Activity-Based Costing (ABC)

[bookmark: _GoBack]Activity-Based Costing (ABC) compared to other types of activity cost systems has several advantages making it be used by some of the organizations. One of the advantages is having accurate product costs. ABC is more reliable and accurate in determining cost focusing on effect and cause relationship. The method much concentrates on activities that result in costs and not the products. As a result, it produces more realistic costs for the products. Secondly, ABC gives information about cost behavior. It can identify the nature of the behavior, reduce costs and helps to eliminate activities that have no significant value (Mahal & Hossain, 2015). As a result, managers can deal with fixed overhead costs. Thirdly, ABC is more beneficial in identifying activities for the cost object. It utilizes various cost drivers that are transaction-based. It goes ahead to identify activities happening outside the factory and thus discover more overheads related to the product. Again, since ABC is more reliable towards the cost data, managers tend to prefer it compared to other methods in making wise decisions. Last but not least advantage is the method of helping in reducing cost and excess capacity. This aspect helps to benefit the service industry as they can identify various cost drivers and this has a wide range of applications.

In my own opinion, I think firms tend not to use ABC because it is complex and expensive. Some of the costs include cost pools and cost drivers. Such costs make most companies and organizations to shy using the system as it can interfere with their profitability. Secondly, there exist some barriers to implementing the ABC system. Also, it is not preferred by small firms since it is not beneficial to them. On the other hand, the ABC system faces some limitations in implementing it such as necessary measurements (Almeida & Cunha, 2017). Being to some extent complicated most companies avoid it as they want something which has fewer hindrances during the implementation phase.
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