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Costing Systems
Costing systems are the methods used by a firm to allocate or apportion the costs that are involved. There are broadly two costing systems which are traditional and the activity-based costing method (ABC) (Neto et al, 2018). The traditional methods are well referred to as the cost accounting, these are the methods which have been in operation for quite a long time and most firms have applied them. The activity-based costing method is relatively new and it was first applied in around 1930s but gained prominence in 1970s (Neto et al, 2018). While the traditional methods somehow assign costs arbitrarily as the percentage of overhead or the direct costs, activity-based costing allocates costs to products, services, projects, tasks, or acquisition based on the activities that go into them and the resources consumed by each of these activities.
Differences in the Costing Systems
	There exists a difference between the two systems of costing which arise from their calculations. The two systems of costing do not in any way alter the format or structure of the financial statements but they do affect the output of the statements in that they will give different figures. For the traditional methods, most of the costs are assigned as indirect or overhead costs, this is not the case for the activity-based costing which aim to trace every cost independently. 
Similarities in the Costing Systems
The two costing systems are however, similar in certain aspects; each of them aims to account for the costs. Each of them also serves to provide information to the management that is suitable for decision making. This is achieved by making predictions out of the already provided historical information. They also aim at bringing efficiency and effectiveness and help to avoid wastages. 
	Direct costs in activity based and traditional systems are similar. Management must estimate the profitability of each product to decide which product to sell and at what price they will sell. To estimate these they require understanding if the full cost per item. The total cost per item consists of the direct costs and the indirect costs. The direct costs are the same when using these two methods and the only difference arise from how the accountants apportion the indirect costs per each product.
Advantages of Activity-based Costing System
	To each of the costing systems, there are advantages and shortcomings that arise from their application. It is therefore important to scrutinize them so as to form an opinion on the suitability of each of them. One of the advantages of the activity based system is its ability to give more accurate information. This is achieved through dividing activities into different tasks that follow each other chronologically, from this it is therefore, possible to ascertain costs per unit of each activity and collate the total costs while avoiding the indirect costs. As a result of this, all costs can be traced and they can be managed (Aghelie, 2017). This is not the case with the traditional methods, because the processes are not divided into activities, there arises the issue of the direct cost which are apportioned as a percentage and it is impossible to give the accurate figure.
	Pricing becomes easy when using the activity-based costing. The reason for this is that in every activity the cost is determined accurately and thus enabling the management to estimate the actual profit per each unit of good accurately (Soomro& Lai, 2017). There is a lack of this precision while using the tradition costing methods because of the estimates in the overhead costs which make it impossible to estimate the cost accurately and therefore profits. The price set using the traditional methods is at best the best estimate; this may result in overpricing or under-pricing.
	Efficiency is achieved when using the activity-based approach (Soomro& Lai, 2017). Efficiency refers to the prudent allocation of resources to provide the best output. Because every process is monitored and is treated as independently, areas, where wastage exists can be detected and wastage eliminated leading to increased efficiency.
The traditional method is the most used method of allocating the indirect costs. Because the difference in computations brings difference costs, traditional costing systems are the one recognized by the set principles of accounting and the Generally Accepted Accounting Principles (GAAP). Activity-based costing violates some of the accounting standards and while it gives the most accurate costs, it can only be used to prepare internal financial statements (Neto et al., 2017). To enable comparison with other entities and to meet the statutory requirements firms must publish their financial statements using costs calculated by the traditional method. This gives the traditional method an edge over the activity-based method.
Jordan Manufacturing Company, Inc.
Jordan manufacturing company, Inc. is a family-owned company located in Monticello IN. It deals with high-end patio cushions designed for customers who want the best fabric and design (Soomro& Lai, 2017). The company applies the activity-based costing method and for the last 40 years, it has been the leading manufacturer of outdoor design. The reason for the application of the ABC system is due to the benefits that accrue. ABC has helped reduce the wastages and thus decreasing the production cost. This hasled to increase profits which has helped bring expansion and making it the giant company it is today.
	The company deals with numerous products of different design, ABC have helped make management decisions concerning the products that they should continue producing and which they should cease producing. This is because costs are for each product can be easily traced and profitability determined. The less profitable products or those which are bringing loss are done away with. This has brought about efficiency in the management of resources.	
Another area that ABC has assisted in this company is the determination of prices. Since the costs can be accurately determined, prices can be set and the profits can be estimated easily per each unit of product. This ultimately minimizes the risks of overcharging consumers and has helped in maintaining the continuity and expansion of the company.
Sustainability is an issue of interdependence among the compartments. One of the ways that sustainability is achieved in Jordan Company Inc., is through the application of the return of principle. This are payments made by the provider of capital which is a portion which they originally provided. The payments are not as a result of income generated by the capital invested. This is done when the returns generated is not sufficient to satisfy the investors expectation. By doing this the company ensures that the providers of capital are not disappointed and don’t draw their money making the company experience liquidity problems. Ultimately, this brings about the protection of the company assets.
[bookmark: _GoBack]Most organizations in the Middle East do not utilize the ABC system, mostly because they are family owned and has little regard for costs. Many business leaders are also not willing to attend training to be taught about this relatively new costing system. Another reason why most businesses do not apply this method is due to little existence of competition. Regardless of all the above reasons, the businesses that has utilized the ABC system has found them worthwhile, there has been a decline in the costs which has led to increased profits. The turnover for the companies utilizing this method of costing has steadily increased. The method has begun to gain prominence with private businesses and public hospitals leading in the application of the ABC system.
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