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Abstract

This paper investigates the integration of activity-based costing
(ABC) and process costing into the financial reports of
the manufacturing sector in addressing the implementation of
International Financial Reporting Standards (IFRS) in general and
International Accounting Standard 2 (IAS 2). A solid literature
review supports 27 semi-structured interviews of financial and cost
managers from different sectors to highlight significant difficulties
in using both costing techniques simultaneously. Further, ABC
offers comprehensive information but opposes IAS 2 in inventory
valuation. In contrast, process costing is more in line with
compliance requirements for strictness (Elghaish & Abrishami,
2021). The research highlights that a strategic balancing act must
be taken in compliance, continuous assessment, and training
investment. The proposal for overcoming these challenges is
piloting and partnering for effective financial reporting. This shows
that the study ultimately provided invaluable insights into
the application of dual-cost systems in financial reporting and
proposed a framework for the effective integration of ABC and

process costing, which helps in properly applying these
methodologies within the manufacturing sector (Kaplan &
Ramanna, 2021). It also stresses, therefore, that there is

an allowance for production capacity in the allocation of costs to
give room for appropriate judgments on issues of resource
allocation and production management.
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1. INTRODUCTION

despite its age (Adamova, 2022). ABC facilitates
better cost analysis in industrial companies and

Financial information is helpful for decision-makers
as it discloses the operational and economic
performance of an organization (Abed et al., 2022;
Roychowdhury et al, 2019). The activity-based
costing (ABC) mechanism is still relevant today, and
with technological development more and more
advanced, further improvements are possible
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allows for better ways of spending resources
effectively (Kaiser, 2019). It measures organizational
activities to measure the direct and indirect costs of
various activities. It provides a more concise
methodology than the conventional ways.
International Financial Reporting Standards (IFRS)
presents one of the most significant challenges in
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classifying costs as product or period costs per
International ~ Accounting Standard 2 (IAS 2)
(Morshed, 2024a). ABC treats all expenses related to
product production as product costs, conflicting
with IAS 2 (Elghaish & Abrishami, 2021).

Prior research overlooks the combined use of
ABC and process costing in financial reporting,
leaving gaps in understanding their relationship,
impact on reporting, and the influence of
manufacturing capacity on ABC implementation.
Additionally, a globally applicable ABC model
aligned with IAS 2 is lacking. This research aims to
explore this gap and develop a potential model for
ABC compliance with IAS 2.

To achieve this aim, the following research
questions are addressed:

RQI1: What are the challenges and implications
associated with employing ABC and process costing
simultaneously  in  financial  reporting  for
manufacturing businesses?

RQZ2: How do the utilization of two parallel cost
systems, ABC and process costing, align or conflict
with IAS 2 concerning cost classification for inventory
valuation in manufacturing companies?

RQ3: What are the specific impacts of employing
both ABC and process costing on inventory valuation
accuracy under IAS 2 guidelines in manufacturing
firms?

RQ4: What are the comparative advantages and
disadvantages of integrating ABC and process costing
for accurate financial reporting under IAS 2 in
the manufacturing sector?

This research provides valuable insights for
manufacturing firms aiming to enhance their cost
management and financial reporting. The proposed
integrated model efficiently combines process cost
and ABC, ensuring precise cost calculation while
adhering to accounting standards. Additionally, it
emphasizes the significance of considering
production capacity in cost allocation, enabling
informed decisions on resource allocation and
production management. Despite its benefits,
implementing the model poses challenges, including
the need for substantial investments in training and
specialized software, potentially leading to
operational constraints and production delays.

The structure of this paper is as follows.
Section 2 reviews the relevant literature. Section 3
analyses the methodology used to conduct empirical
research. Section 4 presents the findings. Section 5
provides the discussion and implications. Section 6
concludes the paper.

2. LITERATURE REVIEW

When developing a manufacturing cost accounting
method, the accounting department is presented
with various product costing methodologies.
However, only a few fundamental cost accounting
techniques form the basis for various other
frameworks (Morshed, 2024b; Yagi & Kokubu, 2018).

Inventory valuation is crucial for businesses as
it directly impacts their financial statements and
profitability (Ong et al., 2022). It involves assigning
a monetary value to the goods held in stock, which
can significantly affect the reported profits and
overall financial health of an organization. This
process is not straightforward, as different
industries and companies may follow varying
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methods to evaluate their inventory. In the business
society, there is often debate and evaluation
surrounding the methods used for inventory
valuation (Singh & Verma, 2018).

In this case, IAS 2, which is in charge of
directing the accounting of inventories, comes into
play. It says that up until the time that revenue is
recognized, inventories need to be classified as
assets (Sah & Furedi-Fulop, 2022). Nevertheless,
applying this standard into practice can occasionally
present difficulties in determining how to allocate
inventory expenses and selecting appropriate
distribution strategies (Baloch & Rashid, 2022). It is
crucial to point out that throughout the inventory
valuation process, these nuances may cause
disputes. Companies have to balance accurately
representing the real economic worth of their
inventory with adhering to accounting standards
(Polachova, 2019).

Industries must exercise cautiousness when
navigating the various valuation techniques at their
disposal, given the importance of inventory
valuation. Selecting an appropriate valuation
technique can affect the way the company makes
decisions in addition to the financial results that are
reported. Therefore, when studying this topic, a full
understanding of how various methods of valuation
impact financial reporting and in general performance
of the company is essential (van den Bogaert &
van Jaarsveld, 2022).

ABC is an all-inclusive costing method that
allocates indirect costs to goods according to
the activities they engage in. When compared to
traditional methods, this technique offers a more
accurate representation of costs (Tran & Tran, 2022).
When directing indirect costs like overhead
expenditures and comprehending the unique cost
drivers within a product, ABC is especially helpful
(Elshaer, 2022).

However, process costing is a more
straightforward method. It is more effective in
industries where large quantities of similar or
related products are produced, for instance,
manufacturing or processing of food or chemicals
(Kaplan & Ramanna, 2021). It is less complex
compared to ABC, and it pools costs across
departments or processes. The complexity and
demands of the organization’s operations will,
therefore, drive which of the two approaches is more
effective.

ABC, as a widely acceptable alternative
approach to absorption costing in cost accounting
and management, is increasingly becoming popular.
The collection of detailed information and thorough
analysis to ascertain the costs of producing products
or services is what is known as ABC (D’Este et al.,
2023; Masmoudi, 2021). This method ensures that
the application of indirect costs is much more
specific to the type of cost and the factors linked to
every one of the costs, therefore increasing accuracy
in the allocation of the indirect expenses (Gosselin &
Journeault, 2022). ABC makes it easy to determine
the actual expenses attached to the production
process since it identifies the exact costs of each
activity individually (Elmassri et al.,, 2022). One
benefit of ABC is that it assists in arriving at
an accurate and elaborate illustration of the cost of
every product or service.
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Organizations are now able to better
understand pricing strategies and more precisely
evaluate product feasibility (Raucci et al., 2020).
Only if the organizations know the cost regarding
the specific activities can they design the optimum
pricing strategy, which would allow a market leader
position and long-term sustainable revenue
generation. Traditional process costing is more
straightforward to teach and apply but does not
necessarily reflect actual reality in terms of cost for
any given product or service. Process costing is
based on the assumption that the indirect costs of
each unit remain constant throughout; however, this
is quite often a substantial misrepresentation of fact
in terms of the price that the production process
bears. This may make businesses unable to arrive at
sound decisions, which may lead to incorrect pricing
strategies and a misconception of the true financial
viability of various goods and services (Dosch &
Wilson, 2010).

The relationship of financial reporting to cost
accounting is particularly important in determining
inventory for work-in-progress and finished goods,
as well as the cost of goods sold (Gusev et al., 2023;
Morshed & Ramadan, 2023).

ABC gives a more accurate view toward
determining the price of any product or service and
thus helps to decide the price (Jiménez et al., 2020).
Process costing, however, helps in ascertaining cost
in an obvious way to goods or services and thus can
be helpful in taking care of the needs related to
financial reporting (Bux & Amicarelli, 2022; Sahore &
Verma, 2021).

The choice between ABC and process cost
depends on several considerations that a company
faces in its business operations and organization.
For one, the complexity and diversity of products
and services would necessitate an ABC system for
better allocating costs among different activities
(Ashtab & Anderson, 2023). Many companies that
have standardized product lines prefer the process
costing approach since it provides a more
straightforward method of apportioning costs
among products.

Companies with standardized product lines
often favor process costing for its simple allocation
method (Goncalves et al, 2022). Secondly,
the volume of production and the variability of
production levels often favor ABC for businesses
with fluctuating output (Rahmani et al.,, 2022). On
the other hand, process costing matches firms
maintaining a constant or high production volume
for homogeneous commodities (Wang et al., 2022).

Besides these, the knowledge of the resource
consumption pattern, the proportion of overhead
costs, the complexity of production processes, and
the specific need for management information all
help in selecting between the two methods. It is
through proper analysis of these aspects that
a company can implement the most appropriate
method of costing based on its distinctive
operational needs and the management objectives to
be accomplished. Accurate financial data remains
crucial for the successful implementation of both
ABC and process costing, considering that this
determines how precisely cost is allocated at each
particular point in time (Duran & Afonso, 2020).
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For this reason, the base for accurate cost allocation
must be founded on timely and accurate financial
data (Mizikovsky et al., 2020). While ABC measures
the cost of resources consumed, it may cause
variances in costs due to production volume, as
opposed to IAS 2, which classifies costs as either
product or periodic in financial statements (Allain &
Laurin, 2018; Asogwa et al., 2022).

Although the literature provides insights about
the wuse of ABC and process costing in
the manufacturing sector, there is a clear research
gap concerning the simultaneous use of two cost
systems for financial reporting. Therefore, it is
unclear whether businesses are currently using
process costing in addition to ABC costing and how
this kind of dual-cost system implementation will
impact reporting. In addition, we hardly know
the differences between process costing and ABC,
how they influence reporting, and whether
manufacturing capacity influences the decision to
adopt and use ABC. To add further, we are not aware
of any models that match ABC and IAS 2.

The present research extends these findings to
explore how a company can simultaneously utilize
two cost systems for financial reporting with
a specific focus on the differences between ABC and
process costing in their effects on financial
reporting. It further examines whether
manufacturing capacity can impact the application
of ABC and whether there is a model for ensuring
that ABC complies with IAS 2.

3. METHODOLOGY
3.1. Semi-structured interviews

First phase semi-structured interviews formed
an integral part of this study, as they aimed to
capture the diverse perspectives of the interviewees.
The purpose was to obtain information aligned with
the study’s objectives and uncover broader practical
implications.

The qualitative interviews were conducted as
part of a group study, involving a smaller number of
participants compared to the total number of
individuals invited. The selection of participants was
based on their qualifications within their respective
organizations and their LinkedIn profiles. Most of
them have more than ten years’ experience. Initially,
invitations were extended to 56 financial and cost
managers. However, regrettably, a significant number
of rejections, non-responses to emails, or excuses
were received before the interviews. Consequently,
only 27 cost and finance managers were ultimately
interviewed. Despite a lower-than-anticipated number
of participants, the interviews vyielded sufficient
information to address the research objectives and
questions (Shiyyab & Morshed, 2024). All the selected
interviewees demonstrated a keen interest in
the study’s goals because they related to their
professional challenges, thereby contributing
significantly to this investigation.

The researcher selected this sample from as
many nations and industries as possible, depending
on data and interviewee availability. This was done
to generalize the findings and add value to various
sectors.
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Table 1. Interviewees’ sample distribution

Number of
Country Industry interviewees per
country
Austria Pesticide manufacturing 3
England Pharmaceuticals 3
Hungary Foodstuff manufacturing 4
Jordan Oil refining 6
Qatar Furniture 5
Pakistan Automobile 2
UAE Plastic production 4

The connections used for meetings were
relatively open. As a result, only the most crucial
questions were planned to open the conversation,
leaving some of the questions that were asked
unplanned (Jreissat et al., 2024).

The purpose of this section is to discuss
the difficulties financial managers encounter when
handling the financial data produced by ABC and to
ascertain whether they use process costing as
a parallel system to adhere to IAS 2 requirements.

Second, the research proposed a model based
on manufacturing capacity and its relationship to
ABC. This model demonstrated how businesses
could follow IAS 2 and apply ABC without using
other cost techniques.

Third, structured interviews were conducted
with the same interviewer in the second method to
discuss the ability to apply the suggested model.

3.2. Analysis of interview methods

Both sessions of interviews and dialogue-style
meetings were held from March 2023 to August
2023, in both Arabic and English. The Arabic
interviews were later translated into English. Some
in-person interviews were conducted, but due to
distance issues, Zoom was used for the interviews
with some participants.

The interviewees’ repeated information had to
be avoided, and these selected sentences needed to
sum up the entire discussion.

A comprehensive approach was taken by
the research during the analysis phase, with the first

interview method wusing content analysis and

the second method using a thematic technique.
Following strict research guidelines, both

interview methods’ transcripts, analyses, and

recordings were done by hand. Within the findings
section, the study concentrated on choosing
particular interviewee sentences that effectively
conveyed the main themes and conclusions.

By wusing this methodological approach,
the research was able to fully comprehend the data
and investigate hidden meanings and interpretations
in the transcripts of the interviews.

This research utilized a software application
for qualitative data analysis, NVivo. The data were
coded independently and in great detail by two
human analysts in the study. The interview text was
grouped based on similar content and ideas. Ethical
rigor was maintained throughout the study.
Informed consent was obtained from participants,
and measures were taken to ensure privacy and
confidentiality. Provision was also put in place to
ensure that the participants were not negatively
affected by the study in any way, and the study
subjects could choose to withdraw at any given time.
The research always ensured that, all through,
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the privacy and confidentiality of the participants
were protected through the ethics set to guide
research on human subjects.

4. FINDINGS

4.1. Interviews used as the first method to answer
the research questions

4.1.1. First interview question, which aimed to
obtain the differences between activity-based
costing and process cost

The responses were as follows:

“According to the activities that use resources,
ABC is a method of allocating indirect costs to goods
or services” (Respondent 1, personal communication,
March 15, 2023).

Another added: “It accounts for the price of all
the tasks required to produce a good or deliver
a service. This includes both direct costs like labour
and materials as well as indirect costs like rent,
utilities, and office costs” (Respondent 2, personal
communication, March 22, 2023).

An opinion repeated many times: “Due to its
ability to pinpoint the precise activities that drive
costs and assign those costs appropriately, ABC is
thought to be more accurate than conventional
costing  techniques”  (Respondent 3, personal
communication, April 17, 2023).

On the other hand, the responses added related
to process costing.

“It is a method of costing goods or services
about steps or processes taken in manufacturing”
(Respondent 4, personal communication, May 2, 2023).

Another further stated: “This system often
works well in industries such as producing chemicals
and foods that have mass output of homogeneous
products. Under process costing, costs are recorded
per department or process, and the unit cost is
calculated by averaging the total number of
units” (Respondent 5, personal communication,
May 22, 2023).

Process costing and ABC are two of the most
essential methods that are involved in determining
the cost and profitability of the goods or services
both in the manufacturing and service sectors
through discussions and content analysis. According
to Tsai and Lai (2018), process costing is
the technique or method under which the different
steps or processes involved in manufacturing are
measured and calculated. In contrast, ABC
techniques focus on the activities required to
produce a good or service. As already discussed,
the usefulness of the two methods is paramount in
an accurate distribution of costs and ascertaining
product or service profitability. Hence, organizations
need to understand the differences between these
methods and choose the one that best suits their
needs. These methods help businesses minimize
their costs and, at the same time, help them
correctly determine the prices of products,
appropriate resource allocations, and long-term
strategic planning. This has also been concluded by
Zamrud and Abu (2020).
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4.1.2. The second interview question asked about
the impact of activity-based costing on financial
reporting

The participants’ answers were combined into three
sentences as follows:

“IAS 2’s requirement that inventory be valued at
the lower of cost or net realizable value presents one
potential issue with the use of ABC with IAS 2 since it
considers all incurred costs as production costs,
opposing IAS 2. This means that inventory must be
written down to reflect the lower value if the cost of
production is higher than the item’s anticipated
selling price” (Respondent 6, personal communication,
June 2, 2023).

“To comply with IAS 2’s requirements for timely
and accurate financial reporting, ABC requires more
intricate calculations and time-consuming data
collection. Moreover, ABC considers all expenses,
product cost, and period cost in calculating the unit
cost, so using a system like a process cost for
financial reporting is required” (Respondent 7,
personal communication, June 7, 2023).

“IAS 2 and other pertinent accounting standards
must be followed by any method used for inventory
valuation, even though ABC can offer helpful insights
into the costs of producing inventory” (Respondent 8,
personal communication, June 12, 2023).

This analysis, in turn, points to significant
issues related to the applicability of ABC to IAS 2 in
terms of inventory valuation. IAS 2 requires that
inventory should be measured at the lower of cost or
net realizable value. In contrast, ABC measures all
costs incurred as production costs without
a distinction between product and period costs, as
required by IAS 2. Consequently, when the cost of
production is greater than the anticipated selling
price, IAS 2 necessitates an impairment loss on
the inventory to the realizable value that could lead
to mismatching of valuation (Klopper & Brink, 2023).

More so, compliance with IAS 2 provisions on
the most faithful financial statement is not easy
when ABC is used. ABC entailed complicated
computations and meticulous data collection that
will encompass period and product costs in
the valuation of the unit cost. Therefore, a system
such as process costing is required for financial
reporting purposes only, which also fits better into
the boundary of costs as described by IAS 2 (Koster
et al., 2023).

Even though ABC provides valuable
information about the costs of production and can
be utilized effectively in pricing decisions,
compliance with IAS2 and other accounting
standards that require the inventory value to be
reported at the cost of production is more
important. This reveals that although ABC reflects
the actual prices per unit, process costing is more
appropriate for financial reporting since it fits
the presentation of data based on IAS 2. This finding
matches the conclusion by Schipper through a view
that process costing is more consistent with cost
separation toward financial reporting in line with
IAS 2 (Schipper, 2022).

From the literature review, it was established
that capacity influences the unit cost whenever ABC
is used. Therefore, the following set of questions
investigated whether using an activity-based costing
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system influences financial reporting. Summaries of
the participants’ responses are represented below:

“Yes, when using activity-based costing, capacity
can have an impact on financial reporting. This is
because ABC allocates costs based on the processes
used to produce a good or service, and the efficiency
of those processes can affect how much money is
spent on each process” (Respondent 9, personal
communication, July 22, 2023).

“Financial reporting, in this regard, might be
dffected by higher overhead cost allocation to
a product with limited capacity, and, as such,
the machine has to work harder to do so. This might
raise the cost of goods sold and lower the gross profit
margin” (Respondent 12, personal communication,
August 15, 2023).

“Changes in capacity, therefore, can have
different effects on the allocation of costs by ABC.
Overhead cost to products or services has to be
reallocated considering changes in the level of
activities if capacity or volume goes up. In ensuring
that reports are more accurately reported, the use of
activity-based costing should take care of the capacity
of activities, and reviews and wmodifications to
the allocation of overhead costs must be made as
necessary” (Respondent 10, personal communication,
August 11, 2023).

“In the application of ABC, capacity may have
a significant influence on the degree of accuracy of
cost allocation; in that, a constraint on production or
service due to lack of capacity may increase the cost
to perform a particular manufacturing or service
process. This may slow the rate of performance of
an activity in the production process, which would
subsequently increase the cost and time-related factor
of performing the activity in question. In such
a scenario, the products or services coming out of
that activity might reflect the brunt of this increased
cost, with a lower cost per unit and a decline in profit
margins” (Respondent 11, personal communication,
August 16, 2023).

The above sentences illustrate the tremendous
significance of considering the capability of each
activity when allocating costs using ABC. Capability
must be sufficient to fill production demand. This
can be done through the analysis of past data for
bottlenecks and other capacity wastes, including
predicting future demand, as evident in Yao et al
(2022). Besides that, they further confirmed
(Ramadan et al., 2024) that the overestimated unit
cost developed by ABC does not achieve IAS 2
compliance.

The findings from the interview questions show
the benefit of introducing a model that uses ABC
and provides compliant information in accordance
with IAS 2, based on manufacturing capacity.

4.2. The second research method: The suggested
model

The second research method shows the model
suggested by the researcher to resolve the problem
of using ABC and process cost in parallel, reducing
time and effort consumption, and providing a more
accurate cost unit while adhering to accounting
standards.

To determine the cost, the model combines
the ABC and process costing approaches. The direct
costs are identified and included as the model’s first
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step. The manufacturing overhead costs are then
included after these costs have been determined.
These expenses are indirect expenses incurred to
maintain the efficiency of the production process.
The model uses the capacity as a base to distribute
the manufacturing overhead costs for financial
reporting purposes. The used capacity is then
assigned the manufacturing overhead cost. The sum

of the overhead and non-manufacturing costs is
divided by the number of units produced to
calculate the unit cost using ABC.

The figures used in this model are purely
illustrative and may not accurately reflect
a company’s costs, which is important to note.
Companies may need to alter the model based on
their particular circumstances and operational needs.

Table 2. Combined model

Cost type Used capacity Unused capacity Total cost
Raw material $5,000 $5,000
Variable cost Direct labour $6,000 $6,000
Total $11,000 $11,000
Permanent labour $8,000 $3,000 $11,000
Manufacturing overhead Machine run time $3,000 $2,000 $5,000
Other MOH $10,000 $4,000 $14,000
Total $21,000 $9,000 $30,000
Procurement $4,000 $3,000 $7,000
Customer care $2,000 $1,000 $3,000
Non-manufacturing cost Inventory administration $2,000 $1,000 $3,000
Other activities $5,000 $2,000 $7,000
Total $13,000 $7,000 $20,000
Total incurred cost $61,000

The model shows the allocation of cost total
incurred of production of 200 units. According to
ABC, the cost per unit is $305. This cost will help
the management set suitable prices.

To adhere to IAS 2, the following cost should
only be calculated in unit cost, and the cost per unit
should be calculated as $160 ($32,000/200 units).

Table 3. Combined model (used capacity)

Cost type Value, $
Variable cost $11,000
Manufacturing overhead (used capacity) $21,000
Total $32,000

The excluded cost totaled $29,000 should be
treated as operating expenses in the statement of
profit or loss.

Table 4. Combined model (unused capacity)

Cost type Value, $
Manufacturing overhead (unused capacity) $9,000
Non-manufacturing cost $20,000
Total $29,000

4.3. The third method: Structured interviews

The third method involves generating themes by
recording various expressions from the interviews
and incorporating specific quotations. These
summaries of the entire text serve to eliminate
redundancies in the speech of the interviewees.

The contributions of the interviewees were
coded into the following two themes.

Advantages of using this model:

e the use of this model would give a more
accurate cost of inventory, particularly for
businesses with a variety of product lines;

e businesses can make better pricing,
production, and inventory management decisions
with accurate inventory cost information;

e giving accurate and dependable data on
inventory costs, this model would ensure
compliance with IAS 2.

Costs of implementing this model:
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e training employees on this model would be
necessary, and this would take time and money;

e investing in software that can handle this
model would be expensive for businesses;

e the additional time needed to implement this
model could cause the production process to be
delayed.

According to this method, it is possible to
adhere to IAS 2 and provide accurate and reliable
information about inventory costs by combining
process cost and activity-based cost into one model.
To make sure that the advantages outweigh
the expenses, implementation costs must be
carefully taken into account.

5. DISCUSSION AND IMPLICATIONS

This research aimed to upgrade the compliance of
financial reporting in manufacturing companies by
integrating ABC and process costing under IFRS and,
more specifically, IAS 2. According to the results
from the data analysis, integrating ABC and process
costing presents compliance challenges, particularly
in cost classification. This confirms the claim of
Elghaish and Abrishami (2021) that there are
disputes between the entire production-related
expenditure being handled as the cost of
the product and what ABC requires.

ABC offers detailed cost insights but conflicts
with IAS 2’s requirements by not distinguishing
between product costs and period costs. Literature
confirms that, indeed, the most detailed models in
ABC lack compatibility @ with the more
straightforward approach to cost classification
under IAS 2 (Morshed et al., 2024). Using only ABC
can lead to inflated unit costs and noncompliance
with IAS 2 since it can overstate inventory values
(Kaplan & Ramanna, 2021).

Though ABC facilitates very accurate cost
apportionment, which supports decision-making for
pricing and resource allocation, its complexity and
resource intensity are significant drawbacks (Dosch
& Wilson 2010; Gosselin & Journeault, 2022). Process
costing is simpler and more aligned with IAS 2 but
lacks detailed cost tracking, potentially leading to
less precise cost allocations and mispricing
(Rahmani et al., 2022).
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The crucial problems in integrating ABC with
process costing would have to be addressed by
addressing the following issues:

Challenges and implications. The deeper
integration between ABC and process costing leads
to the latter, which stipulates that it is difficult to

comply with IAS 2 since the approaches of
classifying cost conflict.
Alignment and conflict with IAS 2.

The comprehensive cost treatment under ABC
requires the use of process costing for it to be in
alignment and devoid of conflict with IAS 2.

Effect on the accuracy of valuation of
inventories. ABC cannot fail to overvalue the unit
costs because higher overhead costs would have
been allocated. The process employed by process
costing is more straightforward and more compliant,
and hence, financial reporting is reliable and in line
with the IAS 2 guidelines.

Benefits and limitations. ABC and process
costing, when combined, give an accurate cost
allocation and improved decision-making. However,
on the flip side, it is a costly method to implement,
requires training and may delay operations.

Implementation. Manufacturing companies
wishing to implement ABC and process costing
should:

e establish a dual-cost system combining
detailed ABC tracking and compliance-oriented
process costing;

e conduct feasibility studies
assessments through pilot tests;

e invest in training for financial managers and
cost accountants;

e create cross-functional teams for continuous
evaluation and updates of cost allocation methods;

e implement advanced costing software to
automate the process and improve cost allocation
accuracy;

e ensure cost allocation accounts for
production capacity and regularly review and adjust
based on capacity utilization.

and impact

6. CONCLUSION

ABC with process costing in the accounting of
manufacturing companies opens up both great
opportunities and challenges. On the one hand, ABC
provides insight into cost assignment and resource
provision; on the other, it continuously conflicts
with the IAS 2 requirements for the valuation of
inventories. On the other hand, though process
costing relates better to compliance requirements, it
does not have the precision of ABC in tracking and
assignment costs. To solve this, the research
proposed a dual-cost system that will make use of
the benefits of both techniques to achieve accurate
financial reporting and compliance with TAS 2.

This system focuses more on the ongoing
review and strategic integration with much
investment in training and software.
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