
THE ACTIVITY BASED COSTING METHOD DEVELOPMENT AND

This paper analyzes the management accounting applications, which try to improve the Activity-Based Costing (ABC)
method. First, the paper describes them.

For example, if we want to determine the full cost of a distribution channel , we will identify advertising and
warehousing costs related to that channel, but will ignore research costs, since they are related to products, not
channels. Zhu, Y. The logic of the ABC cost-allocation method is that the engineering cost per hour should be
allocated on the basis of the number of hours the cost driver required by each product. Use a data collection
system to collect information about the activity drivers that are used to allocate the costs in secondary cost
pools to primary cost pools, as well as to allocate the costs in primary cost pools to cost objects. The worst
thing you can do is to install a large and comprehensive ABC system, since it is expensive, meets with the
most resistance, and is the most likely to fail over the long term. There are several reasons for these issues,
which are: Cost pool volume. Li, C. It can be quite difficult to maintain this extra database, since it calls for
significant extra staff time for which there may not be an adequate budget. Bescos, P. This method can help a
company to allocate. Distribution cost. But, we can also find a similarity between the Chinese and French
situations. Employees usually mask these activities by apportioning more time to other activities. Rahmouni,
A. Success rates are much higher for smaller, more targeted ABC installations. Ultimately, the design of the
system is determined by a cost-benefit analysis of which decisions you want it to assist with, and whether the
cost of the system is worth the benefit of the resulting information. Green, F. For such comprehensive
installations, it is difficult to maintain a high level of management and budgetary support as the months roll by
without installation being completed. Installation time. Most other methods are based on a common
denominator of production activity, such as direct labor hours or machine hours. Contract Economics.
Minimum price. Related Courses. Chenhall, R. Not surprisingly, the ABC method is more developed in
western countries than in China. To allocate the costs, divide the total cost in each cost pool by the total
amount of activity in the activity driver, to establish the cost per unit of activity. With proper overhead
allocation from an ABC system, you can determine the margins of various products, product lines, and entire
subsidiaries. The latter utilise cost drivers to attach activity costs to outputs. Reporting of unused time. The
developments have led to many businesses operated international through the internet. Most of the structural
cost of maintaining a distribution channel is overhead, so if you can make a reasonable determination of which
distribution channels are using overhead, you can make decisions to alter how distribution channels are used,
or even to drop unprofitable channels. By doing so, managers can see which activity drivers need to be
reduced in order to shrink a corresponding amount of overhead cost. Thus, the larger the number of
departments involved in the system, the greater the risk that data inputs will fail over time. Problems with
Activity Based Costing Many companies initiate ABC projects with the best of intentions, only to see a very
high proportion of the projects either fail or eventually lapse into disuse. This model assigns more indirect
costs overhead into direct costs compared to conventional costing models. They need a reliable costing
method to facilitate accurate estimation of the costs and the profit to makes plans on how the business would
compete effectively.


