocate overhead based on a single measure, such as direct labor
hours, which can distort product costs—particularly when products consume activities differently.
ABC addresses this by recognizing multiple activity cost pools and relevant cost drivers, leading to
more precise cost assignments.

For example, a product that requires extensive customer support or complex order processing will
be allocated a greater share of selling and administrative costs under ABC than under traditional
methods. This distinction is vital for accurate profitability analysis and strategic planning.

---

Applying ABC to Selling and Administrative Expenses at
Comfort Step Company

Overview of Comfort Step Company

Comfort Step specializes in designing, manufacturing, and selling ergonomic footwear. The



company’s product line includes various models targeted at different customer segments, from
casual wear to professional orthopedics. Alongside manufacturing costs, Comfort Step incurs
significant selling and administrative expenses, such as marketing campaigns, sales commissions,
administrative salaries, and office expenses.

Historically, Comfort Step allocated these expenses broadly across products based on sales revenue
or direct labor hours, which often led to distorted product profitability analyses. Recognizing the
need for more precision, the company adopted an ABC approach to better understand how these
expenses relate to specific activities.

Identifying Activities and Cost Pools

The first step in applying ABC involves identifying major activities that generate selling and
administrative costs. At Comfort Step, these activities include:

- Marketing and Advertising
- Sales Support and Customer Service
- Order Processing
- Administrative Functions (HR, Finance, Management)
- Distribution and Delivery Support
- Product Development and R&D

Each of these activities has associated costs that are accumulated in dedicated cost pools. For
instance, the marketing and advertising pool includes expenses related to campaign development,
promotional events, and online advertising.

Determining Cost Drivers for Selling and Administrative
Activities

Next, the company identifies relevant cost drivers for each activity. These drivers are the factors
that influence the amount of activity and, consequently, the costs incurred. Examples include:

- Number of Marketing Campaigns for Marketing and Advertising.
- Number of Customer Support Interactions for Sales Support.
- Number of Orders Processed for Order Processing.
- Number of Employees or Payroll Hours for Administrative Functions.
- Number of Delivery Routes or Shipments for Distribution Support.
- Number of Product Designs or R&D Projects for Product Development.

Accurate measurement of these drivers enables precise allocation of costs to products based on
actual activity consumption.

---



Allocating Selling and Administrative Expenses Using
ABC

Step-by-Step Allocation Process

1. Identify Activities and Assign Costs: Gather data on costs associated with each activity and group
them into cost pools.
2. Determine Cost Drivers and Measure Activity Levels: Collect data on activity levels for each driver
across different products or customer segments.
3. Calculate Activity Rates: Divide total activity costs by total activity levels to determine the rate per
unit of activity.
4. Allocate Costs to Products: Multiply activity rates by the activity levels consumed by each product
to assign costs accurately.

Example:

Suppose Comfort Step has the following data:

| Activity | Total Cost | Total Activity Level | Cost Driver | Activity Level for Product A |
|---------------------------|--------------|----------------------|-------------|------------------------------|
| Marketing & Advertising | $200,000 | 50 campaigns | Number of campaigns | 5 campaigns |
| Sales Support | $100,000 | 10,000 support calls | Number of calls | 1,000 calls |
| Order Processing | $50,000 | 5,000 orders | Number of orders | 500 orders |
| Administrative Salaries | $300,000 | 3,000 payroll hours | Payroll hours | 300 hours |

From these, activity rates are calculated:

- Marketing & Advertising: $200,000 / 50 = $4,000 per campaign
- Sales Support: $100,000 / 10,000 = $10 per support call
- Order Processing: $50,000 / 5,000 = $10 per order
- Administrative Salaries: $300,000 / 3,000 = $100 per payroll hour

If Product A incurs:

- 2 campaigns
- 200 support calls
- 200 orders
- 200 payroll hours

then its allocated costs are:

- Marketing & Advertising: 2 x $4,000 = $8,000
- Sales Support: 200 x $10 = $2,000
- Order Processing: 200 x $10 = $2,000
- Administrative Salaries: 200 x $100 = $20,000

The total selling and administrative expenses assigned to Product A would be $32,000, providing a



more accurate picture of its overhead consumption.

---

Implications of ABC for Decision-Making at Comfort
Step

Enhanced Product Profitability Analysis

By allocating selling and administrative expenses based on actual activity consumption, Comfort
Step can identify which products truly contribute to profitability. For example, a product with high
sales but also high support costs may be less profitable than initially thought, guiding pricing
strategies or product line adjustments.

Cost Reduction and Process Improvement

Knowing the activities that drive costs allows the company to target specific processes for efficiency
improvements. For instance, if customer support calls are disproportionately high for certain
products, redesigning those products or improving pre-sales information could reduce support costs.

Strategic Pricing and Customer Segmentation

Accurate cost information supports strategic pricing decisions, ensuring that prices reflect true
costs and desired profit margins. Additionally, understanding activity consumption by customer
segments enables tailored marketing efforts and customer relationship management.

Resource Allocation and Investment Decisions

ABC helps determine where to allocate resources most effectively—whether in marketing
campaigns, product development, or customer service. It can also inform decisions about
discontinuing unprofitable products or exploring new markets.

---

Challenges and Limitations of ABC

While ABC offers significant advantages, it also presents challenges:



- Data Collection Complexity: Gathering detailed activity and cost driver data can be resource-
intensive.
- Maintaining Accuracy: Activities and drivers may change over time, requiring regular updates.
- Cost-Effectiveness: The benefits of detailed costing must outweigh the costs of implementing and
maintaining the system.
- Overhead Cost of ABC: Smaller firms or those with straightforward operations might find ABC
unnecessarily complex.

At Comfort Step, balancing the granularity of activity analysis with practical constraints is essential
for effective implementation.

---

Conclusion: The Strategic Value of ABC in Managing
Selling and Administrative Expenses

Activity-Based Costing represents a powerful tool for manufacturing companies like Comfort Step
seeking precise, insightful cost management. By dissecting selling and administrative expenses into
specific activities and accurately assigning costs based on actual consumption, ABC enables more
informed strategic decisions, improved profitability analysis, and targeted process improvements.
While it demands a thoughtful approach and dedicated resources, the benefits of adopting
ABC—such as better product costing, enhanced customer segmentation, and cost control—far
outweigh the challenges. As competition intensifies and cost transparency becomes a competitive
advantage, ABC stands out as a vital methodology for manufacturers aiming to optimize their
overhead management and achieve sustainable growth.
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