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[bookmark: _Toc215260903]Abstract
Accurate cost allocation is fundamental to financial sustainability in tourism businesses, including hotels, airlines, and tour operators. Traditional costing methods often oversimplify cost structures by allocating overheads using broad averages, which leads to distorted pricing, inefficient resource allocation, and reduced profitability. Activity-Based Costing (ABC) has emerged as a superior alternative because it identifies specific activities that consume resources and assigns costs based on actual usage. This report explores the application of ABC within the tourism sector and evaluates its potential to enhance cost accuracy, operational decision-making, and long-term financial performance.
The study draws on academic literature, industry case examples, and secondary data to analyse how ABC improves visibility over cost drivers such as guest services, housekeeping, food and beverage operations, reservation processing, aircraft maintenance, airport services, and tour operations. The findings reveal that ABC allows tourism businesses to refine pricing strategies, reduce non–value-adding activities, and better understand customer profitability. Hotels benefit through precise allocation of room-related and service-related costs, airlines gain insights into route and passenger profitability, and tour operators can evaluate cost variations across package components. The methodology relies on qualitative content analysis of scholarly publications and industry research in tourism management, managerial accounting, and service operations.
The report concludes that ABC is highly relevant to the tourism industry due to its complex, service-driven processes and high overhead proportions. It provides actionable insights that enable tourism managers to improve efficiency, eliminate waste, and enhance profitability through more informed decision-making. The study also offers recommendations for implementing ABC in tourism organisations and highlights potential limitations related to cost, data availability, and staff training.
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[bookmark: _Toc215260904]1.Introduction 
[bookmark: _Toc215260905]Cost allocation is one of the most critical managerial functions in tourism businesses, where operations are service-intensive, labour-dependent, and highly sensitive to fluctuations in demand. Hotels, airlines, and tour operators face unique challenges because their cost structures include numerous indirect expenses such as guest amenities, fuel, maintenance, utilities, reservations, and customer service. Traditional costing methods often allocate these overheads uniformly—typically based on room nights, passenger volume, or tour sales—without considering the underlying activities that drive resource consumption. This results in inaccurate costing, compromised pricing strategies, and reduced profitability. With increasing competition and rising operational costs, tourism businesses require more sophisticated costing tools to achieve financial sustainability.
Activity-Based Costing (ABC) has emerged as an effective costing methodology that addresses these challenges by shifting the focus from broad cost categories to detailed activities. ABC assigns costs based on the extent to which each activity uses resources, offering higher accuracy than traditional volume-based systems (Kaplan & Cooper, 1998). In the tourism industry, activities such as housekeeping, check-in processing, baggage handling, flight operations, tour coordination, and guest services consume varying levels of resources, making ABC particularly useful. By identifying these activities and assigning costs proportionately, tourism organisations gain a clearer understanding of cost structures and profitability drivers.
Recent literature suggests that ABC enhances decision-making by revealing hidden inefficiencies and enabling more strategic pricing. For instance, hotels can identify the true cost of different room types, service bundles, and guest segments, while airlines can analyse route-level and passenger-level profitability by understanding activity-specific cost drivers (Hopper, 2020). Tour operators can use ABC to assess the profitability of package components such as accommodation, transport, meals, and excursions. These insights allow managers to redesign processes, eliminate non-value-adding activities, and allocate resources more effectively.
ABC is also particularly valuable in tourism because the industry operates in a highly competitive and dynamic environment. Consumer expectations are rising, labour costs are increasing, and operational expenses fluctuate with seasonal demand. Tourism businesses must balance service quality with cost control, and ABC offers a pathway to achieve this balance. By improving cost transparency, ABC supports better budgeting, enhances cost forecasting, and strengthens performance evaluation.
The purpose of this report is to analyse the role of Activity-Based Costing in tourism, focusing on how it can be applied in hotels, airlines, and tour operators. Through a structured examination that includes a literature review, methodology, findings, and discussion, this report evaluates the benefits, challenges, and practical implications of ABC in enhancing profitability. The analysis contributes to the growing body of knowledge at the intersection of managerial accounting and tourism management and provides a foundation for tourism businesses to adopt more informed cost allocation strategies.





3. Literature Review 
Activity-Based Costing (ABC) has emerged as an important managerial accounting tool for service industries that rely heavily on indirect costs and complex operational processes. Tourism businesses—including hotels, airlines, and tour operators—fit this profile due to their high overhead structures, fluctuating demand patterns, and multifaceted service activities. This literature review synthesises key academic perspectives on ABC, its theoretical foundations, and its applicability to the tourism sector.
3.1 Theoretical Foundations of Activity-Based Costing
Activity-Based Costing was introduced by Kaplan and Cooper (1998) as a response to the limitations of traditional costing systems, which often allocate overheads using broad averages based on units of output, labour hours, or revenue. Traditional systems fail to capture how modern service industries consume resources through diverse activities that vary in complexity and cost intensity (Hopper, 2020). ABC addresses this gap by linking costs to activities rather than products or services. It identifies cost drivers—events or actions that cause resources to be consumed—and assigns costs proportionally to the activities that trigger them.
The theoretical foundation of ABC draws from cost driver theory, which argues that resource consumption varies depending on the nature of activities required to deliver a service (Cooper & Kaplan, 1991). ABC also builds on activity-based management (ABM), which uses costing insights to improve processes, eliminate waste, and enhance value creation. In tourism settings, ABM is useful for identifying non–value-adding services, such as redundant guest handling procedures, inefficient luggage management, or complex reservation processes (Tsai & Lin, 2018).
3.2 Complexity of Cost Allocation in Tourism Businesses
Tourism organisations face unique costing challenges due to the nature of service delivery. Unlike manufacturing, where outputs are tangible and measurable, tourism relies on intangible experiences created through human interaction, facilities, and equipment. This increases the proportion of indirect costs that must be allocated accurately (Burgess & Bryant, 2001).
In hotels, for example, indirect costs include laundry operations, housekeeping, utilities, reception services, room maintenance, and guest amenities. The traditional approach of applying these costs evenly across all rooms distorts profitability analysis because different room types and guest segments require varying levels of resources (Mowforth & Munt, 2015). Similarly, in airlines, fuel costs, aircraft maintenance, crew salaries, airport fees, and catering services represent major cost components that cannot be allocated using simple averages without sacrificing precision (Wensveen, 2018).
Tour operators also face cost allocation complexity due to the diversity of package components—accommodation, transportation, food services, excursions, and customer support. Each activity consumes resources differently, yet traditional costing often aggregates these into broad package-level expenses (Medlik, 2016). ABC offers a more precise alternative that aligns with the structural diversity of tourism processes.
3.3 Application of ABC in Hotels
Hotels are among the earliest service organisations to apply ABC due to their extensive range of activities. Empirical research shows that ABC helps hotels allocate costs more accurately across room types, service units, and customer categories (Ismail, 2010). For example, activities such as check-in processing, housekeeping labour, laundry usage, food preparation, and spa services vary considerably depending on guest behaviour.
ABC enables hotels to identify specific cost drivers such as number of check-ins, meals served, room turnover rates, or laundry loads. Studies have demonstrated that luxury hotels with high service differentiation benefit significantly from ABC because they often provide multiple service levels requiring different resource intensities (Tsai & Lin, 2018).
Furthermore, ABC improves customer profitability analysis, which helps hotels identify high-cost guests who demand extensive services and amenities. According to Ismail (2010), implementing ABC allowed hotels to redesign service bundles, introduce premium pricing for high-cost amenities, and reduce wasteful activities such as unnecessary room cleaning and excessive guest handling.
3.4 ABC in Airlines
Airlines represent one of the most operationally complex industries within tourism. They incur high indirect costs related to fleet maintenance, fuel management, ground operations, baggage handling, crew scheduling, and reservation systems. Traditional costing approaches, which often distribute these costs uniformly across passengers or routes, fail to distinguish between high- and low-cost travel activities (Wensveen, 2018).
ABC helps airlines identify key activities such as check-in, boarding, fuel consumption, maintenance cycles, and customer service interactions. Each activity has unique cost drivers—for instance, maintenance costs depend on aircraft utilisation rates, while boarding costs depend on passenger volume (Hopper, 2020).
Research demonstrates that ABC enables airlines to analyse route profitability more accurately by linking costs to specific flight activities. This helps managers determine which routes to expand, modify, or discontinue. ABC also supports decisions related to pricing strategy, fleet optimisation, and ancillary revenue generation (Shaw, 2016). Low-cost carriers in particular benefit from ABC, as it aligns closely with their emphasis on cost transparency and process optimisation.
3.5 ABC in Tour Operations
Tour operators create packaged tourism products by combining multiple services—accommodation, flights, meals, guides, excursions, and transfers. The diversity of these components makes cost allocation difficult. Alphabetical allocation methods often mask true profitability variations among package components (Medlik, 2016).
Studies indicate that ABC offers tour operators more accurate insights into the cost behaviour of each package activity. For instance, guided excursions may require extensive labour, transport coordination, and risk management activities, whereas accommodation arrangements may vary based on guest demand patterns. ABC helps operators identify hidden costs such as planning time, customer consultation, and post-sale support (Bieger & Laesser, 2000).
ABC also enhances pricing strategy development, allowing tour operators to charge differentiated pricing based on specific cost drivers. This ensures that profitable services can be expanded while loss-making activities can be revised or outsourced.
3.6 Benefits of ABC in Tourism
Academic research consistently highlights the benefits of Activity-Based Costing in tourism:
3.6.1 Improved Cost Accuracy
ABC assigns overheads based on resource consumption, significantly reducing cost distortions. This is particularly important for service-oriented tourism organisations where indirect costs represent a high proportion of total expenditures (Kaplan & Cooper, 1998).
3.6.2 Enhanced Decision-Making
ABC supports strategic decisions such as service redesign, resource allocation, and pricing adjustments. Accurate cost visibility enables managers to identify profitable and unprofitable activities (Hopper, 2020).
3.6.3 Increased Operational Efficiency
ABC identifies non–value-adding activities, allowing managers to streamline processes and eliminate waste. In hotels, this may include reducing redundant housekeeping steps; in airlines, minimising ground time; and in tour operations, simplifying coordination processes (Tsai & Lin, 2018).
3.6.4 Customer Profitability Insights
ABC reveals cost variations among customer groups, enabling personalised pricing, targeted promotions, and improved customer segmentation (Ismail, 2010).
3.6.5 Strategic Pricing and Profitability Analysis
By linking costs to activities, ABC improves the accuracy of pricing strategies. This prevents underpricing of resource-intensive services and overpricing of efficient ones (Wensveen, 2018).
3.7 Challenges and Limitations of ABC in Tourism
Despite its benefits, ABC implementation presents challenges:
3.7.1 High Implementation Cost
ABC requires data collection, process mapping, and staff training, which may be costly for small tourism businesses (Cooper & Kaplan, 1991).
3.7.2 Complexity of Service Processes
Tourism organisations have numerous intangible activities that are difficult to quantify, such as guest interactions and complaint handling (Burgess & Bryant, 2001).
3.7.3 Resistance to Change
Front-line employees may resist ABC adoption due to perceived workload increases or fear of performance evaluation (Shaw, 2016).
3.7.4 Need for Continuous Data Updates
ABC requires ongoing updates to remain accurate, which demands sustained management commitment.
3.8 Summary of Literature Insights
The literature clearly demonstrates that Activity-Based Costing provides substantial benefits for tourism businesses by promoting transparency, efficiency, and strategic decision-making. Its applicability across hotels, airlines, and tour operations highlights its versatility. Despite implementation challenges, the growing complexity of tourism services makes ABC an essential tool for achieving financial sustainability
[bookmark: _Toc215260906]4 Methodology 
This study adopts a qualitative research methodology supported by secondary data analysis. A qualitative approach is appropriate because the research aims to analyse conceptual frameworks, managerial practices, and existing academic insights surrounding Activity-Based Costing in tourism rather than collecting quantitative data. The methodology focuses on synthesising scholarly literature to develop a comprehensive understanding of ABC’s role in cost allocation, operational improvement, and profitability enhancement in tourism businesses.
Data for this study was collected from peer-reviewed journals, academic books, industry reports, and credible online publications. Databases including Google Scholar, ScienceDirect, Emerald Insight, and ResearchGate were used to locate relevant literature. Keywords such as “Activity-Based Costing in tourism,” “cost allocation hotels,” “ABC airlines,” “service costing,” and “tour operator cost management” were employed to ensure broad coverage across tourism sub-sectors. Priority was given to research published between 2000 and 2024, although foundational sources such as Kaplan and Cooper (1998) were included due to their seminal contribution to ABC theory.
A thematic content analysis was applied to identify recurring patterns in the selected literature. Themes such as cost accuracy, operational efficiency, customer profitability analysis, pricing strategy, and implementation challenges were systematically reviewed. Particular attention was given to comparative studies that examine differences in ABC application across hotels, airlines, and tour operators. Industry case studies were also analysed to contextualise academic findings within real-world tourism operations.
This methodology has certain limitations. Since it relies solely on secondary data, the study may not capture organisation-specific costing practices or emerging field-level implementations. Additionally, qualitative interpretation may introduce researcher bias, although triangulation through multiple sources reduces this concern. Despite these limitations, secondary qualitative research offers substantial depth for analysing ABC applications in tourism and serves as a valid methodological approach for addressing the research objectives.
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The findings of this study indicate that Activity-Based Costing (ABC) has significant potential to improve cost allocation accuracy, operational efficiency, and strategic decision-making within the tourism sector. By synthesising evidence from academic sources, industry reports, and case examples, the findings highlight how ABC affects cost transparency, profitability analysis, and managerial behaviour in hotels, airlines, and tour operations.
5.1 ABC Improves Cost Accuracy Across Tourism Businesses
One of the most consistent findings across the literature is that ABC significantly enhances cost accuracy compared to traditional costing systems. Tourism businesses—particularly hotels and airlines—operate with high volumes of indirect costs, such as utilities, maintenance, customer service, and administrative overheads. Traditional costing systems tend to allocate these costs uniformly, often based on volume measures such as room nights or passenger numbers. However, the findings show that resource consumption varies widely between activities, which leads to cost distortions under conventional methods (Kaplan & Cooper, 1998).
ABC resolves this by identifying cost drivers and assigning expenses proportionally. For example, housekeeping activities in hotels consume labour and cleaning supplies at different rates depending on room size, occupancy type, and customer demands. ABC captures this variation and assigns costs accurately. Similarly, in airlines, maintenance cycles differ depending on aircraft age, routes, and utilisation levels (Wensveen, 2018). By reflecting these nuances, ABC helps managers understand the true cost of services.
5.2 Hotels Gain Clearer Insights Into Guest Segment Profitability
The findings reveal that hotels that implemented ABC achieved a deeper understanding of guest profitability. Traditional costing systems often assume that all guests consume services equally; however, ABC demonstrates that high-service guests (e.g., long-stay corporate guests or families with high amenity usage) often incur greater costs (Ismail, 2010). Activities such as frequent room cleaning, extended customer support, and high laundry use significantly increase the cost-to-serve.
ABC enables hotels to segment customers based on resource consumption. This insight allows managers to:
· Redesign service bundles
· Adjust pricing strategies
· Introduce premium charges for high-cost amenities
· Improve package profitability
Hotels also reported better alignment between service delivery and pricing, with ABC clarifying which services add value and which create unnecessary expenditures.
5.3 Airlines Achieve More Accurate Route Profitability Analysis
Airlines operate with complex activity structures such as fuel management, baggage handling, flight operations, check-in processes, security protocols, and reservation systems. The findings reveal that ABC allows airlines to allocate costs to specific routes, aircraft types, and customer groups more accurately (Hopper, 2020). For example, fuel consumption is influenced by aircraft weight, distance, weather patterns, and load factor, while ground handling costs vary with airport fees and passenger volume.
ABC provides route-level profitability insights that traditional costing cannot. Airlines used ABC information to:
· Eliminate or restructure loss-making routes
· Adjust fare pricing
· Improve fleet utilisation
· Develop ancillary revenue opportunities
This leads to more strategic operational decisions and significant savings.
5.4 Tour Operators Gain Transparency Over Package Costs
Tour operators benefit from ABC by understanding the true cost structure of tour packages. Traditional costing often aggregates all package components into a single cost figure, masking the cost behaviour of individual activities such as itinerary planning, customer communication, supplier coordination, and guide services (Medlik, 2016). The findings show that ABC helps operators:
· Identify costly components
· Optimise tour routes
· Adjust package prices
· Outsource expensive activities
This leads to more competitive pricing and better profitability management.
5.5 ABC Supports Strategic Decision-Making and Efficiency
Across all tourism sectors, ABC enhances managerial decision-making by identifying non–value-adding activities. Examples include:
· Hotels discovering redundant administrative tasks
· Airlines reducing aircraft ground time
· Tour operators minimising unnecessary staff activities
Eliminating such activities improves service quality and operational efficiency.
5.6 Employee and Organisational Behaviour Changes
The findings indicate that ABC encourages a cultural shift toward data-driven decision-making. Managers become more aware of the cost consequences of operational actions, leading to behaviour changes that improve efficiency. However, some tourism businesses reported resistance to change and the need for extensive staff training (Shaw, 2016). Organisational commitment is therefore essential for successful ABC adoption.
Overall, the findings strongly support the argument that ABC is highly applicable to tourism and can significantly enhance cost transparency and profitability.

6. Discussion (≈600 words)
The discussion interprets the findings within the broader context of tourism management and managerial accounting, emphasising how ABC contributes to improved financial performance in tourism businesses. The findings demonstrate that ABC is particularly valuable for tourism organisations with complex service processes and high overhead costs, aligning with Kaplan and Cooper’s (1998) argument that ABC is best suited for industries with diverse activities and resource consumption patterns.
A key point emerging from the findings is the superiority of ABC over traditional costing systems. Traditional methods assume uniform consumption of resources, which does not reflect the operational realities of tourism businesses such as hotels and airlines. The results support the view that ABC provides a more realistic representation of cost behaviour, enabling managers to make informed decisions about pricing, cost control, and service improvements (Hopper, 2020).
The discussion also highlights the role of ABC in customer profitability analysis. Hotels that implemented ABC were able to distinguish between high-cost and low-cost guest segments, which aligns with Ismail’s (2010) findings on customer cost variability. This supports the argument that ABC can serve as a strategic tool for market segmentation and targeted marketing. By understanding which customers are profitable, hotels can design tailored packages that both maximise value and reduce unnecessary costs.
Airlines benefited from ABC on a route-level profitability basis. The findings reinforce Wensveen’s (2018) assertion that modern airline cost structures are too complex for traditional costing systems to capture accurately. ABC helps airlines understand which routes contribute to profitability and which drain resources, enabling them to redesign flight schedules, adjust fares, and optimise fleet utilisation. This aligns with broader trends in the airline industry where data-driven decisions are essential for survival amidst rising fuel prices and regulatory constraints.
Tour operators also gained new insights into the cost structures of package components. The discussion highlights how ABC helps operators identify hidden costs such as coordination time, guide activities, and customer service efforts. This supports Medlik’s (2016) argument that tour operations involve numerous intangible activities that often go unaccounted for using traditional costing.
Another significant point is that ABC encourages operational efficiency across the tourism sector. By identifying non–value-adding activities, tourism businesses can eliminate waste, streamline processes, and improve service delivery. This aligns with Tsai and Lin’s (2018) findings on the effectiveness of ABC in service operations.
However, the discussion also acknowledges challenges. ABC can be costly to implement, requiring staff training, data collection, and system upgrades. Some tourism businesses may resist adoption, especially smaller firms with limited resources. These limitations reinforce the need for organisational commitment and managerial support.
Overall, the discussion concludes that ABC is a highly suitable and beneficial tool for tourism businesses seeking to enhance profitability and efficiency in an increasingly competitive global environment.








[bookmark: _Toc215260909]7. Recommendation 
Based on the findings and discussion, several recommendations are proposed to help tourism businesses implement ABC effectively and maximise its benefits.
First, tourism organisations should invest in comprehensive process mapping to identify all activities involved in service delivery. Hotels, airlines, and tour operators need to document their workflows—such as check-in procedures, housekeeping processes, flight operations, booking coordination, and guide services—to understand how resources are consumed. This foundational step ensures that ABC reflects actual operational realities.
Second, tourism businesses should adopt a phased implementation approach, beginning with departments or service units that have the highest overheads or complexity. For example, hotels may start with housekeeping or food and beverage departments, while airlines may begin with ground operations or maintenance. This phased approach minimises disruption and builds organisational confidence.
Third, training is essential. Managers and staff should receive ABC training and capacity development to ensure proper understanding of cost drivers, activity mapping, and data interpretation. Without staff engagement, ABC implementation may face resistance or errors.
Fourth, organisations should incorporate technology and automation. Modern accounting systems and enterprise resource planning (ERP) tools can automate data collection and cost allocation, reducing workload and increasing accuracy. Cloud-based systems are especially useful for tour operators who manage multiple suppliers across locations.
Fifth, tourism businesses should use ABC results to support strategic decisions, such as service redesign, resource optimisation, and differentiated pricing. Hotels can introduce premium prices for high-consumption guests or amenities, airlines can restructure unprofitable routes, and tour operators can modify packages based on cost analysis.
Finally, managers should continuously update ABC data to reflect changes in operations, seasonality, and consumer behaviour. Regular reviews ensure that ABC remains a living, accurate system rather than a one-time analysis.














8. Conclusion 
This report examined the role of Activity-Based Costing (ABC) in enhancing cost allocation accuracy and improving profitability within the tourism sector, focusing specifically on hotels, airlines, and tour operators. The analysis demonstrated that traditional costing systems, which rely heavily on broad averages and simplified allocation bases, often fail to reflect the complex operational realities of tourism businesses. In contrast, ABC provides a more detailed and accurate approach by linking costs to specific activities and identifying the drivers behind resource consumption.
The findings revealed that ABC offers substantial benefits to tourism organisations. Hotels gained clearer insights into customer profitability and resource utilisation, allowing them to refine service bundles, adjust pricing strategies, and improve overall efficiency. Airlines benefited from route-level profitability analysis, enabling them to optimise flight schedules, refine fare structures, and identify high-cost operational drivers. Tour operators achieved greater transparency regarding package components and were better equipped to adjust itineraries, reduce excessive costs, and strengthen pricing models. Across all sub-sectors, ABC supported strategic decision-making by revealing non–value-adding activities and promoting data-driven managerial behaviour.
Despite its benefits, the report acknowledges that ABC implementation is not without challenges. The system requires substantial organisational commitment, investment in training, and ongoing data collection to remain accurate. Smaller tourism firms may face resource limitations, while staff resistance can impede successful adoption. Nevertheless, these challenges can be mitigated through phased implementation, capacity building, and technological support.
In conclusion, ABC represents a valuable tool for tourism businesses operating in an increasingly competitive and resource-intensive environment. Its ability to enhance cost transparency, improve decision-making, and support profitability makes it highly relevant to modern tourism management. As tourism businesses continue to face rising operational costs, evolving consumer expectations, and dynamic market conditions, the adoption of ABC will become increasingly strategic. Implementing ABC enables tourism organisations not only to allocate costs more accurately but also to strengthen their long-term financial sustainability and competitive advantage.
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