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ABSTRACT

Product costs calculated through the use of traditional accounting methods are not based on
criteria appropriate to the actual use of resources. As a result, employing activity-based costing will
ensure that product costs are more accurate and are consistent with the use of resources. The method
of analysis of this research began with the study of a traditional accounting system, in order to
understand traditional product costing methods, then moved on to an analysis of product costing using
an activity-based costing methodology, one which involves carrying out activity analysis, resource
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driver identification, activity-based costing, activity driver specification and activity cost allocation
within the cost objects. By employing activity-based costing for those five products with the highest
sales, it was found that two products incurred lower costs and the other three incurred higher costs
than when using traditional costing methods. In addition, those products with the same production
process incurred similar production costs. Product costs calculated using activity-based costing, are
mainly based on actual activities, and this method recognizes that activities consume production
resources. As a result, any product associated with a high number of activities will, in turn, incur
higher production costs than one associated with a lower number of activities. Employing activity-
based costing methods for product costing; therefore, is more consistent with the actual use of

resources than traditional costing methods.
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