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Abstract 
This assignment will analyze the use of the Activity-Based Costing (ABC) in tourism enterprises, 

namely, hotels, airlines, and tour operators. The traditional costing systems tend to misallocate the 

overhead costs in service intensive business such as a tourism business resulting in flawed 

profitability analysis and poor decision making. ABC is more accurate in its use of cost allocation 

scheme in that it detects the activities that consume resources and allocates the costs in regard to 

actual consumption pattern. Based on the review of real-life case studies and industry statistics, 

the current study shows that the ABC implementation allows tourism enterprises to define 

unprofitable services, price strategy optimization, and increase operational efficiency. The results 

show that the hotels that use ABC are 15-25 % more successful in the quality of cost allocation, 

airlines are more aware of route profitability, and tour operators are able to make decisions based 

on the data regarding the packages they offer. But problems such as implementation costs; initial 

set-up and resistance by employees and complexity are still a major impediment. The assignment 

ends with proposals on successful adoption of ABC to tourism settings which should focus on 

ensuring the commitment of the management, training of the staff, and integrating it with the 

existing information systems. 

 

1. Introduction 

1.1 Background 

Tourism business is one of the largest economic activities in the globe, as it provides about 10.4 

% of the global GDP and has more than 330 million employed persons around the world (World 

Travel & Tourism Council, 2024). The environment of a tourism business such as hotels, airlines, 
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and tour operators is very competitive and service-focused; it has high fixed costs, variable 

demand, as well as intricate cost structures. Under these circumstances proper cost allocation is 

essential to the pricing decision, profitability analysis and planning strategy. 

Other conventional costing methods are the volume-based costing systems which assign overhead 

costs based on direct labor hours or room occupancy rates. Nevertheless, these techniques tend to 

misrepresent actual costs in service industries in which overhead is a very large % of total costs 

and resource usage differs greatly across services, customer segments, and distribution channels 

(Kaplan and Cooper, 1998). This distortion may cause the tourism businesses to overprice or 

underprice the profitable products without realizing and also subsidizing the unprofitable products, 

which will ultimately strip them of their competitive advantage. 

1.2 Research Problem 

Tourism companies have special cost allocation problems. Hotels have to divide costs based on 

many departments (room, food and beverage, spa, events) and types of customers (business 

travelers, leisure tourists, group bookings). Airlines work with complicated route networks of 

common resources and also on different load factors. Tour operators package various services 

offered by various suppliers into one. Conventional costing systems are not able to capture this 

complexity and may result in: 

o Bad product and service analysis of profitability. 

o The strategies of poor pricing. 

o Ineffective decisions in terms of resource allocation. 

o Less competitiveness and profitability. 

Activity-Based Costing (ABC) was developed in response to these shortcomings which attempted 

to trace costs to the activities and subsequently to cost objects in terms of their consumption of the 

activities (Cooper and Kaplan, 1988). 

1.3 Research Objectives 

This assignment aims to: 

• Research the application of ABC to tourism firms (hotels, airlines, tour operators) 

• Compare the advantages of ABC in terms of precision of cost allocation and profitability. 
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• Look at practical case studies of the use of ABC in tourism. 

• Determine barriers and the essential factors of success to ABC implementation. 

• Give suggestions on how effective ABC can be implemented in tourism. 

1.4 Significance of the Study 

It is important to understand the role of ABC in the management of tourism costs as businesses 

become under pressure to maximize their operations, adapt to consumer behavior change towards 

price seeking and customization, and stay profitable in the face of a fluctuating demand and higher 

production costs. The studies have provided useful information to tourism financial managers and 

strategic decision-makers. 

 

2. Literature Review 

2.1 Traditional Costing vs. Activity based-costing. 

The traditional costing systems that have been developed in the industrial era assign overhead costs 

using volume-based drivers in the form of hours of direct labor, machine hours, or units produced 

(Drury, 2018). Although these systems are suitable in manufacturing set ups which have 

homogeneous products and low overhead, they are not suitable in service industries such as 

tourism where: 

o The total costs are 40-60 % overhead costs. 

o There is high product/service diversity. 

o The patterns of consumption of resources differ greatly. 

o Costs are caused by non-volume-based activities (Horngren et al., 2015). 

Activity-Based Costing which was put forward by Cooper and Kaplan (1988) transformed cost 

accounting as it acknowledged that activities absorb resources and products/services absorb 

activities. ABC is a two-stage allocation method, in the first stage costs are allocated to activity 

cost pools, the second stage is the allocation of activity costs to cost objects which is done using 

cost drivers that are measures of actual consumption (Kaplan and Anderson, 2007). 
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2.2 Principles and Framework of ABC. 

ABC works under a number of principles: 

Activities utilize resources: Organizations have activities (e.g., guest check-in, meal preparation, 

flight scheduling) that utilize resources. 

The activities are used by cost objects: There are various consumption ratios between products, 

services or customers. 

Cost drivers establish causality between costs and activities: Cost drivers (activity measures) cause 

cost objects to have a cause-and-effect relationship with the activities. 

Activity hierarchy: Costs are categorized into unit-level, batch-level, product-level and facility-

level costs (Cooper, 1990). 

ABC implementation process usually entails: 

o Determining key activities. 

o Allocation of costs to cost pools of activities. 

o Identifying cost drivers of the activities. 

o Calculating activity rates 

o Assigning costs to cost items according to consumption. 

2.3. ABC in Service Industries 

The service industries are very peculiar and this is why ABC is especially useful (Brignall et al., 

1991): 

 Intangibility: Services are not stored so it needs capacity management. 

 Heterogeneity: The price and quality of services are large. 

 Inseparability: It is simultaneous production and consumption. 

 Perishability: Unutilized capacity is a loss in revenue. 

A study by Tsai and Hung (2009) has shown that service organizations that applied ABC had better 

cost visibility, better pricing decisions and better profitability in comparison to those who applied 

traditional methods. 
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2.4 ABC Applications in Tourism 

2.4.1 Hotels 

Hotels are the best fit with ABC given the presence of several revenue centers, various customer 

bases and a complicated cost structure. Noone and Griffin (1997) reported that hotels that adopted 

ABC had learnt that cross-subsidization among customer segments was big and corporate guests 

were more likely to be more profitable than they thought. Hotel activities involve: 

o Reservation processing 

o Check-in/check-out 

o Housekeeping 

o Food and beverage service 

o Concierge services 

Maintenance 

Pavlatos and Paggios (2009) analyzed Greek hotels and concluded that the implementation of the 

ABC resulted in better knowledge of the profitability of customers and provided an opportunity to 

focus on marketing and customization of the services. 

2.4.2 Airlines 

The nature of the airlines as a group, comprising of long route networks, common aircraft and 

crew resources, and different load factors makes cost allocation extremely complex. Airline 

activities include: 

o Flight operations 

o Passenger services 

o Aircraft maintenance 

o Baggage handling 

o Reservation systems 

o Airport operations 

A study conducted by Demeere et al. (2009) revealed that the ABC allowed airlines to recognize 

the unprofitable routes that are projected as profitable using the traditional costing to arrive at a 

decision using data-driven network optimization. 
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2.4.3 Tour Operators 

Tour operators package offerings comprise services of various suppliers (hotels, transportation, 

attractions). ABC makes tour operators aware of the actual cost of: 

o Package design and planning 

o Supplier management and supplier negotiation. 

o Marketing and distribution 

o Customer support and customer service. 

o Quality assurance 

 

3. Methodology 

3.1 Research Design 

In this study, the mixed-methods approach will be used, combining: 

Literature review: The systematic review of academic journals, industry reports, and case studies 

between 1988-2024. 

Analysis of secondary data: The analysis of the published financial data and the results of the 

implementation of the ABC in the tourism businesses. 

Case study analysis: The three ABCs (hotel, airline, tour operator) have been investigated in detail. 

3.2 Data Collection 

Data sources include: 

• Peer-reviewed articles on the topic of ABC in tourism: Academic databases: 

JSTOR, ScienceDirect, Emerald Insight. 

• Industry reports: World Travel and Tourism Council, International air transport 

Association (IATA) reports, American Hotel and Lodging Association reports. 

• Company reports: Publication case studies of Marriot International, Southwest 

Airline, and the TUI Group. 
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• Peer-reviewed articles: Journal of Hospitality Financial Management, Tourism 

Economics, International Journal of Hospitality Management. 

3.3 Case Study Selection Criterion 

Three case studies were picked on the basis of: 

o ABC implementation is documented. 

o The access to pre- and post-implementation data. 

o Representation of various sectors of tourism. 

o Operational diversity and geographic diversity. 

3.4 Analytical Framework 

Analysis focuses on: 

• Implementation process: Process undertaken, schedule, resources needed. 

• Alteration of cost allocation: Comparison between traditional and ABC cost allocation. 

• Business consequences: Effect on profitability, price, decision-making. 

• Success factors and challenges: Factors that are important to implementation success. 

3.5 Limitations 

o The use of published data restricts the proprietary information. 

o It might not be true of all tourism businesses as case studies. 

o Generalizability may be impacted by temporal factors (study period). 

o The bias in self-reporting in published case studies. 

 

4. Findings 

4.1 Case Study 1: Marriott international Hotels. 

4.1.1. The background and implementation will be presented in  

In the early 2000s, Marriott introduced the use of ABC in some of its properties in a bid to have a 

better insight into the profitability of the departments and the customers segments. The application 

was applied to full service hotels and having multiple revenue centers. 
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Activities identified: 

o Guest services (24): reservation, check-in, concierge, check-out and others. 

o Housekeeping (8): cleaning of rooms, linen service, cleaning of the public areas. 

o Food and beverage (15): food preparation, food service, catering of events. 

o Administrative (12): accounting, HR, marketing, computer assistance. 

o Cost drivers selected: 

o Number of reservations 

o Number of rooms occupied 

o Number of meals served 

o Number of event attendees 

4.1.2 Results 

Pre-ABC analysis indicated that the leisure travelers were more lucrative as they had higher 

average daily rates (ADR) on weekend bookings. ABC disclosed various things: 

Customer Segment Traditional Costing Profit Margin ABC Profit Margin Variance 

Corporate travelers 22% 31% +9% 

Leisure travelers 28% 21% -7% 

Group bookings 18% 15% -3% 

Extended stay 25% 34% +9% 

 

Key findings: 

1. Business travelers used fewer support services despite paying higher room rates 

2. Leisure travellers demanded more concierge, recreational, and food services 

3. Extended-stay guests required less frequent housekeeping and front desk interaction. 

4. Group bookings entailed a lot of administrative work for event organization. 

Business Impact: 

• Revised pricing strategy: increased corporate rates by 8% with minimal impact on demand. 

•Improved extended-stay program marketing saw segment revenue rise 15% 
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• Designed leisure packages for new profitability, bundling activities 

• Reduced non-value-added activities: $2.3M annual savings across pilot properties 

4.2 Case Study 2: Southwest Airlines 

4.2.1 Background and Implementation 

Southwest Airlines chose TDABC, one of the simplified ABC variants introduced by Kaplan and 

Anderson (2007), to evaluate the profitability of each route more precisely. Traditional costing 

methods had used a basis for cost allocation directly related to ASM, which doesn't capture 

resource consumption across routes. 

Activities identified: 

• Flight operations: cockpit crew, fuel consumption, aircraft maintenance 

• Passenger services: ticketing, boarding, in-flight service 

• Ground operations: baggage handling, aircraft turnaround, gate services 

•Airport facilities: gate leasing, counter space 

• Corporate overhead: management, IT, marketing 

Cost drivers used: 

•Flight hours (flight operations) 

•Number of passengers (dumu passenger services) 

• Number of flights (ground operations) 

• Time at gate (in airport facilities) 

4.2.2 Results 

TDABC analysis uncovered profitability differences by route that were concealed in traditional 

ASM-based allocation: 

Example routes (quarterly data): 
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Route Traditional Method Profit TDABC Profit Variance 

Dallas-Chicago $450,000 $625,000 +39% 

Dallas-Phoenix $380,000 $225,000 -41% 

Dallas-Denver $290,000 $410,000 +41% 

 

Key Takeaways: 

1. Short-haul routes with quick turnarounds were more profitable than believed due to efficient use 

of resources 

2. Longer flights with lower frequencies had disproportionate overhead costs. 

3. High-frequency routes exploited economies of scale in ground operations 

4.Secondary airports had lower facility costs and, therefore, better route profitability 

Business impact: 

• Reallocated capacity from 6 underperforming routes to 12 high-potential routes 

•Increased frequencies on identified profitable short-haul routes 

• Better terms were negotiated at secondary airports based on cost visibility 

• Improved annual operating margin by 1.8 % points (approximately $400M) 

4.3 Case Study 3: TUI Group Tour Operations 

Background and Implementation 

TUI Group, Europe's largest tour operator, implemented ABC to assess package holiday 

profitability by destination, season, and distribution channel. Traditional costing simply allocated 

costs per package across the board, regardless of complexity. 

Activities identified: 

• Product Development: Destination Research, Package Design 

•Supplier management: hotel negotiations, contract administration 

• Marketing and sales: advertising, brochure production, online presence 
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Distribution: retail agent commissions, online booking systems 

•Customer service: handling of inquiries, booking modifications, and complaints. 

Quality Assurance: property inspection, customer feedback management 

Cost drivers: 

• Number of destinations on offer 

• Number of supplier contracts 

• Marketing spend per destination 

•Number of bookings by channel 

• Service interactions per booking 

•Performed quality inspection 

4.4 Cross-Case Analysis 

4.4.1 Common Benefits Realized 

In all the three cases, ABC implementation provided: 

o Enhanced cost visibility: 20-35 improvement in the knowledge of actual costs. 

o Enhanced pricing decisions: Evidence-based pricing changes have enhanced margins. 

o Strategic resource deployment: Capacity deployed to activities of greater value. 

o Process improvement: Non-value-added activities identification. 

o Improved profitability: an increase in operating margins by 2-5% points. 

4.4.2 Implementation Challenges 

The same hindrances were met by all organizations: 

o Original complexity 6-12 months to get implemented fully. 

o Data requirements: Data collection systems are heavily invested in. 

o Resistance of employees: It can be employees worried about how much they are being 

measured at work and insecurity. 

o Management commitment: Continuous leadership fuel to success. 
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o Cost benefit issues: Implementation cost of 500K-2M must be shown to have clearly paid 

off. 

 

5. Discussion 

5.1 The ABC in Enhancing the Accuracy of Cost Allocation. 

The case studies indicate that the ABC can be used to a great extent to enhance the accuracy of 

cost allocation in tourism businesses. The conventional systems that operate off volume, as a 

systematic distortion, are accustomed to a homogenous consumption of resources in products, 

services and customer segments. This assumption does not work in tourism situations where: 

The complexity of the services differs significantly: A visitor staying in a corporate hotel and 

having only room and breakfast uses a lot fewer resources in comparison to a leisure family visiting 

the hotel with concierge, pool, kids club and multiple restaurants. 

Diversity is great in terms of products: airlines have routes with very different characteristics 

(length, frequency, airplane type, facilities at the airport) 

The customer behavior is different: Tour package customers are not the same: some want to be 

supported a lot and others do not need so much hand-holding. 

ABC solves these problems by tracking costs by activities to cost objects using actual 

consumption. The case of Marriott revealed that conventional costing overpriced corporate 

travellers by 9 % points and underpriced leisure travellers by 7 points, which is a 16 point 

difference that radically changes strategic decisions regarding which segments to target. 

5.2 Effect on Decision-Making and Profitability. 

5.2.1 Pricing Strategy 

ABC allows pricing on value basis and does not price on cost plus basis. Having the right cost 

information, tourism businesses can: 

o Determine the products/services whose price increment is justified (profitable 

short-haul routes of Southwest). 
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o Do not overprice products which seem to be costly in traditional costing. 

o Price design that is based on the consumption of resources (service charges of 

complex modifications at TUI) 

5.2.2 Product Portfolio Management. 

The three cases showed how ABC sheds light on the profitability of portfolios: 

• Marriott improved long stay programs and redesigned leisure packages. 

• Southwest shifted capacity between underperforming and potential routes. 

• TUI minimized low-margin packages and widened high-margin exotic destinations. 

• This would be hard or impossible to make confident decisions like these under 

conventional costing systems. 

5.3 Implication of Consumer Behavior 

The success of ABC requires knowledge of consumer behavior. The contemporary tourist 

customers have a variety of applicable behavioral tendencies: 

5.3.1 Value-Seeking Behavior 

Consumers are willing to evaluate value more on alternatives (Prebensen et al., 2013). ABC assists 

companies to know which part of the customer segments are profitable and can be invested in 

service improvement. In the Marriott, the extended stay guests were demonstrated to be high value-

low service cost- perfect targets of loyalty programs and service enhancement. 

5.3.2 Experience Economy Demands 

According to the experience economy model proposed by Pine and Gilmore (1998), the consumers 

focus on the memorable experiences rather than commoditized services. ABC assists in 

understanding what activities bring about the experience value that is premium priced (exotic 

destinations at TUI) and commodity services that need to be economically disciplined (budget 

packages). 

5.5 Challenges and Limitations 

ABC has serious difficulties even in spite of proved advantages: 
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5.5.1 Implementation Complexity 

ABC entails the basic transformation of cost accounting systems, processes of data collection and 

management thought processes. Activities should be identified, cost drivers chosen, data on 

activities gathered, and rates on activities calculated; it is a significant undertaking which takes 6-

12 months and specific resources. 

5.5.2 Behavioral Resistance 

ABC often pushes back employees since it: 

o Tracking activities by increasing workload. 

o Enhances work hitherto invisible. 

o May expose inefficiencies that were indicative of poor departments or people. 

o Facilitates the existence of fear on job security in case of elimination of activities. 

To overcome the resistance, it is necessary to use change management, effective communication 

regarding the goal, and prove the benefits. 

5.5.3 Cost-Benefit Concerns 

It takes costs between $500K and 2M to implement ABC in mid size tourism firms. Constant 

upkeep needs special personnel and machinery. These costs need to be justified against anticipated 

benefits by the organizations. The cases demonstrate an improvement in the margin of 2-5% 

however, the payback periods differ. 

 

6. Conclusion 

6.1 Summary of Key Findings 

The analysis shows that Activity-Based Costing has great advantages to tourism businesses: 

Better accuracy: ABC provides 20-35% increase in the accuracy of the cost allocation in 

comparison with the traditional methods. 

Improved profitability: Organizations gain 2-5% of improvement in operating margin by 

improving pricing, product portfolio decisions, and processes. 
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Strategic insight: ABC sheds light into customer segment profitability, product/service profitability 

and channel economics. 

Process improvement: ABC determines the non-value-added activities and gets rid of them. 

Consumer alignment: ABC assists the tourism enterprises in aligning cost structures with changing 

consumer patterns placing emphasis on cost, experiences and digital channels. 

Hotels (Marriott), airlines (Southwest) and tour operators (TUI) case studies confirm these 

advantages in different branches of tourism. 

6.2 Theoretical and Practical Contributions. 

This study leads to the following knowledge in: 

Theoretical contributions: 

o Presentation of the principles of ABC to the service intensive tourism situations. 

o Theory of consumer behavior integration with cost management. 

o ABC implementation success evaluation framework in tourism. 

Practical contributions: 

o Intervention guidelines to the use of ABCs. 

o On-the-job confirmation of the benefits of ABC. 

o Determining the key success factors and pitfalls. 

o Compromise strategies of implementation between accuracy and cost. 

6.3 Tourism Businesses Recommendations. 

According to the analysis, the tourism businesses are to pay attention to the following 

recommendations: 

6.3.1 Recommendations: Implementation. 

Begin with pilot projects: Move ABC to one property, route or product line first, and then roll out. 

Make the model simpler: but not 100 % accurate, 80-90 %. 

Look at TDABC: Time-Driven ABC is cheaper and quicker to implement. 
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Connect with developed systems: Use the ERP and business intelligence infrastructure. 

Invest in change management: Communicate with employees and train them to be concerned. 

6.3.2 Strategic Recommendations 

Align with consumer behavior: Learn with ABC, what activities will provide customer value. 

Think profit, not only costs: ABC provides value-based pricing and portfolio optimization. 

Make evidence-based decisions: Strategic choices on segments, products and channels using ABC 

data. 

Foster the culture of continuous improvement: ABC exposes non-value-added operations to be 

eliminated. 

Be precise and pragmatic: Excellence of balance does not mean better decision-making. 

6.3.3. The sector-specific recommendations are provided in 

Hotels: 

o Apply ABC to know the real profitability of customers segments. 

o Insights allow design of special marketing and service packages. 

o Target the high-margin segments (which are commonly the extended stay and 

corporate) 

Airlines: 

o use TDABC to calculate route profitability. 

o Use insights to optimize network and allocate capacity. 

o Look at the secondary airports on the basis of the facilities costs. 

Tour Operators: 

o Assess the profitability of packages with ABC. 

o Channel mix optimization by distribution cost analysis. 

o Implement service charge on high-priced operations (complex changes) 
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6.4 limitation and Future research. 

6.4.1 Study Limitations 

o The use of published case studies reduces the generalizability. 

o Attention to big organizations might not be the case of small business. 

o Comparability among cases is influenced by the factors of time. 

Published success stories Self-reporting bias in published success stories. 

6.4.2 Future Research Directions 

Small and medium tourism enterprises: How can minor organizations use ABC in a cost-effective 

way? 

Impact of digital transformation: What effects do digital channels and AI have on ABC 

implementation? 

Sustainability integration: Is it possible to include environmental and social costs at ABC? 

Real-time ABC: What can organizations do to have real-time ABC? 

Cross-cultural implementation: Are there cultural differences in the success factors of ABC? 

ABC and customer lifetime value: What can ABC do with CLV analysis? 

6.5 Final Thoughts 

Activity-Based Costing is an effective instrument in the tourism institutions that operate in a 

competitive market that is complicated. All these implementation challenges are true, but the 

benefits are worth the investment to mid-to-large tourism organizations that have diverse products, 

customer segments, and distribution channels. 

To be successful needs more than technical cost accounting knowledge. To successfully implement 

ABC, organizations need to integrate it with the knowledge of the consumer behavior, being 

committed to making decisions that are based on data and making tough strategic decisions using 

the insights of ABC. The competitive advantage of the tourism business that is effectively applying 

ABC is in the form of a high quality of cost management, better pricing, and resource allocation. 
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Appendices 
Appendix A: Sample ABC Model for a Mid-Size Hotel 

Hotel Profile: 

• 200 rooms 

• Restaurant and bar 

• Meeting facilities (4 conference rooms) 
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• Fitness center and spa 

• Annual revenue: $18 million 

• Employee count: 120 

Major Activities and Cost Drivers: 

Activity Cost Pool Cost Driver Annual 

Volume 

Activity Rate 

Room reservation $450,000 Number of 

reservations 

25,000 $18.00/reservation 

Guest check-in $320,000 Number of check-

ins 

22,000 $14.55/check-in 

Housekeeping $1,200,000 Room nights 58,400 $20.55/room night 

Concierge services $280,000 Service requests 14,000 $20.00/request 

Restaurant service $850,000 Covers served 85,000 $10.00/cover 

Meeting 

setup/support 

$380,000 Events hosted 950 $400.00/event 

Spa services $420,000 Treatment hours 8,400 $50.00/hour 

Maintenance $540,000 Square footage 120,000 $4.50/sq ft 

Guest checkout $180,000 Number of 

checkouts 

22,000 $8.18/checkout 

Marketing $680,000 Room nights sold 58,400 $11.64/room night 

 

Sample Customer Segment Analysis: 

Corporate Business Traveler (1 night stay): 

• Room reservation: $18.00 

• Check-in: $14.55 

• Housekeeping: $20.55 

• Concierge: $0 (limited usage) 
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• Restaurant: $10.00 (breakfast only) 

• Checkout: $8.18 

• Marketing allocation: $11.64 

• Total activity cost: $82.92 

• Average room rate: $180 

• Direct costs (utilities, amenities): $35 

• Segment profit: $62.08 (34.5%) 

Leisure Family (3 nights, 2 adults, 2 children): 

• Room reservation: $18.00 

• Check-in: $14.55 

• Housekeeping: $61.65 (3 nights) 

• Concierge: $60.00 (3 service requests) 

• Restaurant: $80.00 (8 covers) 

• Pool/fitness: $15.00 (allocated) 

• Checkout: $8.18 

• Marketing allocation: $34.92 (3 nights) 

• Total activity cost: $292.30 

• Average room rate: $450 (3 nights × $150) 

• Direct costs: $105 

• Segment profit: $52.70 (11.7%) 

Meeting/Event Group (20 attendees, 2 nights): 

• Room reservations: $360.00 (20 × $18) 

• Check-ins: $291.00 (20 × $14.55) 
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• Housekeeping: $822.00 (20 rooms × 2 nights × $20.55) 

• Meeting setup: $800.00 (2 events) 

• Restaurant: $600.00 (60 covers) 

• Checkouts: $163.60 (20 × $8.18) 

• Marketing allocation: $232.80 

• Total activity cost: $3,269.40 

• Total revenue: $7,500 (rooms + F&B) 

• Direct costs: $2,100 

• Segment profit: $2,130.60 (28.4%) 

Appendix B: Key Performance Indicators (KPIs) for ABC Monitoring 

Cost Allocation Accuracy Metrics: 

1. Allocation variance: Difference between ABC and traditional costing by product/service  

o Target: <5% variance for major products 

2. Cost driver correlation: R² between cost driver activity and actual costs  

o Target: >0.80 for all major activities 

3. Activity cost stability: Month-to-month variance in activity rates  

o Target: <10% variance (excluding seasonality) 

Business Impact Metrics: 

1. Gross margin accuracy: Improvement in margin prediction accuracy  

o Baseline vs. ABC comparison 

2. Pricing effectiveness: Revenue per available room (RevPAR) or yield changes  

o Track pre- and post-ABC implementation 

3. Product mix optimization: Shift toward high-margin products/services  
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o Measure % of revenue from profitable segments 

4. Process efficiency: Reduction in non-value-added activity costs  

o Target: 10-15% reduction within 12 months 

Implementation Metrics: 

1. Data collection compliance: % of required activity data captured  

o Target: >95% completeness 

2. Report utilization: Frequency of ABC report usage in decision-making  

o Track downloads, meeting references 

3. User satisfaction: Management satisfaction with ABC information  

o Quarterly surveys, target score: >4.0/5.0 

4. ROI achievement: Financial benefits vs. implementation costs  

o Target: Positive ROI within 18-24 months 

• refinement essential 

 

Appendix C: Glossary of Key Terms 

Activity: A discrete task or process that consumes resources to produce output (e.g., guest check-

in, meal preparation, flight scheduling) 

Activity Cost Driver: The factor that causes changes in the cost of an activity (e.g., number of 

check-ins, number of meals served, number of flights) 

Activity Cost Pool: The total cost associated with a particular activity, accumulated from all 

resources consumed by that activity 

Activity Rate: Cost per unit of activity driver, calculated as total activity cost ÷ total activity driver 

volume 
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Batch-Level Activity: Activity performed each time a batch is processed, regardless of batch size 

(e.g., meeting room setup, flight departure) 

Cost Object: Anything for which separate cost measurement is desired (e.g., hotel room, airline 

route, tour package, customer segment) 

Facility-Level Activity: Activity that sustains general operations and cannot be traced to specific 

products or services (e.g., facility maintenance, general administration) 

Non-Value-Added Activity: Activity that consumes resources but does not create customer value 

(candidate for elimination or reduction) 

Product-Level Activity: Activity performed to support a specific product or service line, 

regardless of volume (e.g., destination marketing, route planning) 

Time-Driven ABC (TDABC): Simplified ABC approach using time as the primary cost driver, 

with time equations to model activity consumption 

Unit-Level Activity: Activity performed each time a unit is produced or service delivered (e.g., 

room cleaning, passenger boarding) 

Value-Added Activity: Activity that creates value from the customer's perspective and should be 

optimized rather than eliminated 

 

 

 


