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ABSTRACT

Since reform and opening, China’s economic growth was mainly extensive
economic growth, enterprises achieved scale expansion rely on the
advantages of human resources and large consumption of resources,
they had few pressurein cost control. At the sametime, traditional costing
management al so had someflexibility at that time, and itsdrawback isnot
completely exposed. At present, China’s economic development has
reached acertain scale and level, and the social and economic environment
has change dramatically. It isimpossible to continue to achieve business
objectives rely on the extensive mode of growth, and the advantage of
human capital is gradually reducing or losing, the constraint of the
consumption of resources has become a hard bound one. So along with
theintensification of international competition, the pressure of cost control
isbigger and bigger, the shortcomings of traditional costing management

are more and more obvious.

INTRODUCTION

At present, Chinese per capitaGDPisnearly 4000
U.S. dollars. Frominternationa experience, thisstage
isthecritica period of shifting economic devel opment
mode. Accdlerating thetransformation of economic de-
veopmentisprofound changesin China’seconomic and
socid fieldsthroughout thewholeprocessandindl ar-
eas. Thischangestheexternal operating environment
of enterprisesgreatly, so enterprises must changetheir
devel opment mode. Along with the changesinthe pat-
tern of economic devel opment in soci ety, market com-
petition aggravates and consumption concept changes,
enterprisesface more and more pressure of costs con-
trol. But traditiona cost managementisardaivey crude
and s mplecost accounting method; it can’t effectively
address the growing costs pressures faced by enter-
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prises. A more scientific way of cost management must
be sought, Activity-Based Costing method (ABC) and
Activity-Based Costing Management (ABCM) adapts
totherequirementsfor moreaccurateand redistic costs
information addressed by enterprises. Sincethere-
form and opening-up, astheworld’sfastest-growing
devel oping countries, Chinahas achieved remarkable
achievementsin economicand socid development. But
Chinese rapid economic growth and construction
achievementsareat acost of huge consumption of re-
sources and environment destruction, and it has be-
comesincreasingly acute between thetwo. To thisend,
when drawing up the “China12thfive-year plan”, our
government adheresto therequirementsof |etting build-
Ing aresource-saving and environment-friendly society
asakey way to accel erate the transformation of eco-
nomic devel opment. So the society should thoroughly
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implement thebasic nationa policy of conservation of
resources and protection of environments, save energy
and reduce greenhousegasemissionsintensty, develop
circular economy, promote low-carbon technol ogies,
actively respond to climate changes, promote the co-
ordination between economic and socia devel opment
and population, resources and environment, implement
asustainable devel opment way!Y. Thisrequiresenter-
prisesto strengthen costscontrol, implement intensive
production, whilethetraditiona cost managementisan
extens vetype of management, cost accountingisun-
scientific, cost informationisnot accurate, and can’t
effectively reduce costsand conserveresources, this
a so affectsthe economic efficiency of enterprises.
Thetrangformation of economic devel opment of the
overal national economy forcesenterprisesmust also
changetheir development mode, fromthescde, exten-
sive mode to intensive resource and environment-
friendly mode. Enterprisesshd |l adjust theexigting prod-
uct structurewel | targeted, vigorously devel op prod-
uctsthat market needsand profitability isstrong, espe-
cidly theproductswith high added vaue, low resource
consumption, high production efficiency, low produc-
tion costs, independent intellectud property rights, high
technology, so to achieve the upgrading of product
structure according to the market demands at home
and abroad. With the accel eration of product upgrades
and thedeve opmentsof hightech, CNC machinetools
and robots, computer-ai ded designing, computer-aided
manufacturing and flexible manufacturing syssem are
more and morewidely used in manufacturing technol -
ogy, enterprisesgradually increase the degree of auto-
mation. The change of production mode makes the
value, maintenance costs and other indirect costs of
machinery and equipment increase rapidly, thusresult-
ingthesgnificant changesin product cost structure: the
costs proportion of direct |abor costsgreatly reduces,
but the proportion of indirect increasessignificantly. In
such environment, if enterprises still follow thetradi-
tional costing method to calculate costs, usedirect la-
bor asthesingle dlocation standard to allocate thein-
direct costswhich aremuch higher thanitsdlf, thenthe
costinformationwill inevitably be serioudy inaccurate:
overestimating the cost of fewer varietiesand higher
quantity, underestimating the cost of morevarietiesand
fewer quantity, thusleading the enterpriseschoosethe
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wrong product mix and pricewrong, finaly affecting
enterprises’ decisionsof production and management.

Infact, theoccurrence of indirect costshasavari-
ety of reasonsin production, and the various reasons
have variousimpactson the cost of various products.
Therefore, in order to calculate product costs accu-
rately, indirect costs must be decomposed based on
thecaused of their occurrence, thedifferent indirect costs
areallocated to the corresponding productsby differ-
ent standards, so the product costsare cal culated cor-
rectly. Traditional costing methods can’t do this, and
ABC isdesigned based on thisneed.

ABCANDABCM

ABC isacoging and management method by means
of tracking the dynamic reflection of activities, measur-
ing the cost of activitiesand cost objects, evaluating
activities performance and resource utilization'?. ABC
isactivitiescentered, it dl ocatesthe costs of resources
to activitiesaccording to the consumption of resources
by activities, and then allocates costs to products or
services according to the consumption of productions
or services. ABC isacosting method which allocates
enterprises’ generd overhead in accordancewithamore
realistic assessment instead of direct labor hours or
machinehourg3. It can be seen, thepurposeof ABCis
affirming and calculating activities’ vaue of resources
consumed by different cost objects, andrationdly dlo-
catesthe coststo corresponding productsor services.
Theallocation basesused inABC and traditional cost-
ing method havequditativeand quantitativedifferences.
ABC usesmulltivariated | ocation bases, fully consders
non-financid factors, excludesthelimitationsof asngle
allocation base, and greatly improvestheaccuracy and
authenticity of cost information. ABC doesn’t com-
pletely deny traditional costing methods, but through
more detailed analysis of production process, ABC
moreaccurately al ocatesindirect manufacturing costs.
Inaddition to providing activity-related cost informa-
tion for enterprises, ABC can help managersidentify
value-added activitiesand non-value-added activities
In production process, soit providesardiablebasisfor
improving workflow, and enterprises can more effec-
tively reduce and control costs. Activity-Based Cost-
ing Management (ABCM) iscontinualy improvingbus-
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ness operation through cycling improvement, making
managersmoreclearly observe problemsand room for
improvement than ever, thorough anayzing and coor-
dinating arrangement of production.

The purpose of ABCM is to enhance customer
value, increase profits of the enterprises, itisanew
centralized management method based on ABC.
Through therecognition and measurement of activities
and activitiescosts, ABCM findly cal culatesthe costs
of products, it makesthe cost cal cul ation down to ac-
tivitiesleve, tracesdl activitiesof enterprisesand dy-
namically reflectsthen, analyzes cost chain, including
themotivationanayss, activitiesanayss, etc. and pro-
videsaccuratecost information; ABCM canguideen-
terprisesto effectively perform the necessary activities,
eliminateand streamlinetheactivitiesthat can’t create
value, soto reduce costsand improveefficiency.

THEAPPLICATION OFABCM DURINGTHE
TRANSFORMATION OF ECONOMIC DE-
VELOPMENT

Chinaisinaperiod of accelerating thetransforma-
tion of economic development, the external environ-
ment enterprisesfaceisin aconstantly change, which
will inevitably haveasignificant impact on theinternal
management of enterprises, and makeenterprisesface
greater risk of businessfailure. Therefore, enterprises
intheperiod of transformation of economic devel op-
ment must more closely focuson all aspects of their
operations by various advanced management toolsand
management concepts. Unfortunately, the cost infor-
mation provided by traditional costing methodisdis-
torted in thisenvironment™; itisnot conduciveto busi-
ness management, and ABC system can providemore
accurate and systemic costsinformation to adapt tothe
new requirementsof costing proposed by thetransfor-
mation of economic development. Therefore, theac-
celeration of transformation of economic devel opment
requiresusactively promoteABCM toreplacethetra
ditional cost management method, soto servicefor the
improvement of enterprises’ management level.

Thesubstanceof ABC can besummarized as*“prod-
ucts consume activities and activities consume re-
sources”, enterprises purchaseresources and then re-
source costsoccur, theactivitiesinthe production pro-
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cess consume corresponding resources and then ac-
tivities costs occur, products and services consume
corresponding activitiesand result product costs. When
applyingABCM, Enterprisesshould follow thefollow-
ing basi c proceduresin the period of transformation of
economic development.

Thedescription and definition of activities

Activitiesarecollection of human, technology, raw
materias, methods, environment and other resources
consumed by enterprisesin order to provideacertain
number of products or services. Every aspect or pro-
cessof production during business processcan bere-
garded asan activity. In order to practiceABCM, en-
terprisesfirst need determine and describevariousac-
tivitiesthat enterprisesperform for providing products
or servicesfor customers, and descript and definitethese
activities. Thedivison of activitiescan bestarted from
product design, then to materia supply, to al aspects,
assembly, and quaity ingpection of process, andto ship-
ment and sae.

Thecalculation of the costs of activities

In order to conduct ABCM, enterprise must make
the costsof activitiesclear; thisrequires cost calcula-
tiondeepintothelevel of every activity and calculates
thecostsof activities.

Firstly, enterprisesconsumeavariety of resources
intheprocess of producing productsor supplying ser-
vices, enterprises should respectively set correspond-
Ing resource cost database, and measurethe consumed
resourceva ueduring acertain accounting period, and
accumul ate the measurement resultsto corresponding
cost pools of resources; Secondly, enterprises make
surethemain activities, and st corresponding cost pools
of activities; Thirdly, according to theresourcescon-
sumed by activities, enterprisesallocatethevalue as-
sembled from cost pool s of resourcesto cost pool s of
activities. For the sameresources consumed by anum-
ber of activities, enterprises cal culatetheresource cost
alocation rate according to resourcedrivers, and dlo-
cateresourcevaueto every activity by alocationrate,
the added costs of resourcesall ocated to cost pool s of
activitiesformat their value, that isactivitiescostsas-
sembled by project of cost poolsof activities, Fourthly,
select cost driversof activitiesand dividethe costsin
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activity pools by the unitsof cost drivers, so to calcu-
|latethe allocationrate of each cost driver; Finaly, ac-
cording to the number of cost drivers consumed by
products and the all ocation rate of cost drivers, enter-
prisescd culatetheactivitiescostsborne by correspond-
ing product, sum up all activitiescoststhat particular
products should bear, then thetotal cost of the prod-
ucts can beobtained, of course, the corresponding unit
costsisableto beobtained.

Theimprovement and enhancement of activities

Enterprisesshould andyzevariousactivitiesthat con-
stituteenterprises’ activitieschain, eva uatethe effects
of activitiesfromthe perspective of customersand mar-
ketsto seewhether the activities create valueto meet
customer’s needs. Without creating valuefor custom-
ers, the activity should be judged whether it must be
present to maintain the process of production and op-
erationsfrom thewhole enterprise’s perspective. For
non-va ue added but necessary activities, enterprises
should gppropriaely reducethealocation of resources
and theabsol uteamount of resource consumptionwith-
out affecting the production and function; for non-vaue
added but not necessary activities, enterprisesshould
eliminate or gradually reducethe activities, and then
eliminateor reducetheresourcesthat theactivitiescon-
ume,

Performanceevaluation of activities

The performanceevaduation of activities, ontheone
hand isto summarizetheactivities’ completion of the
current production cycle, moreimportantly, isto pro-
videanimportant basisfor theimprovement of activi-
ties, optimization of activity chainand activity resource
for thenext production cycle.

The performanceindicatorsof activitiesfocuson
threemain aress. efficiency, timeand quality

y. Efficiency mainly embodiestheinput to output
ratio of theactivities, thetimeof performing activitiesis
alsovery critical, alonger time often meansmorere-
source consumption and poor ability torespond to cus-
tomersneeds; Quality ismainly reflected in the good-
nessthat an activity completesinacertain consumption
of resources®.

Continuoudly improvement and enhancement
Based onactivitiesanalyssand cost driversanaly-

gis, enterprises shdl establish gppropriate performance
measurement system to assessand eva uatethe effects
of the control of activities costs, and then through the
performance feedback information of the control of
activitiescosts, enterprisesre-operatethe next higher
level activitiesanalysisand cost driversanaysis, soto
promote enterprisesto continuoudy improve the effi-
ciency and quality of activities, theenterpriseswill be
put inacontinuousimprovement environment, thevaue
chainwill beoptimized and sustainablecostsreduction
will beachieved, whichareshowninFigure 1.

Describe and define Activities |

l

‘ Calenlate the costs of activities |
| Improve activities
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Figurel: Flow chart of ABCM

THEKEYSOFIMPLEMENTINGABCM
DURING THE TRANSFORMATION OF
ECONOMIC DEVELOPMENT

ABCM isan advanced concept and method of cost
management, which can provide enterprisewith more
accuratecodt information, avoid bus nessdecis on-mak-
ing mistakes caused by the distortionsof cost informa-
tion. But enterpriseswill inevitably encounter somedif-
ficultiesand problemswhen shifting thetraditional cost
cal cul ation and management into Activity-based Cost
cd culation and management, especidly inthe period of
accd eratetrangformeation of economic development, the
rapidly changesin external economic conditions, legal
status, socid conditionswill have seriousimplications
and impact on enterprises, and let enterprises’ produc-
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tion and operation in constant adjustment and change,
which maketheimplement of ABCM moredifficult. In
order to effectively implement ABCM and make ad-
vanced concepts and method of cost management
achievedesired effect, enterprisesshall pay particular
attention tothefollowing problems.

Combineswith thecor por atestr ategy

Strategic management refersto aseriesof business
management which combinethe daily business deci-
sion makingwiththelong-term plang®. Thekey of de-
veloping and implementing strategy isanalyzing the
externd economic environment, reviewing theinterna
conditionsand quality, and determining the strategic
obj ectives based on them so to reach adynamic equi-
librium between thethree. But in the period of transfor-
meation of economic devel opment, theexterna environ-
ment of enterprise changes constantly, customer be-
havior, product substitution, suppliers, international
market and so on are al in constant adjustment and
change, andthiswill inevitably lead to enterprisesneed
continueto adjust and reform their strategies. Thead-
justment and reform of strategieswill cause changesin
behavior of internd production and management, which
of courseincludethe changesof cost management. So,
along with the accel eration of transformation of eco-
nomic development and changes of externa environ-
ment, thedemandsfor cost information of internal en-
terprisesare al so changing, thisrequires enterprises
dynamically adjust the content of ABCM, soto makeit
consistent withtheoverall strategiesand servicefor the
overd| drategies.

I ncreasesall-member s* awar eness of cost

Thereexistsagrest differencein conceptsbetween
ABCM andtraditiona cost management, the operating
principlesand methodsof ABCM aredso entirely dif-
ferent from the current cost management methods. So
enterprisesshall comprehensively improvethequality
of financid officers, and strengthen thetraining of theo-
riesand processesof ABCM.

Inaddition, ABCM relatesto thewhole process of
production and operation management, itisnot just an
issueof cost accounting, and thereforeit needsnot only
theinvolvement of finance staff. ABCM relatesto the
determination of cost drivers, thedecomposition of ac-

tivities, and theanalysi s, reorgani zation and improve-
ment of activities’ process, it relatesto senior leaders
aswell asgenerd staff inall sectorsand at all levels,
anditasoinvolvesall aspectsof enterprise manage-
ment, SOABCM requiresavariety of professiond per-
sonnd involveit. Therefore, theenterprisesmust form
aconsensusfromtop to bottom for theimplementation
of ABCM. Thisrequiresenterprisesdowell inthetrain-
ing of dl staff toimprovethecost awarenessof dl s&ff,
to prevent and diminateineffectiveactivities, todimi-
natetheres stance of human factorsintheimplementa:
tion, andto promotelower costsandimproveefficiency.

Combineswith thecurrent cost accountingmethod

ABC isanew full-cost system and expands the
scopeof cost cdculation, product costinABCincludes
the overhead which can not beretroactive, theva ue of
cost calculated by ABC isvery different from corre-
sponding vauecd culated by traditiona costingmethod,
they arenot directly comparablewith each other™. In
addition, traditional cost accounting systemiscompat-
iblewith thenationd associated accounting regulations
and systems, the cost data provided by it can be di-
rectly used for the preparation of financia reportsand
other public and forma documents, whilethecost in-
formation obtained fromABC can only beused for in-
ternal operation and management, outs deinvestorsand
relevant regul atory bodiesdon’t recognizethecost data
by ABC. Therefore, enterprisesshal pay attention to
theinterface and integration with theexisting costing
systemintheimplementation of ABC.

Followstheprincipleof cost-effectiveness

Theimplementation of ABC shouldfollow theprin-
cipleof cost-effectiveness, which hastwo meanings.
First, under the causal relationship, ABC usesavariety
of criteriato allocate indirect cost, providing amore
objective and accurate cost information. However, a
cost system is not necessarily themore accurate, the
better, the corresponding cost must aso be considered.
ABC addsalot of work, such astheanalysis, valida-
tion, recording and measurement of activities, increases
thesdalection of cost driversand theallocation of activi-
tiescosts, S0 ABC costismoreto calculate costs®. Thus,
whileABCM achievesacertan effect, but theprinciple
of cost-effectivenessshould dso beconsidered, that is,

s BioTechnology

An Tudian Yourual



88 The study on economic development using activity-based management

BTAIJ, 8(1) 2013

FULL PAPER o

enterprisesshdl consder the proportion of indirect costs
indl costs, thedegreeof distortion of cost information
by traditional cost accounting methods and other fac-
torstoweighwhether implement ABCM.

The secondistheimplementation of ABC requires
certain bas ¢ conditions, such ascomputers, enterprises
should dowhat they are capable of, they shall identify
thelevel of detail sof activitiesaccount settingsaccord-
ingtotheir own extent of accounting computerization
and the progress of the network. An enterprise that
implementsABC canidentify hundreds or even thou-
sandsof activities, if theenterpriseestablishescost pools
of activities one by one and chooses cost driversfor
them, thecost calculation can bevery precise, Carsten
Homburg thought that higher number of cost drivers
would produce more accurate cost information®. How-
ever, theincreasein the number of cost driverswillsno
doubt result therelated costsof collection, storageand
information process. Also, theerrorsin datacollection,
reporting, evaluation of raw dataand the conflictsin
different systemsand different cost driversmay cause
errorsintheca culation of product costs. Merchant and
Shieldssaidthat, aABC systemwith alow complexity
andlesscos driversnot only cost few intheimplemen-
tation, but aso be easily understood by managers?. If
therearetoo many cost driversfor planning and con-
trol, thecal culation of product cost will becomenether
efficiency nor lack of effect. Therefore, enterprises
should not arrogant, blind to set too many accounts
that arenot incons stent with their basic conditions, re-
sultinginunnecessary economiclosses, distortion of cost
information and control of activities costs; Moreove,
with thetransformation of economic development and
the changein the external environment, themore de-
talled inthe setting of cost drivers, themoreoften needs
to beadjusted, whichisdetrimental totherelative sta-
bility of cost information and not conducive to cost
anaysisand comparison.

CONCLUSIONS

ABC andABCM isamore precise cost calcula
tion and management method, which can effectively
overcometheshortcomingsof traditiona costing man-
agement and provide accurate and reliable cost infor-
mation for the management of enterprises. Therefore,

in order to speed up thetransformation of economic
deve opment, enterprisesshould actively abandon tra-
ditiond costing management and introduceABCM.

REFERENCES

[1] Seventeenth CPC Centra Committee; CPC cen-
tral committee’s recommendations on national eco-
nomic and socia development of twelfth five-year
plan, People’s Daily, 28(1), Oct. (2010).

[2] Chong-xue Xiang; Analysisof management think-
ing of ABC, Finance and Accounting Monthly, 10,
9-10 Oct. (2009).

[3] Yan-ren Xiong; Do Chinese enterprises need
ABCM ?—survey from Chinamanufacturing, Pro-
ductivity Research, 13, 166-168 (2009).

[4] Wei-ling Yao; Mode of activity cost in modern cost
control, Friends of Accounting, 10, 26-28 (2007).

[5] Qing-gao Xu; Theconstruction of cost control mode
based on ABC, Friends of Accounting, 6, 58-60
(2009).

[6] Carsten Homburg; A note on optimal cost driver
selection in ABC, Management Accounting Re-
search, 12, 199-203 (2001).

[7] K.A.Merchant, M.D.Shields; Commentary on
when and why to measure cost less accurately to
improve decision making”, Accounting Horizons,
7, 79-80 (1993).

[8] R.Bahsoon; Evaluating Architectural Stability with
Real OptionsTheory,” Doctoral Dissertation, Fac-
ulty of Eng.Sciences, Univ. of, Oct. (2005).

[9] H.Barki, S.Rivard, J.Talbot; Toward an Assessment
of Software Development Risk, J.Management
Information Systems, 10(2), 203-225 (1993).

[10] M.Benaroch; Managing Investments in Informa-
tion Technology Based on Real Options Theory,
J.Management Information Systems, 19(2), 43-84
(2002).

[11] M.Benaroch, M .Jeffery, R.J.Kauffman, S.Shah;
Option-Based Risk Management: A Field Study of
Sequential IT Investment Decisions, J.Management
Information Systems, 24(2), 103-140 (2007).

[12] M.Benaroch, Y.Lichtenstein, K.Robinson; Real
OptionsinIT Risk Management: An Empirical Vali-
dation of Risk-Option Relationships, MISQuarterly,
30(4), 827-864 Dec. (2006).

[13] M.Benaroch, R.J.Kauffman; A Case for Using
Real Options Pricing Analysis to Evaluate Infor-
mation Technology Project Investment, Informa-

BioTechnology — cmmm—

Hn Tudian Jounual



BTAIJ, 8(1) 2013 Zhan Xue-weng 89

————, FyurrL PAPER

tion Systems Research, 10(1), 70-86 (1999). [15] Peichang Shi, Huaimin Wang, Gang Yin, Fengshun

[14] YeQian, Lin Dan-yan; A Measurement of Renminbi Lu, Tianzuo Wang; Prediction-based Federated
Equilibrium Exchange Rate and Misalignment Management of Multi-scale Resources in Cloud,
(1994-2010) Based on BEER Model, AISS, 4(5), AISS, 4(6), 324-334 (2012).

88-97 (2012).

s BioTechnology

An Tudian Yourual



