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Costing is a method that businesses use in determining their manufacturing and production cost based on the revenue generated. Costing systems decide the transparency of production and allocates the overhead costs to the business products. Simply, costing systems are designed to observe the costs that the business incurs. Being a system, costing comprises of controls, processes and forms that combine and report revenues, profits and costs to the management (Liberatore & Miller, 1998). In most companies in the Middle East, two common costing systems are applicable. These systems are traditional costing and activity based costing. 
Although the two systems are aimed at determining production costs, they differ in certain aspects. The traditional costing system assigns the overheads in manufacturing in regards to the volume of a cost driver. The driver may be the amount of the hours spent in the production of an item. On the other hand, activity based costing system allocates the manufacturing costs of a product based on the activities needed in producing the item (Innes, Mitchell & Sinclair, 2000). 
Additionally, both traditional and activity based costing systems calculate approximate overhead costs in relation to the production costs and then allocate them to products based on the rate of cost-driver. However, the difference between the two methods is in their complexity and accuracy. Although activity based costing is more complex than the traditional method, it is more accurate. Traditional costing assigns overhead costs to the manufactured products based on random average rate. This makes it to be quite simple. On the contrary, activity based costing is more complex and accurate as compared to traditional costing. It allocates indirect costs to activities and assigns costs to products based on how the product uses the activities available (Liberatore & Miller, 1998). 
There are advantages and disadvantages of each of these costing systems. To start with, one advantage of traditional costing is that it is in line with the generally accepted principles of accounting. It is also easy to implement, for companies that offer one product. On the other hand, traditional costing has several disadvantages. First, it is an outdated system because most companies in the modern date use machines in most of their productions. It is outdated because unlike machines, it embraces the use of direct labor in calculating costs. Secondly, in traditional costing, cost is not assigned appropriately. It also counteracts other cost drivers which can contribute to the item’s cost. Due to its application method, it can lead to poor decision making in management because it does not allocate for some nonmanufacturing costs (Innes, Mitchell & Sinclair, 2000). 
Activity based costing on the other hand has its advantages and disadvantages. One of its greatest advantages is that it has high costing accuracy. Secondly, it eliminates allocation of inappropriate costs. It is helps the management to interpret costs easily and enable a better perceptive of overhead costs. In contrast, it is expensive to implement because for a company to implement the system, it needs considerable resources. However, this is only a disadvantage to companies which have minimal funds or are up-coming.  Another disadvantage of the system is that it requires some technological knowledge as some people can misinterpret it (Kaplan & Anderson, 2007). 
In conclusion, it is not easy to choose appropriately between traditional costing and activity based. However, it is important for the management to consider the decision wisely. It is important to understand how each of them would affect the business before making the decision. This will minimize costs and give more money to reinvest. 
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