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Company – Petro Rabigh
Petro Rabigh is a limited company that deals with petrochemical and refining products. The company uses activity-based costing system with specific concern on ascertaining costs associated with the petrochemical products and refining petroleum products ("Annual Report 2016", 2017). The costing system enables the company to observe the performance of each line of products. The firm can identify the contribution of petrochemicals products and refining petroleum products to the profitability of its business. 
Costing Systems
A costing system plays an essential role in the process of making a decision and establishing the financial performance of a business (Mehdi, Mohammadreza, Vahid & Mina, 2012). An approach taken by a company in ascertaining costs of various products or service enables them to establish the optimal route of action to take in either investing more resources to the production of a product or halting production of the product. There are primarily two types of costing systems including the traditional cost system, and activity-based costing. 
Traditional Costing System 
The conventional cost system mainly deals with the financial accounting focus (Mehdi, Mohammadreza, Vahid & Mina, 2012). Therefore allocation of cost is general according to a plantwide overhead rate which is predetermined in advance. Further, the system does not give the actual distribution of overhead to the actual production process. 


Activity-Based Costing 
Activity costing system is a hybrid of the traditional costing with a few modifications especially in the treatment of products’ overhead (Mehdi, Mohammadreza, Vahid & Mina, 2012). In this approach, the activities are the cost pools, and each product is allocated its indirect cost. Unlike the traditional costing approach, the activity-based costing approach facilities the managers with accurate cost information concerning a specific product. 
Comparison
Both the traditional and activity-based costing system gives similar total costs of producing products (Hughes & Gjerde, 2003). Further, the approaches have same direct costs while the indirect costs require being determined by the use of a costing methodology. Both approaches communicate similar results to the external users of financial information. 
Contrast
Data Analysis 
While the two costing systems gives same results in the performance of a business, the activity-based costing requires a detailed knowledge of allocating overheads to specific products (Hughes & Gjerde, 2003). However, the traditional costing system only requires the total cost of producing products in business and only needs a simple allocation rule. 
Overhead Components 
The activity-based costing system requires allocation of overhead to be distributed differently in each product (Mehdi, Mohammadreza, Vahid & Mina, 2012). Thus, the approach requires matching the individual product with its relative overhead and establishing its contribution to the profitability of a business. On the other hand, the traditional costing system the overheads are categorized under single allocation of every product produced by a company. 
Traditional Costing System
Advantages
The traditional costing method is simple to use since the personnel acquires the general direct costs associated to the manufacturing costs with no need of establishing the cost of the individual product (Mehdi, Mohammadreza, Vahid & Mina, 2012). For instance, the costing system applies allocates overheads with the application of simple measure such as total machine hours. 
Disadvantages 
The traditional costing system over costs simple products manufactures in large batches and also under costs the complex products that are produced in smaller quantities (Hughes & Gjerde, 2003). This is attributable to averaging overhead allocation. The improperly applied overhead results to an inaccurate product costs and consequently leads to inefficient pricing decisions and product continuation. Therefore, an organization fails to realize the contribution of every product to the profitability of the business (Mehdi, Mohammadreza, Vahid & Mina, 2012). An organization can continue producing a product that does not or yield nothing to the general profitability of the company. 



Activity-Based Costing
Advantages
The ABC system enables the management to accurately determine the cost associated with a product or a service. It facilitates determination of the products that account for high and low cost in a business (Mehdi, Mohammadreza, Vahid & Mina, 2012) Therefore, the method enables a company to reduce costs as well identifying the products that add less or no value to a business. Cost reduction is effected by managers’ ability to control the fixed costs overhead through control of activities that cause an increase in fixed costs. 
Activity-based costing approach enables tracing the expenses in various areas of an organization such as managerial responsibility, departments, processes, customers besides the product costs (Hughes & Gjerde, 2003). 
The activity-based costing is an essential approach in making managerial decisions. This is because the approach facilitates the acquisition of more accurate data of the cost of a product and the management can decide the suitable course of action (Mehdi, Mohammadreza, Vahid & Mina, 2012). 
Disadvantages 
An activity-based costing system is a sophisticated approach in ascertaining the costs of products, and thus, it requires more attention, cost and time (Mehdi, Mohammadreza, Vahid & Mina, 2012). Further, complexity is also attributable to the difficulties in the selection of varying costs driver rates, cost drivers, and distribution of shared cost. 
The complexity of the activity-based costing approach in ascertaining costs requires some skills. Therefore, an organization is likely to incur some costs in training the employees on the application of the costing method (Hughes & Gjerde, 2003). Employees required to be conversant with the new terminologies, performance measurements, and concepts. 
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