
 

Cost Allocation – Introduction 

Two Basic Types: 

1. Joint Costing 

2. Departmental Costing 

Cost Allocation – Example 

Question from: Blocher et al. Cost Management: A Strategic Emphasis, 8th edition, © 2019, McGraw-
Hill Education ISBN: 978-1-260-09172-4 
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Cost Allocation – Example 

Touchstone is a small manufacturer with two Production Departments (Fabricating and Assembly) and 
two Service Departments (Facilities and information systems). The assembly division assembles items 
manufactured by fabricating and packages them for shipment. Touchstone uses number of employees 
to allocate facilities costs & uses processing times to allocate Info. Systems. The following data are 
available for September:   

 
  
Required: 

A. Allocate the support divisions costs to the operating divisions using the direct method. 
B. Allocate the support divisions costs to the operating divisions using the step-down method 

allocating Facilities first. 
C. Using the reciprocal method, define the two relevant equations and solve the amount of funds to 

allocate. Note- there is no need to allocate costs. 

 

 

 


