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Abstract: Activity-Based Costing (ABC) was introduced in the mid 1980s by Kaplan and it has been 
applied very popular in developed countries with obvious advantages. Today, more and more 
developing countries as china, Thailand, Malaysia, Morocco, South Africa, etc. have adopted and 
implemented it. However, with rapid change in economic and social environment as high-tech 
manufacturing and services, network communication, increasingly complex demands of consumers 
lead the businesses face many challenges in global competition. Although ABC system has more 
advantages than traditional costing (TC) system, but in today’s competitive economic environment it 
has not met fulfilled provision of sufficient information for planning, control, and decision-making, 
particularly, lack of foreseeing information. How can to overcome the disadvantages of ABC? This 
paper studies the integration of ABC with standard costs as one way to overcome its limitations and 
innovation management accounting. 
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INTRODUCTION 
 
 In today’s business environment, business organisations are facing a fierce competition in domestic and 
global markets. To survive and develop, they must implement strategic management tools in order to increase 
their competitiveness and get more advantages. ABC has been perceived as a normal costing system by 
researches, academic as well as accounting practitioners. It has also been believed as the most modern costing 
system that can separately or integration with current system to provide proper and confident information for 
decision-making. However ABC just focuses on actual costs, so there has lacked of providing information for 
cost control and planning. Integrating ABC with standard costs system for improving cost control and planning 
is necessary. 
 
Advantages of ABC: 
 ABC has been applied in various organisations from profit organisations such as manufacturing, 
commercial, wholesale and retail, and service to nonprofit organisations such as hospital, university, 
Government agencies etc. It has been applied not only in large scale companies but also in Small and 
Medium-sized Enterprises (SMEs). Many previous researches in theory and practice pointed out that ABC 
system has many advantages than TC system (see Cooper and Kaplan (1991), Akyol et al (2005), Lewis (1992), 
Cohen et al (2005), Nassar et al (2011)). According to Kaplan (1998) traditional costing systems are inexpensive 
to operate, but they lead to large distortions in reporting the cost of activities, processes, products, services, and 
customers. Consequently, managers may make serious mistakes in decisions made on basis of this information; 
there is a high cost of errors. 
 ABC system provides not only accurate financial information but also non-financial for managers at all 
levels in organisation. ABC’s information is more accurate and more reliable than information that generated by 
TC. It is useful information for decision-making and performance evaluation. ABC system helps clearly identify 
the root of costs incurred, the activities consume costs to create values and the activities consume costs but not 
create values for the business, therefore the administrators will make the right decision in the operation 
executive, and continuous improvement of business activities towards higher the value chain. The previous 
empirical surveys indicated that ABC has been applied in many countries around the world. ABC adopters 
presented that ABC has brought many benefits and advantages for organisations (see: Nassar et al (2011), Cohen 
et al (2005), Baird (2007), Khozein and Dankoob (2011), Zhang and Isa (2010)). 
 
ABC Implementation: 
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 Although the ABC has many advantages and benefits than TC, but in fact it has been implemented by the 
organisations with the low rate. Even though US where ABC was born, the implementation rate has also been 
low. ABC very popular with developed countries, however, it is still new method in many developing countries. 
In recent years, there were some surveys were done on the adoption and implementation of the ABC system in 
developing countries. 
 According the survey results, the average rate of ABC implementation in Australia, Canada, Greek, Ireland, 
New Zealand, UK, US, France was 26.39%, 27.27%, 30.20%, 30.25%, 21.40%, 16.59%, 24.84%, 23.80% as 
respectively. In among of developing countries surveyed in Asia and Africa, Malaysia and Thailand had the 
ABC implementation rate higher than other countries. The prior survey results are shown on table 1. 
 
Table 1: Prior research on ABC adoption rates. 

Authors Country Adoption Rate 

(%) 

Authors Country Adoption 

Rate (%) 

Clarke and Mia (1995) Australia 13.00 Innes and Mitchell (1995) UK 21.00 

Corrigan (1996) Australia 12.00 Yakhou and Dorweiler (1995) UK 48.00 

Warwick and Reeve (1997) Australia 10.00 Drury and Tayles (2000) UK 4.00 

Booth and Giacobbe (1997) Australia 12.00 Innes et al. (2000) UK 17.50 

Nguyen and Brooks (1997) Australia 12.50 Tayles & Drury (2001) UK 23.00 

Chenhall and Langfield-Smith 

(1998) 

Australia 56.00 Cotton et al. (2003a,b) UK 17.50 

Askarany and Smith (2004) Australia 19.00 Al-Omiri and Drury (2007a,b) UK 15.00 

Baird et al. (2004) Australia 78.00 Askarany and Yazdifar (2009a,b) UK 15.20 

Askarany et al. (2007a,b) Australia 28.00 Armitage and Nicholson (1993) US 11.00 

Askarany and Yazdifar (2009a,b) Australia 23.40 APQC/CAM (1995) US 18.00 

Armitage and Nicholson (1993) Canada 14.00 Shim & Sudit (1995) US 25.00 

Hosseini et al. (1997) Canada 20.00 Hosseini et al. (1997) US 28.00 

Gosselin (1997) Canada 47.80 Groot (1999) US 17.70 

Kip and Augustin (2007) Germany 19.00 Ittner et al. (2002) US 26.00 

Cohen et al. (2005) Greek 40.90 Kiani & Sangeladji (2003) US 52.00 

Pavlatos and Paggios (2009) Greek 23.50 Kip and Augustin (2007) US 21.00 

Clarke et al. (1999) Ireland 11.80 Bescos et al.  (2001) France 23.00 

Duffy and McCahey (2002) Ireland 55.00 Alcouffe (2002) France 15.90 

Pierce and Brown (2004) Ireland 27.90 Cauvin & Neumann (2007) France 23.00 

Fawzi (2008) Ireland 26.30 Rahmouni (2008) France 33.30 

Cinquini et al. (1999) Italy 10.00 Chen et al. (2001) Hong 

Kong - 

China 

11.00 

Groot (1999) Netherlands 12.00 Joshi (2001) India 20.00 

Cotton et al. (2003a,b) New 

Zealand 

20.30 Maelah and Ibrahim (2007) Malaysia 36.00 

Askarany and Yazdifar (2009a,b) New 

Zealand 

22.50 Chongruksut (2002) Thailand 11.90 

Bj¨ ornenak (1997) Norway 40.00 Chongruksut et Brooks (1993) Thailand 35.00 

Innes and Mitchell (1991) UK 6.00 Sartorius et al. (2007) South 

Africa 

11.60 

Nicholls (1992) UK 10.00 Moalla (2007) Tunisia 23.75 

Cobb et al. (1993) UK 6.00 Ngongang (2010) Cameroon 9.30 

Tayles & Drury UK 13.00 Toomas Haldma and Kertu Lääts 

(2002) 

Estonian 7.00 

Innes and Mitchell (1995) UK 19.50 Azzouz Elhamma (2012) Morocco 12.90 

Source: This information was gathered from prior researches. 

 
Disadvantages of ABC: 
 Beside the numerous advantages, ABC still has disadvantages that make difficult to apply it. Kaplan and 
Anderson (2004) pointed out three disadvantages: the first in order to construct the ABC model, the companies 
must collect and analyse costs of many different activities, the second is that ABC needs more cost-driver than 
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TC, the identification of cost drivers is often complex, the third ABC requires the personnel ability of employees 
and managers. Nassar et al (2011) summarised the reasons for non-implementation of Jordanian industrial 
companies included: the lack of local consultants, high cost of ABC implementation, and the high cost of 
consultants were cited by the majority of interviewees as the most significant reasons for not implementing ABC. 
Cohen et al (2005), regardless of the numerous benefits of ABC that are widespread in the literature there are 
companies that strongly oppose to the possibility of ABC adoption. According to the findings of relevant 
researches, the main reasons for rejecting the adoption of ABC could be summarised by the following reasons: 
satisfaction with the existing costing system, ABC implementation being associated with high costs, lack of time 
to undertake an assessment of ABC implementation, ABC’s perceived inadequacy to provide more accurate cost 
information. 
 
Overview ABC and Standard Costs: 
 In global competition, business organisations have a little control of the selling price, especially in the 
developing countries and the less-developed countries, there are very few business organisations have the 
opportunity to control the selling price. Their products must be sold at the price available in the global market. 
To gain benefit and get more advantage competitiveness even though in the case to survive, they must control 
cost, reduce it and based on it to make right decision. Cost plays an important role in businesses. All activities 
incur cost, however in among of them there are a lot of activities not creating value. To know value-added 
activities and non-value-added activities is a very important activity in today’s management. TC in today’s 
business environment reveals many shortcomings, its information does not meet management requirement. ABC 
is a modern costing method, it overcome the shortcoming of TC method and brings many advantages for 
businesses as mentioned above. 
 
Activity-Based Costing: 
 To help the organisations definite value-added activities and non-value-added activities is the core of ABC 
system. In order to accomplish its mission, ABC must be assign accurately indirect cost to products (goods or 
services). By using multiple drivers to assign indirect cost, ABC has achieved its mission. Kaplan and Atkinson 
(1998) addressed that ABC developed to provide more – accurate ways of assigning the costs of indirect and 
support resources to activities, business process, products, services, and customers. The goal of ABC is not only 
to allocate common costs to products. Its goal is also to measure and then price out all the resources used for 
activities that support the production and delivery of products and service to customers. 
 Under ABC theory, activities consume resources and products consume activities. So in ABC model 
include two stages: in first stage cost of resource is assigned to activities by direct tracing or using driver tracing; 
in the second stage, cost of activities is assigned to products. The basic model of ABC system as follow: 
 

 
Fig. 1: Basic Activity-Based Costing model. 
 
 Increasing the accuracy of product costs in order to provide proper cost information for managers to have a 
high level of confidence in cost-based decision is one of the primary purposes of an ABC system. Horngren et al 
(2007) addressed that one of the most important differences between TC system and ABC systems is the extent 
of allocation across the value chain. TC systems generally allocate only indirect production costs to the products. 
These are the only costs that can be added to the inventory value of a product for financial reporting purposes, 
and TC systems often focus on simply measuring such inventory values. They normally do not allocate the cost 
of other value-chain functions because these are not appropriate costs to include in inventory. ABC systems, in 
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contrast, focus on the costs that are important to decision makers. They often expand allocation of costs beyond 
production to processes such as design, marketing, order processing, and customer service. As a result, ABC 
systems are more complex than TC systems but promise more accurate and useful costs to aid decision making. 
 Although ABC systems are rather complex and costly to implement, more and more organisations in both 
manufacturing and non-manufacturing industries are adopting ABC systems for variety of reasons (Horngren et 
al (2007), 
1. Fierce competitive pressure has resulted in shrinking profit margins. Companies may know their overall 

margin, but they often do not have confidence in the accuracy of the margins for individual products or 
services. Some are winners and some are losers – but which ones? Accurate costs are essential for 
answering this question. 

2. Greater diversity in types of products and services as well as customer classes results in greater business 
operating complexity. Therefore the consumption of a company’s shared resources also varies substantially 
across products and customers. 

3. New production techniques have increased the proportion of indirect costs. That is, indirect coats are far 
more important in today’s world – class manufacturing environment than they have been in the past. In 
many industries automated equipment is replacing direct labor. 

4. The rapid pace of technological change has shortened product life cycles. Hence companies do not have 
time to make price or cost adjustments once they discover costing errors. 

5. The costs associated with bad decisions that result from inaccurate cost determinations are substantial. 
6. Computer technology has reduced the costs of developing and operating ABC systems. 
Design steps for an ABC system was present by Hansen et al (2003) 
1. Identify, define, and classify activities and key attributes. 
2. Assign the cost of resources to activities. 
3. Assign the cost of secondary to primary activities. 
4. Identify cost objects and specify the amount of each activity consumed by specific cost object. 
5. Calculate primary activity rate. 
6. Assign activity cost to cost object. 
 
Standard Costs: 
 Standard costs provide benchmarks. They represent the expected future cost of a product, service, process, 
or subcomponent. Once standards are set, managers can gauge performance by comparing actual results against 
standards. The difference between an actual cost and standard cost is called a variance. Variances provide useful 
information for managers in determining whether the production system is operating efficiently. Variances are 
an important part of the control process. They alert senior managers that something is not going to according to 
plan. They also provide information for performance value. In addition to their role in control, standard costs are 
useful in making planning decisions such as product pricing, make-versus-buy, and plant resource allocation 
(McWatters et al (2001), Zimmerman (1997). 
 According to McWatters et al (2001), and Zimmerman (1997), reason for using standard costs Standard 
costs are useful for both decision management and decision control. Historical costs often can prove misleading 
for planning purposes. They can be out of date if operating conditions, material prices, or wages have changed 
or are expected to change. Operating conditions in the past might not provide a valid basis for forecasting the 
future, especially when new products are introduced or new manufacturing process is implemented. 
 Organisations frequently use standard costs instead of historical costs in a wide variety of planning decision 
contexts: product pricing, contract bidding, outsourcing, and assessing alternative production technologies. 
Standard costs are part of the budget system, which organisations utilise to coordinate their operating plans for 
the coming year. Standard costs convey information about product costs among the different parts of the 
organisation. 
 Standard costs also provide information for control. As part of the budgeting process, standard costs might 
be the basis for contacts among the organisation’s managers. Manufacturing managers agree to supply a certain 
number of units of the product at a standard cost. Managerial performance is valuated based on managers’ 
success is achieving these standard costs. Achieving standard costs can lead to bonuses and rewards and, in 
some cases, promotions. 
 Large variances between actual and standard costs indicate that a particular activity differs significantly 
from what was expected when the standard was set. Variances are treated as signals that activities might be out 
of control and correct action might be necessary. Not all variances necessarily indicate a problem, however; they 
also might indicate that the environment has changed and the standards are no longer appropriate. The variance 
itself does not tell the managers exactly what is wrong. Further investigation is usually necessary to determine 
its cause. Management by exception is a management strategy that focuses management effort on significant 
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variances. When actual costs are close to the standard costs, managers assume that activity is operating as 
planned and no further investigation in necessary. 
 
A Framework for Integrating ABC with Standard Costs: 
 Although ABC system has many advantages than TC system, but in today business environment with 
technological change, globalisation, and customer needs force companies to supply products with lower price 
than competitors. Both ABC and standard costs system help managers to reduce, control costs and improve 
company’s operations in order to achieve competitive advantage. However, ABC focus on actual costs and 
standard costs system focus on standard costs. So, both methods have shortcomings. Integrating ABC system 
with standard costs in order to overcome their shortcomings and provide proper and more reliable information 
for management. 
 
Table 2: Kind of costs that ABC and standard costs system focus on. 

 Cost produce products (goods or services) 

Direct materials Direct labor Overhead 

ABC system Actual Actual Actual 

Standard costs Standard Standard Standard 

 

 
Fig. 2: Standard - Activity-Based Costing model. 
 
 The overall objective of Standard – Activity Based Costing is to improve competitiveness and profitability 
of organisations. This objective achieved by using more accurate information is provided by ABC component in 
this model to make better decision in order to indentify and select opportunities for improvement. By analysing 
root cause of variances, identifying non-value-added cost can reveal opportunities for the most cost reduction 
and continuous improvement. According to Hansen et al (2003) standards also play an important role in 
Activity-Based Systems. An activity’s cost is determined by the amount of resources consumed by each activity. 
To avoid measuring the amount of resource consumption on an ongoing basis for literally hundreds of activities, 
standard consumption patterns are identified based on historical experience. Activity-based system also use 
standard for control, where control is specifically defined as cost reduction. Activities are classified as either 
those that add value or those that do not. For each activity, the ideal output is identified and then efforts are 
made to reduce activity production to this ideal level. 
 
Appling Standard – Activity Based Costing in Van Chinh Enterprise: 
 Van Chinh is wooden furniture manufacturing enterprise located in Binh Duong Province, Vietnam. This 
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enterprise use TC system to calculate cost of products and standard costs to control cost. Recently, company lost 
many orders because the output price higher than the competitors. We ask production manager about time to use 
for production. “The actual production days and standard production days are almost the same”, one production 
manager said. The current attainable standard has improved at the every beginning year and it has built for 
products not for activities. For example, the standard time produced product X was 9 days. We apply 
Standard-Activity Based Costing model to analyse the time produced product X. The actual time produced 
product X was recorded by production manager as bellow: 
 
Table 3: Actual time produced product X. 

 Days 

Process time 4.2 

Inspection time 2.2 

Move time 2.7 

Total 9.1 

 
 Total production time of product X almost equals the current attainable standard time. Under TC system has 
not focused on value-added activities and non-value-added activities. ABC component in Standard-Activity 
Based Costing system identify value-added activities and non-value-added activities. 
 
Table 4: Identify value-added activities and non-value-added activities. 

 Days Dividend Activities 

Process time 4.2 1 

Inspection time 2.2 2 

Movement time 2.7 2 

Total 9.1  

1: value-added activities; 2: non-value-added activities 

 

 Then, we calculate the proportion of value-added activities and non-value-added activities. Throughput time 
= 9.1 days 

 

 As the result, this enterprise spent 54% of the total production time in non-value-added activities. This 
reveals opportunities for cost reduction and improvement. By limiting non-value-added activities, gets products 
into the hands of customers more quickly, thus reduce cost of product and get competitive advantages. Further 
more, if this enterprise has attainable standard costs based on its activities, managers can compare the actual 
time and standard time by activities, for example. 
 
Table 5: Variance analysis by activities. 

 Dividend 

Activity 

Actual days 

(1) 

Attainable standard 

days 

(2) 

Variances 

(1)-(2) 

Notes 

Process time 1 4.2 4.1 0.1 Control actual cost 

Inspection time 2 2.2 2.3 -0.1 Improve attainable standard 

Movement time 2 2.7 2.0 0.7 Control actual cost 

Total  9.1 8.4 0.7  

 
 By analysing the root causes of variances, the enterprise can find out opportunities to improve the attainable 
standard costs, reduce cost of products lead to get advantages of competition and increase profits. The causes 
generated the variances can be: the number of times saw blades were replaced, the numerous times the cutting 
mold had to be changed, the numerous times raw materials had to be tested and made outputs of production, the 
long wait it took for semi-finished goods to continue to the next step of the production process. Therefore the 

Value-added activities 

Throughput time  
= 

4.2 

9.1  
= 0.46 Or 46% 

Non-value-added activities 

Throughput time  
= 

4.9 

9.1  
= 0.54 Or 54% 
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managers can use this information to assist them in making appropriate decisions to improve production 
processes, improve efficiency and reduce costs. 
 
Conclusion: 
 In this paper, an attempt has been made to present the background of ABC and standard costs integration. 
Standard – Activity Based Costing focus on both actual costs and standard costs. It gives managers a 
comprehensive view of the costs. Under standard – Activity Based Costing, top managers can accurately assess 
the responsibility of all levels of management.  
 The accurate allocation of indirect costs for calculating exact cost of the individual products in order to 
provide needed information for management to make right decisions is very important in today’s global 
competitive environment. Integrating ABC with Standard cots helps managers not only to solve the matters 
involved indirect costs, to realise value-added activities and non-value-activities but also help managers to know 
the activities fall significantly outside the standards. Managers are alerted that there must be problems requiring 
attention. This approach is very useful strategic managerial tool, it uses standard cost to control actual costs of 
activities and analyse actual costs by activities can reveal opportunities for improving current attainable standard 
cots. 
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