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MEASURES FOR ACTIVITY BASED COSTING SUCCESS: A REVIEW

SHAFEQ HAMOUD M. AL-SAIDI
RESEARCH SCHOLAR
DOS IN COMMERCE
UNIVERSITY OF MYSORE
MANASAGANGOTRI

H. NANJE GOWDA
PROFESSOR & PRINCIPAL
YUVARAJA'S COLLEGE
UNIVERSITY OF MYSORE
MANASAGANGOTRI

Activity Based Costing (ABC), a powerful tool in Management Accounting, provides accurate information on the costs of activities and processes, which helps the
managers to take decisions that have positive impact on the organization’s production. Earlier, management accountants depended on traditional cost
accounting methods to obtain information on product and service costs for these decisions. ABC, now argued to be remarkably better than traditional volume
based costing system, has elicited the attention of both researchers and practitioners for its involvement in decision making. Several empirical studies have been
conducted to examine the importance, adoption and successful implementation of ABC, reasons for implementing, issues related to its adoption, critical success
factors of ABC. An in-depth insight of cost structure of an organization, cost modelling and targeting vis-a-vis its performance is essential for the successful
implementation of ABC system. Many studies have attempted to establish the variables that could measure success of ABC system. Before determining the
success rate of ABC, it is crucial to address what constitutes ABC success. This paper reviews the research carried out on ABC success factors pertaining to the
extent to which it is used in an organization, the variables used to measure success and its operational definitions. The review reveals that the past research has
focussed on the perception of the users, the frequency of usage, the use of ABC in decision making as the determinants of ABC system success. However, multi-
item measures are able to measure and analyse the complex nature of the success factors better than the single-item measures.

KEYWORDS

Activity based costing, ABC success, approach for measuring the ABC success.

JEL CLASSIFICATION
M41

1. INTRODUCTION

number of research studies have sought to identify variables that may be used to measure success or failure of ABC system. In doing so, researchers have

had to address the difficult issue of what constitutes success in the context of an ABC.

Appraising ABC success has proved to be a challenge for researchers; hence, a number of ways has been adopted to address it. There is no universally
agreed definition for success from management accounting context (Cinquini and Mitchell, 2005). Shields (1995) identified this as a complex issue and
acknowledged the difficulty in defining ABC success. He stated that
“Providing a definition, however, was problematic as the literature is vague about what constitutes success, and discussions with ABC experts did not result in
consensus about a tangible definition. For example, success can include top management not rejecting it, an implementation of ABC per se, use of ABC
information by non-accountants, gaining competitive advantage and providing additional profits” (p. 154).

The main objective of this review to analyse the difference between the single-item and multi-item success measures to be used for measuring ABC success and
recommend the most appropriate method to conduct studies on ABC success.

2. RESEARCH METHODOLOGY

Various sources of secondary data, like for instance articles published in journals / magazines, were accessed to gather data for this research, Google search
engine was extensively used locating relevant articles on line. Besides, references from various chapters of relevant accounting and financial text books were
also helpful in gathering data.

3. THE ALTERNATIVE SUCCESS MEASURES

A.  SINGLE-ITEMS MEASURES

Since defining ABC success is arguable, Shields (1995) let the respondents of the survey rate the degree of success with whatever definition he or she deemed
relevant to his or her situation by responses two questions about the overall level of perceived success and the financial benefits received from ABC. However,
Anderson and Young (1999) criticized this method of measuring the success of ABC. Anderson and Young (1999) stated that

“A danger of asking managers to rate ABC implementation success without specifying the definition of success is failure to detect cases in which individuals hold
different views on the definition of success but share views on attainment of a particular dimension of success. In light of evidence that success in ABC
implementation is multi-dimensional with each dimension having somewhat different correlates, it is appropriate to ask what criteria respondents use in
evaluating ABC “(p. 526).

While Shields (1995) focused specifically on manager’s perceptions of the success of ABC itself, other studies focused on user satisfaction with the
implementation of ABC. McGowan and Klammer (1997) claim that user satisfaction may affect behaviour and, consequently, the success of a system change.
They argue that if a user perceives satisfaction with an information system per se, then the system is successful. McGowan and Klammer’s (1997) approach has
been criticized for relying too heavily on a limited number of success attributes. It is relying on just one question relating to managers’ satisfaction with activity
management, and it does not distinguish between the various levels of activity management use (Baird et al., 2007). Several researchers have included user
satisfaction as one of the criteria to measure ABC success (Swenson, 1995; Innes and Mitchell, 1995, 2000; Foster and Swenson, 1997; Cotton, et al., 2003).

The extent to which management used the ABC information to support decisions (frequency of use) has also been used as a measure of ABC success. Swenson
(1995) argued that it is more of an objective measure of the benefits of ABC system. This approach is supported by Pierce and Brown (2004, 2006), who
surveyed large Irish companies and found high correlation between the frequency of use and the perceived success of ABC system. They suggested that overall
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usage level is a reliable indicator of overall success of these systems. This approach for success measurement has also been endorsed by many researchers,
including Foster and Swenson (1997), Innes and Mitchell (1995) and (2000), Anderson and Young (1999), Fortin et al. (2007), Charaf and Rahmouni (2010).

Based on the studies conducted by Shields (1995) and Swenson (1995), Krumwiede (1998a) has proposed an alternate success variable for ABC implementation.
He pointed out that Shields (1995) found a correlation between respondents’ cost management system quality rating and ABC implementation stage. In
addition, Swenson’s (1995) results showed that satisfaction increased with the higher stages of implementation. Thus, he suggested that the attainment of a
particular stage of implementation may use as a measure for ABC success. Nevertheless, this approach of measuring success received many criticisms from
researchers like Baird et al. (2004). Baird et al. (2004) stated that this approach measures success as the progression of an organization from one stage of activity
management implementation to the next, assuming that end state of integration with the organization’s financial system. Consequently, it assumes that all
organizations aspire to ABC level of activity management use.

In addition to the previously stated measures, there are other single-item measures, such as usage stage, for ABC success in research studies. In the usage stage,
ABC is considered to be a success when one of the following criteria is met: (1) used at least somewhat for decision-making outside the accounting department
(Krumwiede, 1998b); (2) the extent to which ABC information leads to a change in decisions (Innes and Mitchell, 1995); (3) the extent to which ABC information
leads to financial benefits (Shields, 1995; Foster and Swenson, 1997; and McGowan, 1998); or (4) the importance attached to ABC information (Innes and
Mitchell, 1995 and 2000).

Nevertheless, the use of single-item scale to measure the success has not been received well by many researches. For example, McGowan and Klammer (1997)
reported that the single-item measure is coarse and cannot reflect all of the aspects of this multidimensional construct. Hence, they emphasized the need to
construct a reliable multiple-item proxy for the implementation construct. Thus, considering the need for improvement in the measure, researchers have
incorporated the multi-item scale to measure ABC success (Foster and Swenson, 1997; McGowan, 1998; Baird et al. 2007).

The following table presents the most common approaches to measuring ABC success and examples of research studies adopting each of the approaches.

TABLE 1: APPROACHES TO MEASURING ABC SUCCESS

Success measure Studies

Manager and Personnel evaluation Shields, 1995; Swenson, 1995: McGowan and Klammer, 1997; Foster and Swenson, 1997; McGowan, 1998;
Anderson and Young, 1999; Fortin et al., 2007; Majid and Sulaiman, 2008; Charaf and Rahmouni, 2010.

User satisfaction Swenson, 1995; Innes and Mitchell, 1995 and 2000; McGowan and Klammer, 1997; Foster and Swenson,
1997; Cotton et al., 2003.

Decisions actions Innes and Mitchell, 1995; Foster and Swenson, 1997; Fortin et al., 2007; Charaf and Rahmouni, 2010.

Financial benefits (i. e. dollar improvements) | Shields, 1995; Foster and Swenson, 1997; Innes and Mitchell, 2000; Fortin et al., 2007.

Frequency of use Swenson, 1995; Foster and Swenson, 1997; Innes and Mitchell, 1995 and 2000; Anderson and Young, 1999;
Pierce and Brown, 2006; Fortin et al., 2007; Charaf and Rahmouni, 2010.

McGowan’s (1998) measures McGowan, 1998; Zhang and Isa, 2010a and 2010b; Byrne et al., 2009; Byrne, 2011.

- User attitudes

- Technical characteristics rating

- perceived usefulness in improving user job:
- perceived organizational changes

B. MULTI-ITEMS MEASURES

The multidimensional construct of ABC success has lead Foster and Swenson (1997) to attempt to examine the effect of using alternative of ABC success
measures. This was to address a call for research on the development of better success measures (Shields, 1995; McGowan and Klammer, 1997) and to explore
further the use of a multiple-item measure. They refined ABC success measures and classified them into four variables:

1. Measure based on the use of ABC information in decision making. This measure presumes that the more extensive the use of ABC information, the more
successful the implementation. Foster and Swenson (1997) categorised the use of ABC measures into three based on decision making: (1) rating as compared to
the previous cost management system in some specific decisions, (2) the frequency with which each business functional area uses ABC information to make
decisions and (3) the frequency with which the different levels of management used ABC.

2. Measure based on the decisions and actions taken with ABC information. This measure focuses on importance of ABC information in changing the course of
decision making (for example, process change, pricing strategy change and product mix change).

3. Measure based on the dollar improvement resulting from ABC. This measure helps in the evaluation of either a summary management estimate or an explicit
dollar comparison of revenues and costs with and without ABC in some implementation areas.

4. Measure based on the management evaluation of overall ABC success. This measure has required the respondents to rate how successful they believe ABC
has been.

Although, Foster and Swenson’s multi-item measure could be explained better than single-item measures, the measures do not recognize the different levels of
activity management (Baird, et al. 2007). Thus, Baird et al. (2007) sought an alternative way to evaluate the success of ABC by categorizing the items in the
Foster and Swenson’s measure as to whether they were related to any of Gosselin’s (1997) three levels of activity management, namely activity analysis (AA),
activity cost analysis (ACA) and activity based costing (ABC). Measure of ABC success such as “dollar improvements” is empirically appealing it is fraught with
possible confounding variables that are extremely difficult to control (Byrne, 2007).

Another multi-item approach has been developed by McGowan (1998). McGowan extended Foster and Swenson’s (1997) work by focusing on the critical
characteristics and influences of ABC implementation. This approach measures ABC success from an individual user’s perspective and divided it down into four
perspectives, namely general attitude toward the implementation process, technical characteristics of ABC system, perceived usefulness of the system and
perceived organizational changes resulting from ABC implementation. The first item is used to report the participant’s favourable attitudes toward the
implementation of ABC, while the second aims to determine whether subjects’ perceptions of their old cost management system differed significantly from their
perceptions of the new (ABC) system along five qualitative characteristics: accessibility, accuracy, reliability, timeliness and ability to understandability. The third
item focuses on ABC-users’ perceptions of the usefulness of ABC in their job. The use of the fourth item is to explore the impact of ABC on quality of decisions,
relationships and communication across functions, waste reduction and overall focus on the goals of the entity.

McGowan'’s (1998) methodology of using the four criteria to measure ABC success has been adopted till today as is evident in the study conducted by Zhang and
Isa (2010a and 2010b) and Byrne (2011).

4. CONCLUSIONS

This paper set out to determine the success measures of ABC system in order to examine how successful ABC system has been in terms of it adoption and
implementation. Past researchers have been critical of the studies that identified measures based on the perception of the users, as they believe that accepting
manager’s opinions without defining ABC implementation success will not provide accurate picture of success. Most managers are not sure of the constitution of
the critical success measures of ABC and the problems inherent in the system. User satisfaction, frequency of ABC system usage, and the overall usage have
been identified as the reliable indicators of success of ABC. In addition to these measures, ABC is considered a success when it becomes a part of the decision
making and how it alters the decisions made based on the information provided by it. However, single item measures have been criticised for its simplicity that
does not address multidimensionality dimension of the success. Multi-item measures, on the other hand, could explain the success better than the single-item
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measure. The critical success measures are implementation attitudes, technical aspects, perceived usefulness of the system and the changes it brings into the
organization. In conclusion, this study strengthens the need for multi-item success measures as they capture the perception of the individual more efficiently.
Unlike single item measures that does not measure the complex nature of the ABC success, the multi-item uses a composite score to measure and analyse
success by providing greatest explanation about determinants of the implementation of ABC.
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