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Application of Activity-Based Costing to Pasteurization Milk Production: a Case
Study in Small Dairy Industry
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Abstract

In Thailand, the price of raw milk is set by Dairy Farming Promotion Organization of
Thailand. Thus, a dairy-products manufacturing companies would have the same raw milk
cost. So, reducing the overhead costs could help manufacturing companies with high
opportunities in competition. Activity Based Costing (ABC) is a good tool for helping companies
to better understand the proportion of overhead costs in each activity of the production
processes. The aim of this research was to use ABC in pasteurized milk processing and
determined the main activity which produced the highest ABC. The research was conducted in
a small dairy-products manufacturing company which has 45 employees, producing
pasteurized plain and flavored milk. Integrated Definition for Function Modeling (IDEF0) was
used to determine all the sub-activities to better understand the overhead costs of sub-
activities in pasteurized milk processing. In the research, ABC will reflect the real costs of main
processing activity of all kinds of pasteurized milk. According to ABC analysis, it was found that
the ABC of flavored milk was higher than that of plain milk. Coffee flavored milk had the
highest ABC which was 4.68% higher than the standard cost. This result suggested that flavored
milk, especially coffee flavors, contained activities that costs higher than the company
expected. Thus, factors associated with the increase of flavored milk overhead costs need to

be investigated in order to reduce the production cost.
Keywords: IDEFO, Activity Based Costing, Pasteurized Milk Production, Small Dairy Industr
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