
CHAPTER VI

CONCLUSION AND RECOMMENDATION

6.1 Introduction
I t is c le a r  th a t o rg a n iz a tio n s  in  n ew  to d a y ’ร co m p e titiv e  e n v iro n m e n t req u ire  

n e w  fo rm  o f  c o s t in fo rm a tio n  to  c o n d u c t th e ir  b u sin ess . M a n y  o rg a n iz a tio n s  n eed  
in fo rm a tio n  th a t sh o w s w h a t m a tte rs  to  its  cu s to m ers , re v e a ls  h o w  p ro fita b le  its 
c u s to m ers  an d  p ro d u c ts  a re , c o s ts  a  re a so n ab le  am o u n t to  rep o rt, id e n tif ie s  o p p o rtu n itie s  
fo r  im p ro v em en t, an d  e n c o u ra g e  ac tio n s  th a t en h an ce  m e e tin g  c u s to m e r n eed s  
p ro fitab ly . T h is  is a  n e w  w a y s  o f  m e a su rin g  p e rfo rm an ce  n o t a v a ila b le  in  co n v en tio n a l 
c o s tin g  sy stem . T h e  c o n v en tio n a l c o s tin g  sy stem  is  u n ab le  n o t o n ly  to  p ro v id e  accu ra te  
an d  u sefu l in fo rm a tio n  fo r m an ag e ria l ta sk s  b u t a lso  m is lead  to  w ro n g  d e c is io n  m ak in g . 
A s  a  co n seq u en ce , W F D  en co u n te rs  w ith  in e ffec tiv en ess  o f  c o n v en tio n a l co s tin g  
sy stem . T he c o m p a n y  is u n a b le  to  u tiliz e  cu rren t co st in fo rm a tio n  in  m an ag e ria l ta sk s, 
d ec is io n -m ak in g , o r  e v en  im p ro v in g  its  b u sin e ss  p ro cess .

T h is  s tu d y  is  to  ap p ro ach  th e  n ew  fo rm  o f  c o s t in fo rm a tio n . A c tiv ity -B ased  
C o s tin g  (A B C ) is  ap p ro ach ed  to  p ro v id e  accu ra te  an d  u se fu l c o s t in fo rm a tio n  to  a ss is t 
in  m an ag eria l ta sk s. A B C  rev ea ls  m o re  re liab le  p ic tu re  o f  co st an d  en ab le s  m an a g e m e n t 
to  id en tify  o p p o rtu n itie s  fo r im p ro v em en t. T h e  s tu d y  b ases  o n  C A M -I C ro ss. T h e  c ro ss  
p ro v id es  tw o  d im en s io n a l v iew s , v e rtica l co st a ss ig n m en t (A B C ) an d  h o rizo n ta l p ro cess  
(A B M ) v iew . V e rtic a l c o s t a ss ig n m e n t p ro v id es  in s ig h ts  o f  h o w  d iv e rs ity  o f  p ro d u c ts  o r  
c u s to m ers  re fle c ts  to  p ro d u c t o r  c u s to m e r c o s t s tru c tu re . H o riz o n ta l p ro cess  v ie w  
(A B M ) u ses A B C  in fo rm a tio n  to  p ro v id e  in sig h ts  o f  w h a t c au se s  c o s ts  to  e x is t a n d  h o w  
m u c h  p ro cesses  cost. T h is  fa c ilita te s  a c tiv ity  and  p ro cess  a n a ly s is  a n d  ev en tu a lly  a llo w s  
m a n ag em en t to  id en tify  o p p o rtu n itie s  fo r  im p ro v em en t.

6.2 Steps of Developing ABC
T he step s  can  b e  c la ss if ie d  in to  3 m a jo r s teps. T h o se  a re  d ev e lo p in g  ac tiv ity  

m o d e l, p e rfo rm in g  v e rtic a l c o s t a ss ig n m en t v iew , an d  p e rfo rm in g  h o rizo n ta l p ro cess  
v iew . E ach  s tep  is  su m m a riz e d  be low .
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6.2.1 Developing Activity Model

IDEFO ac tiv ity  m o d e llin g  te c h n iq u e  is  u sed  as  a  to o l to  id en tify  ac tiv itie s  to  
d e te rm in e  in pu t, o u tp u t, co n tro l, an d  m ech an ism  o f  e a c h  a c tiv ity  an d  to  d e te rm in e  
ca u se -a n d -e ffe c t re la tio n sh ip s  w ith in  the  co m p an y  b u s in e ss  p ro c e ss . A c tiv itie s  
id en tified  w ill th e n  g iv en  tw o  k ey s  in fo rm atio n . T h o se  a re  ty p e  o f  a c tiv ity  (p ro d u c t, 
cu s to m er, su s ta in in g  in fra s tru c tu re , su p p o rt)  an d  v a lu e -ad d ed  c o n te n t (h ig h , m ed iu m , 
low , no n e). In  ad d itio n , th e  ac tiv itie s  a re  m ap p ed  d o n g  w ith  o rg a n iz a tio n a l s tru c tu re  to  
d e te rm in e  in d iv id u a l’s re sp o n s ib ility  th ro u g h  th e  p ro cess . In fo rm a tio n  ab o u t th e  
ac tiv itie s  w ill be  u se d  as  th e  d a tab ase  fo r th e  n e x t steps o f  th is  s tudy .

6.2.2 Performing Vertical Cost Assignment
P erfo rm in g  v e rtic a l co st a ss ig n m en t is to  trace  th e  f lo w  o f  c o s ts  fro m  re so u rc e s  

to  c o s t o b jec ts . A ll re so u rce  co sts  w ill be reass ig n ed  to  ac tiv itie s , a n d  fin a lly  re a ss ig n  
ac tiv ity  co sts  to  fina l c o s t o b jec ts . T h is  step  can  be  fu rth e red  in  3 s tep s  a s  fo llow :

6.2.2.1 Organizing resource costs
A ll re so u rce  co sts  a re  co lle c te d  by  co n sid e rin g  to  th e  sco p e  a n d  o b je c tiv e s  o f  th e  

study . D u e  to  re so u rce  co s ts  co lle c ted  are  to o  m an y  an d  d e ta ils , it is  n ece ssa ry  to  
o rg an ize  th o se  co s ts  in to  ap p ro p ria te  g ro u p s  in  o rd e r to  e n c o u rag e  a s s ig n m e n t o f  c o s ts  
to  ac tiv itie s . T h e  fin a l re so u rce  c o s ts  are  o rg an ized  in to  10 m a jo r g ro u p s. T h o se  a re  
d irec t m a te ria ls , in d irec t m a te ria ls , to o ls  &  eq u ip s  an d  m a in ten an ce , m a n u fa c tu rin g  
e lec tric ity , m an u fac tu rin g  w ate r, sa la ries , d ire c t labou rs, m isc e lla n e o u s , tran sp o rta tio n , 
an d  d e p rec ia tio n  cost. N o w , th e se  10 co sts  a re  ready  to  p e rfo rm  a ss ig n in g  re so u rce  
co sts  to  ac tiv ities .

6.2.2.2 Assigning resource costs to activities
T h is  step  is  to  a ss ig n  10 c o s t g ro u p s  to  ac tiv itie s  id en tif ied  fro m  d e v e lo p in g  

ac tiv ity  m o d e l step . T h e  a ss ig n m en t c an  be d o n e  by  d ire c t c h a rg in g  an d  e s tim a tio n  
m eth o d . In d irec t m a te ria ls  an d  to o ls  &  eq u ip m en ts  and  m a in ten an ce  c o s ts  a re  a ss ig n ed  
by  d ire c t ch arg in g . M an u fac tu rin g  e lec tric ity , m an u fac tu rin g  w a te r , sa la rie s , d ire c t 
lab o u rs , and  tra n sp o rta tio n  a re  a ss ig n ed  by  estim atio n . A fte r  a ss ig n in g , ac tiv itie s  h av in g  
sam e  ty p e  a re  g ro u p ed  to g e th e r (p ro d u c t, cu sto m er, in fra s tru c tu re  su sta in in g , an d  
su p p o rt) . B efo re  g o in g  to  a ss ig n  ac tiv ity  co sts  to  co st o b jec ts , it is  n e c e ssa ry  to  a ss ig n  
th e  g ro u p  o f  su p p o rt ac tiv ity  c o s ts  to  o th e r ac tiv itie s  d u e  to  th ey  a re  n o t co n su m e d  b y
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c o s t o b jec t b u t o th e r  a c tiv itie s . In  ad d itio n , d e p re c ia tio n  a n d  m isc e lla n e o u s  c o s t w ill be  
c o m b in e d  to  th e  g ro u p  o f  in fra s tru c tu re  su s ta in in g  ac tiv ity  co sts . A t th is  p o in t, it co u ld  
be  sa id  th a t a ss ig n in g  re so u rc e  c o s ts  to  a c tiv itie s  a re  acco m p lish ed .

6.2.2.3 Assigning activity costs to cost objects
T h is  la s t s tep  o f  p e rfo rm in g  v e rtic a l c o s t a ss ig n m en t is  to  a ss ig n  a c tiv ity  c o s ts  to  

c o s t o b jec ts . C o s t o b jec ts  a re  d iv id e d  in to  p ro d u c ts  an d  cu s to m ers . P ro d u c t a c tiv ity  
c o s ts  a re  a ss ig n ed  to  p ro d u c t c o s t o b jec ts , an d  c u s to m e r ac tiv ity  c o s ts  a re  a ss ig n e d  to  
c u s to m e r c o s t o b jec ts . A ss ig n in g  ac tiv ity  co sts  to  co st o b jec ts  c a n  b e  d o n e  by  ac tiv ity  
c o s t d riv er. O u tp u t q u an tity  o f  e a c h  ac tiv ity  c o s t d riv e r is co lle c te d  to  d e te rm in e  a c tiv ity  
c o s t ra te , w h ich  c a n  b e  c a lc u la ted  by  d iv id in g  ac tiv ity  c o s ts  b y  o u tp u t q u an tity . 
A ss ig n in g  an  ac tiv ity  c o s t to  p ro d u c t an d  c u s to m e r c o s t o b jec ts  c a n  b e  ca lcu la ted  b y  
m u ltip ly in g  its  a c tiv ity  c o s t ra te  w ith  th e  n u m b er o f  o u tp u t re q u ire d  b y  p ro d u c ts  o r  
cu s to m e rs  on  th a t ac tiv ity .

In  th is  s tu d y , 5 p ro d u c ts  (F ly w h ee l Z E 1 , H U B -K D , S lid ers , B o d y  1 0 D J1 5 0 , 
F lan g e  A ir)  an d  4  cu s to m e rs  (S B M , K IT Z , E B R O , K K C ) a re  g iv e n  as  p ro d u c t an d  
c u s to m e r co st o b jec ts  re sp ec tiv e ly . T h e  re su lt o f  a ss ig n in g  a c tiv ity  c o s ts  to  th e se  c o s t 
o b jec ts  sh o w s h o w  d iv e rs ity  o f  p ro d u c ts  re flec ts  to  th e  p ro p o rtio n  b e tw e e n  d irec t lab o u r 
c o s ts  an d  ac tiv ity  co sts .

T h e  s tu d y  g o es  fu rth e r to  d e te rm in e  p ro d u c t u n it cost. E a c h  p ro d u c t u n it c o s t is 
co n s tru c ted  w ith  p ro d u c t a c tiv ity  co sts , d irec t m ateria l co sts , d ire c t lab o u r co sts , 
c u s to m e r ac tiv ity  co sts , an d  in fra s tru c tu re  su s ta in in g  ac tiv ity  co sts . T h e re fo re , it 
re q u ire s  th ree  m o re  co st a ss ig n m en ts . T h e  firs t is  to  a ss ig n  c u s to m e r c o s ts  to  p ro d u c t 
co sts . T h e  seco n d  is  to  a ss ig n  d ire c t m a te ria l co sts  to  p ro d u c t co sts . T h e  th ird  is to  
a ss ig n  in fra s tru c tu re  su s ta in in g  c o s ts  to  p ro d u c t co sts . A s a  re su lt, m o re  re liab le  p ic tu re  
o f  co st s tru c tu re  is en ab led . V e rtic a l co st a ss ig n m en t rev ea ls  h o w  d iv e rs ity  in  p ro d u c ts  
re fle c ts  to  d iffe ren t c o s t s tru c tu re . T h is  u se fu l in fo rm a tio n  p ro v id e s  g rea te r  v is ib ility  
( tu rn in g  up  th e  lig h ts  in  a  d a rk  ro o m ) an d  e n ab le s  m a n ag em en t to  id e n tify  o p p o rtu n itie s  
fo r im p ro v em en t.
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6.2.3 Performing Horizontal Process View
T he fina l s tep  is to  u se  A B C  in fo rm a tio n  to  a n a ly ze  a c tiv itie s  an d  id en tify  

o p p o rtu n itie s  fo r im p ro v em en t. T h e  sam e  ac tiv ity  c o s ts  w ill be  o r ie n te d  in  th e  c o n te x t 
o f  th e  tim e -b ased  h o rizo n ta l p ro cess  v iew  o r th e  b u s in e ss  p ro c e ss  f lo w ch art. P a re to  
an a ly s is  is a p p ro a c h e d  to  d e te rm in e  w h e re  th e  a rea  is w o rth y  to  m a k e  a n  im p ro v em en t. 
A s a  resu lt, A 2 3 1 3  (m e lt m e ta l)  an d  A 2 3 3 4  (m ak e  A M F  san d  m o u ld ) a re  su ch  a rea  
b ecau se  th ey  sh a re s  ab o u t 5 9 %  o f  m a n u fac tu rin g  p ro cess  co sts . T h e  a n a ly s is  in d ica te s  
th a t to  im p ro v e  b u s in e ss  p ro cess  a s  a  w h o le , a c tiv ity  c o s t ra te  o f  b o th  ac tiv itie s  is 
n eed ed  to  red u ce . T h e ir  a c tiv ity  c o s t ra te  c an  be  re d u c e d  b y  in c re a s in g  th e  n u m b e r o f  
o u tp u t q u an tity  o f  b o th  ac tiv itie s . T h o se  a re  n u m b er o f  ch a rg e  a n d  sa n d  m o u ld . T h e  w ay  
to  in c rease  b o th  o u tp u t q u a n tity  c a n  b e  d o n e  b y  red u c in g  m e ltin g  p ro c e ss  cy c le  tim e . It 
c o u ld  be  sa id  th a t red u c in g  m e ltin g  cy c le  tim e  is a  w ay  to  red u ce  b o th  a c tiv ity  c o s t ra te  
an d  ev en tu a lly  to  m e e t th e  go a l o f  b u s in e ss  im p ro v em en t.

F o u r m e th o d s  are  a n a ly z e d  to  be  th e  m e ch an ism s fo r tim e -re d u c tio n  in  m e ltin g  
p ro cess . T h ese  m e th o d s  a re  co n v e rted  in to  ac tio n . P e rfo rm a n c e  m e a su re m e n t is 
e s tab lish ed  to  ev a lu a te  h o w  w ell th e se  tw o  ac tiv itie s  p e rfo rm  b e tw e e n  b e fo re  an d  a fte r  
im p lem en ta tio n . A s a  co n seq u en ce , th e  re su lt in d ica tes  th a t b o th  a c tiv ity  c o s t ra te  a re  
red u ced  by  4 .2 1 %  an d  6 .7 2 %  re sp ec tiv e ly , an d  n e t p ro fit a re  in c re a se d  fro m  1 6 .40%  in 
Ju n  -  N o v  05 to  2 3 .0 8 %  in  D ec  05 . I t can  co n c lu d e  th a t th e  co m p an y  can  m ee t th e  goal 
o f  b u sin e ss  p ro cess  im p ro v em en t.

6.3 Discussion and Recommendation
T his sec tio n  w ill d iscu ss  th e  p ro b lem s th a t o c c u r  d u rin g  p e rfo rm in g  th is  th e s is  

an d  reco m m en d  th e  so lu tio n s  fo r th o se  p ro b lem s. S ev era l p ro b le m s  an d  th e ir  so lu tio n  
a re  d iscu ssed  b e lo w .

• Problem in collecting cost data
C o llec tin g  co st d a ta  req u ire s  u n d e rs tan d in g  o f  w h ic h  c o s t e lem en ts  a re  u sed  in 

w h ic h  ac tiv itie s  an d  w h e re  th o se  c o s t e lem en ts  ex is t in  g en e ra l led g er. T h e  p ro b le m  is 
th a t  acco u n tin g  s ta f f  u n d e rs tan d s  w h e re  co st e lem en ts  e x is t in  g en e ra l led g e r b u t d o  n o t 
u n d e rs tan d  w h e re  su ch  c o s t e lem en ts  are  u sed  fo r o r  in  w h ich  ac tiv itie s . H o w ev e r, th e  
A B C  d ev e lo p e r u n d e rs ta n d s  w h ere  co st e lem en t is u sed  in  w h ic h  a c tiv itie s  b u t d o e s  n o t 
u n d ers tan d  w h ere  c o s t e le m e n t ex is ts  in  g en era l ledger. A s a  re su lt, co lle c tin g  c o s t d a ta



120
a n d  a ss ig n in g  th e se  c o s ts  to  a c tiv itie s  b eco m e  co m p lic a te d  ta sk  an d  fin a lly  sp en d  a  lo t 
o f  tim e . A s a  re su lt, it co u ld  be  sa id  th a t u n d e rs tan d in g  in  b o th  o p e ra tio n a l d a te  an d  
fin an c ia l d a te  o f  b o th  p e rso n s  is n ece ssa ry  in  d ev e lo p in g  A B C . A c c o u n tin g  s ta f f  n eed s  
to  ed u ca te  in  o p e ra tio n a l p e rsp ec tiv e . In  co n tras t, A B C  d e v e lo p e r  n e e d s  to  ed u ca te  in  
fin an c ia l p e rsp ec tiv e .

• Problem in organizing resource costs and reassigning them to activities
D u rin g  d e v e lo p in g  A B C , o rg an iz in g  re so u rce  c o s ts  fro m  Ju n  -  N o v  2005  an d  

rea ss ig n in g  all o f  th e m  to  a c tiv itie s  in c lu d in g  ass ig n in g  su p p o rt a c tiv ity  c o s ts  to  o th e r 
a c tiv itie s  w as d o n e  m an u a lly . C e rta in ly , th is  ta sk  is  c o m p lic a te d  an d  sp en d s  a  lo t o f  
tim e . H o w ev er, it is  c le a r  th a t a ss ig n in g  re so u rce  co sts  to  a c tiv itie s  h a s  sp ec ific  fo rm . 
S p ec ific  re so u rce  c o s ts  a re  a ss ig n e d  to  sp ec ific  a c tiv itie s . E v e n  th o u g h  so m e  re so u rc e  
c o s ts  a re  a ss ig n ed  to  m o re  th a n  o n e  ac tiv ity , th ey  a re  a ss ig n ed  in  sp ec ific  ra tio . 
C o n seq u en tly , a p p ro a c h in g  c o m p u te r  p ro g ram  c a n  a ss is t to  re a ss ig n  re so u rc e  c o s ts  to  
ac tiv itie s  au to m a tica lly . W ith  co m p u te r  b ased , a ss ig n in g  re so u rc e  co sts  to  a c tiv itie s  c an  
be  p e rfo rm ed  as so o n  as f in an c ia l s ta tem en t o f  each  m o n th  is e s tab lish ed . It can  h e lp  in 
n o t o n ly  red u c in g  tim e  b u t a lso  in c rea s in g  accu racy .

• Problem in implementation
T h e  p ro b lem  d u rin g  im p le m e n ta tio n  is  ab o u t re s is tan ce  o f  ch an g e . T h e  p eo p le  in 

c h ie f  an d  a ss is tan t c h ie f  lev e l a re  w illin g  to  p a rtic ip a te  fo r  th is  im p ro v e m e n t p ro g ram . 
H o w ev er, th e  p e o p le  in  o p e ra to r  lev e l ten d  to  re s is t th is  p ro g ram . T h ey  try  to  n eg o tia te  
th e  b en e fits  th ey  sh o u ld  d e se rv e . T h is  p ro b lem  co u ld  b e  th e  m a jo r  o b s tac le  fo r lo n g  run . 
F o r lo n g  te rm  p lan , th e  c o m p a n y  sh o u ld  se t th e  ta rg e t su c h  a s  th e  n u m b e r o f  ch a rg e  an d  
n u m b e r o f  san d  m o u ld  p e r  m o n th . I f  th ey  c a n  ach iev e  th e  ta rg e t, th e  co m p an y  w ill 
p ro v id e  in cen tiv e . In  a d d itio n , th e  m o tiv a tio n  an d  e m p o w e rm e n t p ro g ra m  sh o u ld  be 
e s tab lish ed  to  c rea te  sen se  o f  o w n e rsh ip  o n  e m p lo y ees  an d  p rid e  o f  th e ir  ow n  
re sp o n sib ilitie s .

F o r fu rth e r s tu d y , f in ish in g  p ro cess  sh o u ld  b e  th e  n e x t a re a  to  a n a ly z e  an d  
id en tify  o p p o rtu n itie s  fo r  im p ro v em en t. T h is  p ro cess  c o s t is  sh a red  a b o u t 17%  o f  to ta l 
m an u fac tu rin g  p ro c e ss  co st. H o w ev er, th e  k ey  im p o rtan t is  n o t c o s t b u t ra th e r  tim e . T h e  
s lo p e  b e tw een  c o s t a n d  tim e  in  th is  p ro cess  is fla t. It is  b e c a u se  th is  p ro c e ss  d ea ls  w ith
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c o m p lex ity  o f  p ro d u c t. D iffe re n t p ro d u c ts  req u ire  d iffe re n t p ro c e ss  to  fin ish . B y  
in v estig a tin g , tim e  m o stly  is  w a s te d  fro m  w a itin g  an d  u n n e c e ssa ry  m o v in g . C o n c u rre n t 
en g in ee rin g  an d  p ro cess  re e n g in e e rin g  co u ld  be  ap p ro ach ed  to  re d u c e  lead  tim e  an d  
c o s t in  fin ish in g  p ro cess .
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