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4. Conclusion

Traditional cost accounting methods, which allocate
overhead costs on the basis of one driver (e.g. direct
labor or machine hours) are inaccurate and misleading
as these methods often allocate too much cost to one
product and not enough to another. To address this prob-
lem, activity-based accounting was developed to provide
a means to create a more accurate representation of how
activities performed in the creation of a product or ser-
vice actually impact its cost. ABC/M systems examine
processes or activities to determine their effects on costs.
An ABC/M system can be used by any firm which is
able to identify activities that drive costs and allocate
those costs to its particular products or services. Rather
than allocating overhead on the basis of one variable,
such as direct labor, ABC/M systems use multiple cost
drivers to present a more accurate foundation for over-
head allocation. Cost drivers are identified by actually
reviewing the entire production process to uncover what
activities cause those costs. ABC/M systems can be inte-
grated with TQM, employee empowerment, and many
other changes taking place in business today. While dis-
cussion of ABC/M systems was at first limited to its use
as a placement for cost accounting, the focus has shifted
to the identification of processes and their effects on
costs.
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