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ABSTRACT

Literature describes Activity-Based Budgeting (ABB) as an extended and
advanced use of Activity-Based Costing (ABC) in a budgeting process. Despite some
potential benefits of an ABB approach being suggested by a few academics and
management consultants (Brimson & Antos, 1994/1999; Brimson & Fraser, 1991; Kaplan
& Cooper, 1998; Sharman, 1996), very limited published literature has reported the
actual ABB experience in practice. Empirical evidence from this research suggests that
ABB development and implementation processes tend to encounter problems in practice
which hinder the progress and even the successful completion of these processes. In the
light of a general lack of published literature on ABB, it is thus necessary to explore
some fundamental issues on the applications of ABB, investigate factors that may
determine the success or otherwise of an ABB implementation, and gain an in-depth
understanding of generic and specific attributes of an ABB process within an
organisational context. "

This study examines the development and implementation of ABB systems in
three UK organisations: Scottish Courage Brewing Limited (SCB) (which is a wholly-
owned subsidiary of a multinational brewer, Scottish and Newcastle plc), BG Transco plc
(Transco) (which is a public listed organisation and Operates inithe regulated gas supply
market), and Crown Prosecution Services (CPS) (which is one of the governmental
agencies). In particular, this study examines the relationships between design
specification of ABB systems, budgetary purposes and organlsatlonal objectives for
system Implementations on the basis of the ABB experiences gathered from SCB,
Transco and CPS.

Four basic themes emerge from this study. First, it is rather difficult to
implement the ABB model into a computer system based purely on the concept of ‘ABB
as a reverse ABC process’. Such difficulty arises due to the fundamental difference in
data processmg requirements, namely data aggregation in an ABC process and data
dissemination in an ABB process. This difference can create major permutation
problems and render an ABB system significantly less cost-effective. Second, ABB
information can enhance a strategic planning process by providing a clearer cross-
functional view of an organisation’s activities/processes and highlighting a causal link
between performance and resource. In that sense, ABB information is perceived to be
useful by top and middle line managers who want to see organisational performance and
processes in a holistic manner. The existence of limited cost variability, which has been
suggested in the literature as being unsuitable for the application of activity-based
systems, does not prevent managers from using activity-based information to support
decision making. Third, the success of an ABB implementation is attributed to a
combination of internal and external factors. The internal factors are mainly related to
technical, behavioural, organisational and cultural perspectives. For example, budgets
and budgeting processes can help to form a particular set of norms (culture). The
implementation of an ABB system may be perceived as an attempt to break the existing
culture by introducing a new set of norms.  Organisational restructuring, which
destabilises the existing culture, may have some positive impacts on the ABB
implementation, Furthermore, supportive administrative arrangements (e.g. standardised



procedures and formalised goal/sub-goal development processes) and budgetary
devolution can also help to define the precise role of an ABB system relating to
organisational objectives, and thus pave the way for a smooth ABB implementation.
Evidence of this research suggests that an ABB implementation can also be substantially
influenced by some external factors, such as political concerns, regulator’s pressure, and
market competition. Fourth, some generic issues relating to the implementation of
ABC/M and budgeting systems, such as top management’s commitment, simplicity,
compatibility and resistance to changes are also relevant to the implementation of an

ABB system.
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costs data from computer spreadsheets to Cost Control.
S&N Scottish & Newcastle plc., which is a publicly listed multi-

national company and whose major business is brewing,
beer retailing and leisure business. During the course of this
case study, S & N has moved away from leisure business to
concentrate on brewing and beer retailing business. Scottish
Courage Brewing is the production wing of this plc..

SCB Scottish Courage Brewing Ltd.

British Gas Transco plc

ACC Area Control Centre

ATS Area Transmission System

LDZ Local Distribution Centre.

NCC National Control Centre

NTS National Transmission System

Ofgem Director General of Gas and Electricity Market. It is the

regulator of Transco
Transco British Gas Transco plc



Crown Prosecution Services

ABC performance

ABC ratio
ABC timings

Area managers
AreaBM

BCP

C.J.S.

CCP

CEMC

CIS

CPS
IRPMB

= ‘Should Take’ ABC timings x Caseload (e.g. number of
shoplifting cases finalised, number of telephone advice
provided to the police)

A benchmark ratio that compares individual Areas’ ABC
performance against the whole 42 Areas’ performances.

Activity drivers which are designed to measure the time
spent on various activities.

Managers at Area level, including CCP, AreaBM and BCP
Area Business Manager

Branch Chief Crown Prosecutor

Criminal Justice System

Area Chief Crown Prosecutor

Chief Executive Management Committee

Corporate Information System, which consists of its ABC

model
Crown Prosecution Services

Internal Resource Performance Management Branch



Chapter 1 Introduction

1.1. Research on Activity-Based Budgeting

Activity-Based Budgeting (ABB) is a term that refers to the practice of
applying an Activity-Based Costing (ABC) system to budgeting processes (Kaplan &
Cooper, 1998). The framework and the design of ABB processes have been reported in

the literature by management consultants and academics (Brimson & Fraser, 1991;
Brimson & Antos, 1994/1999; Kaplan & Cooper, 1998; Sharman, 1996).

A framework for ABB was proposed by management consultants Brimson and
Fraser (1991)' shortly after the emergence of ABC in the late 1980s®. This framework
combines a number of well-proven management practices drawn mainly from priority
base budgeting and Total Quality Management (TQM), together with ABC management
concepts (Brimson & Fraser, 1991, p.42) (see Chapter 2 for more details). The main
purpose of this ABB framework is to enhance processes for planning and controlling
expected activities of an organisation and to derive a cost-effective budget that meets

forecasted workload and agreed strategic goals (Brimson & Antos, 1994).

An ABB process was broadly described as reversing the methods of cost

ascertainment following an ABC perspective (Kaplan & Cooper, 1998) (see Figure 1.1).
The process starts with generic planning and budgeting, the purpose of which 1s to
estimate the next pertod’s sales and production volumes. It then proceeds with a forecast

of the demand for organisational activities to meet the planned targets and the calculation
of the resource demands needed to sustain these activities. Next the actual resource
supply needed to meet the calculated activity demands can be determined. Finally the

practical capacity of resources to perform forecasted activities can be determined.

' This was the first article published on ABB approach which stated that this approach was ‘.......
Developed by consultants Coopers and Lybrand Deloitte’.

* Johnson (1992) has expressed his doubts on the emergence of ABC since the evidence indicated that
General Electric had poineered the ABC methods (i.e. applying activity cost analysis in managing indirect
costs) in the early 1960s. Johnson and Kaplan (1987) have revealed that many firms began to experiment
with alternative allocation mechanisms in the late 1960s. ABC, however, did not become widely adopted
until the late 1980s and earlier 1990s when the emergence of changing manufacturing methods, firece

competition and inexpensive information technology resulted in the requirements for business to seek
continuous improvements (Cooper, 1990a).
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Figure 1.1  ABB Process in Reverse of ABC process

Activity-Based Costing Activity-Based Budgeting

Resource
Drivers

Resources

Resource
Drivers
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Activity Activity
Cost Cost
Drivers Drivers

] 2 N ] 2 N

Source from: Kaplan & Cooper, 1998. Cost and Effect p. 303.

ABB is regarded as an important budgeting technique by some academics and
management consultants because it can potentially reduce the pitfalls of conventional
budgeting processes (e.g. across-the-board cuts, a lack of linkage between long-term
strategies and short-term actions, and encouraging budget ‘padding’ or slack) (Borjesson,
1997; Kaplan & Cooper, 1998; Wise, 1988). Based on the above brief descriptions of the
ABB framework and process, it can be argued that ABB systems may ‘fit’ well into the
modern business environment.  Another attractive aspect of ABB is that the ABB
framework enables a planning system to be designed on an enterprise-wide basis so that
the planning process of resources and activities which are inextricably linked can be
carried out in an integrated manner (Brimson & Fraser, 1991; Glad & Becker, 1994;
Sharman, 1996). Theoretically speaking, the ABB approach, 1.e. analysing an
organisation in terms of activities/business processes and then ‘budgeting’ based on this
information, has the following potential advantages (Brimson & Antos, 1994; Klammer,
et. al., 1997; Innes & Mitchell, 1998; Robinson & Liu, 1998):

=  Ensure that plans are transmitted to a level at which appropriate and timely
actions can be taken;

»  Facilitate goal congruence;

»  Highlight cost drivers;

* Improve visibility of business processes;
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=  Encourage strong team work across the entire organisation — from the top
management to front line employees;

=  Eliminate budget slack and break the tendency to support ‘empire building’;

»  Support strategic planning and management decision making processes;

=  Support continuous improvement of business processes and performances;

»  Enable appropriate funding of business activities;

»  Enhance support for making business decisions.

1.2. The Need to Clarify the Design and Implementation Issues of
ABB Systems from a Practical Perspective

In recent years, business organisations have been motivated to make radical
changes to their traditional business thinking and operational methods in response to
changes in the competitive economic environment in which they are operating (Arunagin
& Rao, 1992; Berliner & Brimson, 1988; Doyle, 1994). These ongoing changes are
mainly driven by globalisation, deregulation, and rapid development of computer and
information technology (Hope & Fraser, 1997; Marchant, 1998). The proliferation of the
Internet technology, for example, has enabled the emergence of ‘e-commerce’ which
radically changes the traditional supply chain and promotes aggressive competition
between suppliers to produce low-cost and fast delivery services. Business
organisations, therefore, have the need to place significant emphasis on lean operations in
order to survive and succeed in the face of fierce competition. Consequently new
manufacturing and management philosophies and cost accounting measures have been
introduced in response to this need. Some of the better known paradigms include: TQM,
Just-In-Time (JIT), Manufacturing Resource Planning (MRP), balanced scorecard
(Kaplan & Norton, 1996), ABC (Cooper, 1989; Cooper & Kaplan, 1988), Activity-Based
Management (ABM) (Brimson & Antos, 1994; Cooper et al, 1992a/b), and Economic
Value-Added (EVA) (Achstatter, 1995; Stewart, 1991; Sunderland & Kane, 1996). It is
claimed by their advocates that, if implemented successfully, these new paradigms can
help business organisations to measure their business processes better and to reduce the

influence of uncertainty on their business operations.
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Business operations, especially leaner ones, require careful planning in order
to ensure continuity and flexibility of business processes and to achieve optimum
utilisation of organisations’ resources. Budgeting contributes to this aim as it 1s used by
most business organisations as a means of planning and control to allocate limited
resources 1n order to sustain the business operations and to ensure consistency between
long-term objectives and short-term business actions (Boyns, 1998; Drury, 1996;
Homngren, et al.,, 1999a). Therefore, effective, accurate and efficient budgeting
paradigms are crucial to many business organisations. Conventional budgeting methods
have been criticised for not satisfying modern business organisations’ needs to achieve
efficient control over the allocation of limited resources (Borjesson, 1997; Brimson &
Antos, 1999; Newing, 1994). Hence, there is a perceived need to change or improve the
conventional budgeting methods. ABB is one candidate to achieve this needed change

and improvement. The case for considering ABB 1n this respect 1s duly addressed 1n the

following sections (1.2.1-1.2.3).

1.2.1 The Need to Change Conventional Budgeting Methods

In view of the importance of budgets, attempts have been made over the years

to reform the process of budgeting strategically and operationally in order to optimise
resource utilisation, to rationalise business processes and to enable attainment of

organisational objectives (Barkman, 1997; Grasso, 1997; Wise, 1988). In the 1950s, for
example, performance budgeting, which sought to tie budgeting to performance, was
introduced to organisations in both private and public sectors in the U.S. and Europe
(Ferris & Graddy,1998; Lightle & Talbott, 1995; Lindberg, et al. 2000; Mol, 1997;
Willoughby & Melkers, 2000). However, a lack of any long-term considerations in
performance budgeting resulted in short-termism (i.e. with no consideration of the effects
of actions on long-term objectives) (GAO, 1997). In the wake of its failure, planning
programming and budgeting systems (PPBS) were introduced in the 1960s in an attempt
to bridge the gap between budgetary planning and decisions to achieve both long-term
and short-term objectives (Shehane, 1994). Zero-base budgeting (ZBB) appeared in the
1970s with an attempt to rationalise the input-output link underlying the budgeting
process (Grasso, 1997; Wilhelmi & Kleiner, 1995, Wise, 1988). Although the
philosophies behind both PPBS and ZBB are to improve the linkage between budgeting



Introduction Page 21

processes and organisational objectives, the implementation of these two systems 1s
proven to be relatively costly and highly labour intensive (Barkman, 1997; Sytsma, 1998;
Drury, 2000). Thus, the simple line item budgeting (in public service) or other
conventional budgeting methods are still widely used in current business practice despite

the various criticisms of its inadequacy (see Table 1.1) (Borjesson, 1997; Drury, et. al.,

1993; Finney, 1993; Hofstede, 1968; Newing, 1994; Prendergast, 1997).

Table 1.1 Pitfalls in Conventional Budgeting

Objective Emphasis in practice )

j| Strategic direction | Historical extrapolation Not linked to strategy :
! Arbitrary cuts Wrong services cut ?
l l

1 Allocate resources | Functional organisation Allocation depends on budget
" holders’ negotiating skills

l
l Annual process Inappropriate cycle times
|

Task outputs not visible,
especially indirect

Cost element focus

{ Investment benefits understated

} Continuous Incremental improvement Internally driven

' Common Predominantly top down Lack of commitment '
: Bureaucratic Wasted opportunity . J

~ Source from: eing, R., 1994, Out with the old, in with the new, Accountancy, Jul, p...

Surplus resources not reallocated |
|

The inadequacy of conventional budgeting is often clearly exposed when it 1s
used to support some of those better known paradigms (e.g. TQM, JIT, MRP, Balanced
Scorecard, ABC, ABM, EVA). For example, a MRP system requires adequate
information about the resource utilisation in the manufacturing processes. Since the
allocation of resources under conventional methods is heavily based on historical
financial costing information, conventional budgeting methods provide relatively little
support 1 terms of linking resource deployment with changes made through
manufacturing processes. Consequently, variances between budgets and actuals, 1n a
conventional stance, provide relatively little information to reveal the improvement of

resource utilisation made before and after adopting the MRP paradigm.
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In contrast to conventional methods, information such as ‘activity cost’,
‘output’ and ‘workload’, which is used routinely by ABC and ABM, promotes a growing
understanding of business operations which are unveiled by activity analysis. Interests in
allocating resources based on ABC information (e.g. the ABB applications) are perceived
in practice as addressing the major limitations of conventional budgeting and a natural

progression from the successful application of ABC (Business Today, 2000).

1.2.2 Business Organisations’ Interests in ABB

The enthusiasm and interests in ABB expressed by business organisations
have been reported in the literature (e.g. Borjesson, 1997; Brimson & Fraser, 1991;
Brimson & Antos, 1999; Foster & Swenson, 1997; Innes & Mitchell, 1995a/b; Kaplan &
Cooper, 1998; Newing, 1994; Wise, 1988). Surveys conducted to measure the extent of
success of ABC implementation have shown a certain degree of anticipation to extend the
use of ABC to ABB. For example, in their survey of ABC implementation in the U.K
large organisations, Innes and Mitchell (1995a) revealed that 29 out of 49 (60%) of ABC
users had applied ABC techniques to budgeting and considered their use of ABC in the
budgeting process as a fairly important and successful application. On the basis of
respondents to their survey which involved 166 ABC users at 132 organisations, Foster
and Swenson (1997) also indicated that, to some extent, ABC had been used for
budgeting and planning. Intheir survey o f ABC applications within organisations 1n
. logistics sector, Pohlen and Londe (1999) revealed that 19% of 282 surveyed
organisations considered ABB as a progression to the use of ABC information.

The interests in ABB have also been extended to government organisations.
For example, the government of Ireland was considering the application of ABB as a
future support to the allocation ofits foreign aid fund (Government o f Ireland, 2 000).
Owing to constraints of public resources, some government organisations in the U.K.
were actively seeking better budgeting systems to assist them to allocate and utilise
resources more effectively and efficiently (Bromwich & Lapsley, 1997; Likierman, 2001;
Midwinter & McGarvey, 2001). The two organisations (i.e. Crown Prosecution Services,
a government funded organisation and BG Transco, a government regulated

organisation), which have been identified and chosen as two of the three case study
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organisations in this research programme, have expressed their interests in ABB and have

undergone the implementation of respective ABB systems (see Chapters 6 and 7).

1.2.3 The Need to Clarify the ABB Design and Implementation Issues

While enthusiasm and interests in ABB exist, as revealed by the surveys
mentioned in Section 1.2.2, some issues related to the ABB implementation have not been
properly addressed by this type of research. These survey results explain relatively little

about:

»  The differences of design specifications between ABB, ABC and ABM models.
Survey results reveal relatively little about the design specification. A lack of
clear specification leads to difficulty in ABB design and implementation. For
example, how does an organisation use an ABC cost allocation model (i.e.
using multiple-stage cost drivers to allocate costs from resources, through
activities, to products, services or customers) and ABM models (e.g. using
‘workload’, ‘output’ measures to trace through the business processes) to form
an ABB model? How does an ABB model developed in a manufacturing
organisation differ from one in a government organisation?

»  The extent of ABB applications. These survey results give relatively limited
insights about the extent of ABB application (i.e. a full scaled ABB
application as described by Kaplan and Cooper (1998) as opposed to a partial
implementation which simply adopts some ABC information in a budgeting
process).

"  The existence of obstacles in the actual implementation of ABB. Since these
survey results tend to emphasise on the success measures and the extent o f
ABC applications, they give relatively little insights into actual ABB
implementation processes. The existence of obstacles, faced by ABB system
managers, has not been reported in detail.

Thus surveys, as one might expect, do not provide a rich description and
analysis either of the form of ABB or of the process and impact of its use in a real
organisational context. Moreover, apart from the surveys, very few detailed reports from

the academic literature are available on the actual form of ABB in practice and on the
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design, implementation issues and users’ experiences assoclated with ABB systems
(Dahlgren & Holmstrom, 2000; Robinson & Liu, 1998).

A preliminary investigation into ABB implementation and use, which forms
an integral p art o f this research programme, revealed that o rganisations p ioneering the
introduction of ABB have experienced various degrees of difficulty (Robinson & Liu,
1998)°. A part of this investigation, which is to identify the extent of the ABB system
implementation in the U. K, involves the collection of evidence from some 82
organisations that had participated in a two-year (1996-1997) nation-wide series of ‘ABM
Workshops’®. A simplified presentation of the results of this investigation is shown in
Table 1.2. It can be seen from Column A in Table 1.2 that 20 out of 82 (24%)
organisations responded p ositively to the question o f ‘ the adoption o f ABB technique’
asked during the workshops. This result confirms the relatively high level of interest
indicated in the previous section. Despite this level of interest, a follow-up enquiry,
which forms a part of the preliminary investigation, revealed that only 5 out of 82 (6%)
organisations had actually implemented ABB systems”.

The significant difference between the data expressed 1n columns A and B, as
shown 1n Table 1.2, raises some concern about the actual utilisation of ABB 1in business
organisations. Follow-up enquiries to those participating organisations indicate that
some difficulties, which almost inevitably include ‘teething problems’, are encountered
by business organisations in their attempts to implement ABB systems. Two of the few
empirical studies of ABB implementation have also revealed the difficulties in ABB
implementation. Borjesson (1997) reported in his case study of a Swedish organisation
that only two departments within the organisation were able to prepare budgets based on

activities and the organisation failed to replace its traditional budgeting process with the

ABB process. D ahlgren and H olmstrom (2000) also observed, in their case study of

> A longitudinal research on ABB has been carried out by University of Northumbna at Newcastle.
Preliminary investigations involving 82 organisations that participated in Charted Insititute of Management
Accountants (CIMA) ‘ABM Workshops’ indicated that: (1) 20 out of 82 or 24.39% of the participant
organisations claimed that they have adopted in some forms of ABB or were actively seeking to adopt
ABB; (2) some degrees of difficulty had been experienced during various phases of applying ABB theory
to practice (Robinson & Liu, 1998).

* The series of ‘ABM workshops’ was sponsored by Chartered Institute of Management Accountants
ECIMA).

During the selection of candidate organisations to form this case study, 4 out of this 5 organisations have
experienced some sorts of difficulties and had since ceased to continue their orginal implementation plans.
The experiences of three organisations are described in Chapters 5-7.
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Asea Brown Boveri Cewe (ABB, a Swedish manufacturing organisation), that the

implementation of ABB, despite positive intentions, remained incomplete.

Table 1.2 Results of Preliminary Investigation Based on the ‘ABM Workshops’
No. of **Yes’ Response to *Claim of !
: participants | ‘Adoption of ABB’ | ‘implemented ABB’ |
| (A) (B) [
1 Manufacturing 28 5 1 n
|
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100%

Note: * represents gstioshat reponded ‘ye‘ to the question of “the doption of ABB techm'e’
during the workshops.
“ represents organisations who replied to the follow-up enquiries on whether they have actually

implemented ABB systems.

Apart from the above empirical studies, existing ABB literature provides

relatively little evidence from a practical stance in respect of the following important

1ssues:

The technical design specification of an ABB system,

hnplementatioﬁ of ABB and its role in facilitating business budgeting
processes and integrating with management information systems within an
organisation, and

Users’ perception of the usefuiness of an ABB system.

There is, therefore, a need to address the above issues from an empirical stand

so that the impacts of various organisational and human factors associated with the

technical aspects of an ABB implementation can be clearly understood. In order to fulfil

this need, this research aims to address these issues. The theoretical underpinning of this

study 1s based on an understanding of ABC and budgeting per se obtained from reviewing

prior work on the principles, practices and effects of budgeting in an organisational

context (see Chapters 2 and 3).
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1.3. Objectives of this Research

The objectives for this research programme stem from a lack of empirical
evidence available to address the important issues identified above, and from the need to
explore the state-of-the-art in ABB practice. The research objectives are to:

(1) Obtain a rich technical description of the nature of operational ABB systems.
Some differentiation and consideration of generic and situational
characteristics will be made.

(ii) Investigate the dynamics of these systems in terms of their designs,
implementation and operational processes.

(1i1) Research the views of those involved in ABB: designers of the system,;
operators of the system; users of the system; and subjects of the system.

(iv) Identify technical, behavioural, organisational and cultural factors which
influence the design, implementation and operation of ABB systems.

In order to achieve these research objectives, a case study research approach6
is adopted as the basis of the empirical part of the research (which is further explained in
Chapter 4). Suitable organisations with actual hand-on experience of ABB are 1dentified
and included in the case study research. Data from these organisations forms the basis
for the case study research. The empirical results provide insights into ABB from a
practical viewpoint so that comparison with the theoretical framework as reported in the

literature can be carried out. Furthermore, the use of case study research enables this

research to investigate the effects of commonly identified generic budgeting issues in the
context of ABB (such as participation, devolution, performance measurement,

attainability of organisational goals).

° The case study approach has also been proposed by academics in order to gain detailed and in-depth
understanding. For example, Innes and Mitchell proposed further research to investigate ‘the claims on the
beneficial impact of ABC on their companies through case studies which permit a more direct and detailed
investigation of the full (positive and negative) effects of ABC (Innes & Mitchell, 1995a, p. 151)’.
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1.4. Contribution to Knowledge

As indicated in the literature review (see Chapter 2 & 3) and previous research
work (Lyne, 1988), it seems that material related to empirical studies of ABB, budgets
and budgeting process from public domain literature is still relatively limited. In
addition, calls for empirical study into practices in view of their limited evidences
emphasised the perceived need to investigate paradigms, such as ABB, 1n an

organisational context (Ashton, et al, 1991/1995; Otley & Berry, 1994; Scapens &
Arnold, 1986).

From the literature, it can be seen that the theoretical framework of ABB has
been . proposed by a small number of influential academics (e.g. Borjesson, 1997; Cooper
& Kaplan, 1999) and promoted by several leading consultants (e.g. Brimson & Fraser,
1991; Brimson & Antos, 1999; Connolly & Ashworth, 1994; Sharman, 1996). There are
very few suggestions in the ABB literature that the implementation of ABB may be
complex and problematic, and yet the preliminary investigation undertaken as part of this
research programme (see Section 1.2) has revealed that a number of organisations
pioneering ABB have experienced significant difficulties. This tends to suggest that
ABB processes are relatively more complex and difficult than the theoretical proposals in
the literature. Hence it is hoped that the results of this research will be of value to both
academics and practitioners.

This research makes a contribution to knowledge in the following three areas:

(1) It provides the first detailed account of ABB implementation in three UK
organisations. It includes the perspectives of managers from a wide spectrum
of functional areas, hierarchical levels and relationship to the budget.

(11) It provides an informed and relatively clear description and understanding of

ABB that has been synthesised from practical and theoretical viewpoints.

(111) It is the first analytical evaluation of theoretical ABB frameworks in terms of
their practical applications and their relationships to generic issues in the prior

ABC, ABM, and budgeting literature.

In summary, the units of analysis, the time period under consideration, the

linkage of practical issues to the established theoretical frameworks, and the development

of a theory of ABB implementation distinguish this research from previous case studies



Introduction Page 28

that, at best, have simply described and presented practical examples of technical aspects

of ABB for illustrative purposes.

1.5. Outline of the Thesis

The next chapter begins with reviewing the major prevailing traditional and
emergent literature to ABB as the standard ways of making a start. However, a major
problem confronting a novel researcher in this area is which theoretical perspective is
most appropriate. A Ph.D. can be a discovery voyage of searching a theoretical
perspective as well as gathering supporting empirical evidence on a question, problem or
situation. For example, the initial dilemma faced in this research was to decide upon the

theoretical stances, either based on activity-based literature or on budgeting literature.
One way of resolving this theoretical dilemma is to choose a perspective in advance and
to test 1ts efficiency in the field with a view to confirming, modifying or rejecting it.
Another 1s to carry a variety of possible perspectives into a pilot study to establish which
1s most meaningful in content and then to test them in the field. This carries the danger
of theoretical eclecticism and a lack of focus, but it has the advantage of creating theory
from the extant situation and, as was found to be the case here, to permit the insights of a
varlety of theoretical approaches to inform the actual situation simultaneously. Given the
lack of any single comprehensive theory of ABB, this latter case has its attractions as it

can help the emergence of a fuller picture of pertinent events, albeit in a somewhat

disjointed theoretical framework.

This research thus extends its review of ABB literature into two related
stances, namely ABC and Budgeting. The emergence of ABC, and later ABCM, has
stimulated a substantial amount of management accounting research.  Over the last
decade, many studies have revealed a variety of issues on the theoretical and empirical
aspects of ABC and ABCM (e.g. Anderson, 1995; Cobb et al, 1993; Cooper, 1988a/b;
Cooper, et. al. 1992a; Innes & Mitchell, 1998; Krumwiede, 1998a/b), which have
inevitable linkage with the development of ABB. This is discussed in Chapter 2.
Budgeting has beén an extensively researched topic in management accounting,
behavioural science, organisational and cultural studies (e.g. Argris, 1952/1996;

Gagliardi, 1990; Hofstede, 1980/1986; Otley, 1978/84; Wildavasky, 1961/64/75). Issues
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such as the development of budgeting processes, participation and organisational impacts
may inevitably have an influence on the use of ABB and these topics are discussed 1n
Chapter 3. T he literature review in ABC and b udgeting 1nforms the structure o f this
research study. Together with the justification of research methodology in Chapter 4, the
ultimate choice of triangulation in the case study 1s made to alleviate undue selectivity
and to 1ncrease the validity of empirical data collected for this research.

Figure 1.2 illustrates the organisation of the thesis. It 1s essentially organised
into four sections, Chapters 1-3 leading to the development of a conceptual framework for

this research, with Chapter 4 providing detail and justification of the theoretical approach

to the research design and empirical method chosen. Chapters 5-7 provide the illustration,
results and evaluation of the empirical work in respect to the three case study
organisations. A comparative analysis of the empirical work is presented in Chapter 8.

The conclusions and suggestions for further studies are in Chapter 9.
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Figure 1.2 Organisation of Thesis
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Chapter 2 Literature Review: Activity-Based Costing,
Management and Budgeting

2.1. Introduction

Until the 1920s, conventional costing systems, which had been developed over
the last two centuries, suited manufacturing processes in those days, when products were
produced in a smaller range and simpler manner with a relatively balanced consumption
between direct labour and overhead. Along with the availability of new technology, the
innovations of manufacturing processes and foreign competitions in the 1970s (Ashton, et al.,
1991/1995; Johnson & Kaplan, 1987), business organisations began to see some fundamental
shifts on their cost structures, i.e. a reduction of direct labour and a rapid increase of
overhead costs. After the 1970s, the understanding of product cost base and behaviour,
particularly overhead costs, became a most apparent need.

The basis of overhead costs was affected by three major factors: the growth of
overhead costs, the changing nature of overhead costs and the diminution of direct labour as
a proportion of total cost (Innes & Mitchell, 1993, pp. 54-56). Due to the advancement in
and availability of computer technologies, direct labour has been reduced substantially as a
proportion of total cost. = Whereas overhead cost, such as spending on research and
development and costs on operational support and maintenance, has become a growing part
of cost In many organisations. The allocation of overhead costs, under conventional
overhead costing, is still driven largely on the basis of production volume. Overhead costs
in modern industry, to assist the efficient production of a range of quality products, according
to advocates of ABC systems, are largely unaffected by production volume (Innes &
Mitchell, 1998, p. 7). Rather, the nature of overhead costs represents a series of activities
that an organisation carries out not only to support its current production but also to explore
future business opportunities. Thus, it becomes obvious that a more appropriate allocation
base, or multiple bases to allocate costs based on the direct nature of attribution to the

products are needed. The emergence of ABC seems to provide an answer for this need.
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Earlier attempts, either consciously or unconsciously, to introduce activity costing

can be dated back to the 1940s'. The present-day ABC is a result of co-operation between
both practitioners’ and academics to advance management accounting practice.  Two

academics — Robin Cooper and Robert Kaplan — from Harvard Business School can be

credited with the promotion of this popular approach through their series of case study
publications (Cooper, 1988a/b; Cooper & Kaplan, 1991a)°.

In summary, the emergence of ABC can be attributed to the following two

rcasons.

(i) The obsolescence of most organisations’ cost accounting methods (especially
overhead costing) in the face of the rapid advancement in contemporary business

operations.
(i) The lack of development in conventional costing systems to reflect the internal
changes in the nature of overhead costs and external changes in social,

economical and technological developments.

This chapter reviews the literature of ABC, ABCM and ABB respectively. The
review within each discipline focuses on definition, design, implementation, and issues arisen
from 1mplementation and the use of the respective systems. A building block for the

framework of this research is formed on the basis of literature review in this chapter and next

chapter (an overview on budgeting literature).

' Aiyathurai, et al. (1991) reported the use of one such method being employed at the Tennessee Valley
Authority in the 1940s, Horngren (1990) indicated a method similar to ABC methods used in the calculation of
distribution and selling overhead in 1950s, Pyhrr (1973) applied activity analysis in zero based budgeting,
Solomons (1968) introduced an ABC idea as a reliable basis for overhead cost computations, and Staubus
51971) formally discussed the term “activity costing’ and its theoretical applications.

The present-day ABC was developed during the 1970s and early 1980s in consulting firms such as Bain & Co.
and Boston Consulting Group and in organisations such as Schrader Bellows, John Deere and Union Pacific,
together with academics in Harvard Business School (Kaplan & Cooper, 1998).

* In their version of the emergence of ABC, Kaplan and Cooper (1998) stated that: ‘the term ‘activity-based
costing’ was first used in a John Deere pilot study of a new costing approach (see R. S. Kaplan and A. March,

“John Deere Component Works (A),” Harvard Business School Case #9-187-107). The term first appeared in R.
Cooper., ‘.‘Cost Management Concepts and Principles: The Rise of Activity-Based Costing — Part One: What 1s
an Activity-Based Cost System?” Joumal of Cost Management, Summer 1988, pp. 45-54; and Cooper and

Kaplan, “Measure Costs Right: Make the Right Decisions” Harvard Business Review, September-October,
1988, pp. 96-103.
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2.2. Activity-Based Costing

2.2.1 Definition

Generally speaking, ABC is a costing structure based on activities. It 1s based on
the logic that activities consume resource (and thus incur costs) while products consume
activities (Cooper & Kaplan, 1988). Thus if the consumption of activities by products can
be measured then costs can be tracked, through resource consumption patterns, to products
(Innes & Mitchell, 1991/1995b).

Activity-based cost systems, according to Cooper and Kaplan (1992), are used to
estimate the cost of producing outputs by the consumption of resources used and activities
performed in organisational processes, in that cost causality can be visualised to enable the
identification of used and unused activities.  Such visibility can be illustrated in the

following equations (Ibid.):

Activity Availability = Activity Usage + Unused Capacity
or
Cost of Activity Supplied = Cost of Activity Used + Cost of Unused Activity

2.2.2 Design of ABC Systems

ABC 1ntroduces a two-stage method that attributes costs first to production and

business activities, and then to products (on the basis of resource usage). The two-stage

procedure (see Figure 2.1) describes a basic theme in the design of the ABC system (Cooper,
1987):

“The first stage takes such resources as direct labour and supervision

and splits them up into sections, each related to a segment of the production

process. These segments can be machines, ... collections of machines, or even

entire departments. ... These costs are then traced, in the second stage, from the
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cost pool to the product using a measure of the quantity of resources consumed by

the product.”

As shown 1n Figure 2.1, basically, stage one of an ABC system is to establish a
set of cost pools in which each types of activities, which consume resources (direct and
overhead), can be identified and traced to. Rate, or cost driver, is determined by linking
resources consumed to the activities carried out, rather than unrelated production volume.
For example, cost of maintenance is determined by the number or times of routine monthly
maintenance (cost driver) required for normal operation, which is not necessarily directly
proportional to the production volume. Stage two of an ABC system links all activities to
products based on a set of cost drivers that link activities to products. For example, a plant

manager carries out a number of activities related to a range of products that he is responsible
for. Therefore, he needs to proportion the time he spent on the supervision of existing

products and development of new products accordingly.

Figure 2.1  Conceptual Model of an ABC System
Matenal RESOURCE
Handlmg Supervision CATEGORIES
First Resources
Stage Cost Drivers
. . ACTIVITY
CENTRES
Dnvers
Stage

() COST POOLS

Modified from: Beaujon, G. J. & Singhal, V. R., 1990. Understanding the Activity Costs in an Activity-Based
Cost System. Journal of Cost Management, Spring, pp. 51-72.
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A detailed design of an ABC system can be derived from the following five-steps

(Cooper, 1990b):

(1) Aggregate actions into activities: actions, or broader definition of activities, 1n an

organisation can be so vast that it is not economically viable to use a different
cost driver for each action. Thus, activities, within ABC systems, are treated as

the collection of actions and can be measures by a single driver to trace the costs

of those activities to products.

(1) Report the cost of activities: a certain level of detail is required to report the cost

of activities. For example, an ABC system may report the purchasing cost for
product X as £10, this amount includes activities such as receiving purchase
requests, making enquiries to alternative suppliers, placing orders, confirming
delivery, approving payment and sustaining departmental work (e.g. supervision,
training, etc.). The system may break the costs down and report the details such
as purchase request receiving cost of £1, enquiry cost of £1.5, etc.. The level of

details and aggregation depends on the system requirement specified by the

management.

(111) Identify activity centres: an activity centre is a segment of the production process

(1v)

(V)

for which the cost of the activities are required. = This enables managers to
visualise their activities and subsequently helps them to control their activities.
Select first-stage cost drivers: it traces the costs of inputs into cost pools in each
activity centre.

Select second-stage cost drivers: the cost drivers determined at the first stage are
reviewed again for their suitability in linking activities to products.

From the above description of the conceptual design of ABC systems it 1s

apparent that the two-stage process is common to both conventional and ABC costing

systems (Innes & Mitchell, 1998). Under both systems, costs are pooled and re-allocated to

products based on a series of cost drivers. The differences are the number of allocation

criterion and the measurement base. Under the conventional approach, the basis of pooling

and reallocation utilises a single allocation criterion, normally production volumes or

production department cost pools (but not activity cost pools), to re-allocate arbitrarily and

reapportion all production overheads, regardless of cause and effect of those overheads to
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products. Whereas under ABC, costs, including overhead costs, are put first to a number of
activity-based cost centres which are then directly linked to products through a series of cost
driver rates (Ibid., pp. 21-23). For example, costs incurred from supporting functions (e.g.
maintenance) are directly allocated to products through their own cost driver rates (e.g.
number of set-ups). This means clear causal links between activities and their use on final
products are inherent in an ABC system.

In addition, where a volume-based measure is used as an allocation rate to all
costs in a conventional approach, there will be a systematic distortion in the attachment of all
the non-volume related direct costs and overheads to products, i.e. those high volume
products will end up subsiding specialist ones. This is because the specialist products (e.g.
tailor-made cars that are manufactured according to customers’ requirements, such as colour
and interior) require more involvement of managers/supervisors, engineers and skilled
workers (thus incur more overheads) in comparison to the high volume products. Therefore,
1if a volume driven cost base (e.g. number of cars) is used to allocate overhead costs, the
overhead costs are shown to be more in high volume ones than the specialist ones, simply
because of the production volumes. ABC, on the other hand, can use multiple allocation
bases for the allocation of overheads, e.g. the proportion of time spent on each product for
managers and engineers and number of set-up for skilled workers. Through these multiple
allocation bases, the more relevant and accurate costs for the production between specialist
and high volume products can be differentiated and reflected accordingly.

Thus although a certain degree of similarity can be observed between
conventional and ABC systems, the latter is a refinement of the former via the logic
established behind the allocation of costs to products via multiple cost drivers. The benefits
of an effective ABC system can be summarised as follows:

(1) It 1s a complete overhead activity analysis which focuses a firm’s efforts on non-
value added costs and ways to reduce or eliminate them (Brimson, 1991). A
focus on overhead should lead to reduce transaction complexity via the visibility
of cost causality and highlighting of unnecessary overhead. Overhead is no
longer treated as an unavoidable or sunk cost, but as avoidable in a long run,

which will eventually lead to activity-based cost management (Chalos, 1992).



2.2.3

(i1)

(iii)

(iv)
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Product costs, even with a limited number of cost drivers being applied to the
aggregate product lines, become relatively more accurate than those calculated
using direct labour or machine hour-based allocations (Cooper & Kaplan, 1992).
An ABC system helps to establish forward focuses on accounting customers (e.g.
managers) and estimated future information, rather than on financial accounting,
accountants and past information under conventional cost accounting systems
(Brimson, 1991).

An ABC system, through its use of multiple cost drivers to trace the costs in a
manufacturing process, establishes a clear causal link between resources,

activities and products (Cokins, et. al., 1993).

Implementation of ABC Systems

Having reviewed the emergence, definition, designs and benefits of ABC, 1t

seems that ABC can potentially provide more accurate costing information to business

practice.

However, some studies found that ABC has not been widely adopted in practice

(Burns & Scapens, 2000; Bromwich & Hong, 1999; Cobbs, et. al., 1992; Innes & Mitchell,
1995a/1998; Malmi, 1997; Roberts & Silvester, 1996). These studies revealed the following

1ssues related to ABC implementation processes:

(1)  The variations of objectives, rigours and commitment for an ABC implementation

(Innes & Mitchell, 1998), i.e. the problems between an organisational functional
structure and the extent of ABC applications became obvious when ABC is used

not only for product costing but for cost management;

(11) The institutional action of existing procedures which hinders change (Bums &

Scapens, 2000; Chenhall & Langfield-Smith, 1998; Innes & Mitchell, 1998;
Markus, 1983; Scapens, 1994), i.e. that managers and accountants who are
accustomed to and have positive opinions about the relevance and usefulness of

the existing accounting systems may cast doubt on and/or resist the adoption of

new techniques and systems;
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(111) The costs and difficulties in implementing ABC systems (Cobb et al., 1992/3;
Innes & Mitchell, 1995b/1998; Malmi, 1997); and
(1v) Restrictions of cost variability which may affect the relevance and usefulness of

ABC information for decision making (Bromwich & Hong, 1999; Noreen, 1991).

These issues, which appear to relate to ABC implementations, may have a generic
nature and bear relevance to other activity-based system implementations, e.g. ABCM and
ABB. This is because activity information such as cost drivers and activity unit costs used
in an ABC system can be readily incorporated into the structure of an ABCM or ABB
system.  Further factors affecting an ABC implementation process may re-occur in an
ABCM or ABB implementation.  Thus it is necessary to review literature on ABC
implementation in order to identify a range of issues that are relevant to the study and the
understanding of ABB.

The first concern is about variations of a system. The term ‘system’ can be
associated with a number of variations, such as objectives, and technical implications (e.g.
software packages and system designs, such as cost drivers and number of activities) and
organisational factors (e.g. size and existing procedures). Among them, a system’s objective
can be regarded as a major source of variation (Innes & Mitchell, 1998). In the case of an
ABC system the decisions on what purposes an ABC can serve is a stepping stone towards
building a system for product costing, cost management and/or planning (including
budgeting). To achieve one or more purposes, an ABC implementation needs to identify
relevant activities, cost pools and cost drivers. In this respect, issues arising from and

practical problems associated with the implementation processes that aim to achieve some

generic objectives may have a generic nature.,

Early studies of ABC implementation were carried out by academics and
management consultants in the areas of system design specifications, selection of activities
and cost drivers, and process design (e.g. Campi, 1992; Cokins, et al., 1993; Cooper, 1990b;
Innes & Mitchell, 1995b; Lawson, 1994; Mevellec, 1993; Morrow & Connelly, 1994). On
the basis of these studies the existence of some generic issues and steps can be observed.
For example, Morrow and Connelly (1994) categorised practical problems associated with
ABC implementation into five areas: (1) behavioural, (2) project focus, (3) commitment, (4)

data availability, and (5) consistency of approach. Cooper (1990b) suggested that some
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common steps can be taken in order to ensure a successful implementation: (1) ABC
education, (2) design meetings to ensure the correct approach taken and reach consensus to
the design of the system, (3) data gathering, (4) progress meetings to keep management
informed and (5) the implementation team updated and results meetings. Taking account of
the restriction of time and cost of an ABC implementation, he also identified six major
decisions in relation to the design of an ABC system before actual implementation. The
decisions to be addressed are (Ibid, 1990b):

(1) Stand alone or integrated system,

(1) Simple or complex design,

(111) Level of precision desired,

(1v) Historical or future orientation,

(v) ‘Ownership’ of final system,

(vi) Whether a formal design plan should be used.

Other researchers supplemented the above steps with other related issues, such as
appropriate management processes, nature of behaviour and organisational barriers, that
should be considered in an ABC implementation (e.g. Cooper, et al, 1992b; Kleinsorge &
Tanner, 1991; Miller, 1990; Norkiewicz, 1994).

Apart from the above, some publications reported the results of investigations on
ABC mmplementations in business organisations and revealed experience gained and lessons
learnt.  The differences in specifications (in the design of ABC systems) and views
expressed by managers and accountants (as reported in those publications) are generally in
agreement with theoretical work reported in the literature. More importantly, the possible
applications of ABC systems for the purpose of cost management are also addressed in these
reports. For example, a PC-based ABC system was used by a small manufacturer to identify
non-value-added activities and to provide relevant information for long-term profitability
analysis of products (MacArthur, 1993). Eiler and Campi (1990) detailed the steps adopted
by an organisation in chemical industry which utilised preliminary diagnosis for business
profiling through activity and cost driver analyses.

In summary, those studies of ABC implementation in the early 1990s primarily
focused on technical aspect of ABC and were rather oblivious to the fact that ABC systems

need to exist in social éettings, in which technical implementation may be affected by a wide
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range of other non-technical factors. To a certain extent, these publications, according to
Innes and Mitchell (1998, p. 76), ‘fall into two categories. The first is reflective, usually
written by those who have been responsible for designing and running a system. The second
type is produced by academics as teaching case studies. Both of these approaches may
suffer from a lack of objectivity in the generation and presentation of information.”

In a search for more relevant knowledge of ABC implementation, a series of case
studies, adopted from a social science stance, were reported in the literature about the ABC
implementation processes and their impacts on organisations and management. From their
longitudinal study of an organisation’s initiation and implementation of ABC concept, Innes
and Mitchell (1991) reported that some benefits have been achieved as a result of ABC
implementation (e.g. cost saving, increased visibility of several overhead areas, elimination
of non-value added activities in customer servicing and identification of maintenance
problem areas). They also revealed some difficulties (e.g. managerial enthusiasm for ABC
without being fully aware or prepared for pros and cons in an ABC system, risk of
insuffictent resources throughout the implementation process, and potential conflict between
process information revealed from ABC and functional structure of an organisation). They
suggested that some factors, in their view, are essential to achieve a successful ABC
implementation. These factors include the establishment of objectives for ABC
implementation to match the underlying strategic policies and goals of the firm, top
management support, adequate and readily available resources provision, involvement and
consultation of staff, and participative approach in data gathering.

Another study which focused on the identification of success factors at various
stages of ABC implementation was conducted by Anderson (1995). In her longitudinal
investigation of General Motor (GM) between 1986-1993, she first segmented GM’s ABC
implementation process into four stages (i.e. initiation, adoption, adaptation and acceptance)
by adopting Cooper and Zmud (1990)’s Factor-Stage Model as a structure to describe the
implementation of ABC at GM. She then found evidence to associate factors with various
implementation stages. For example, organisational factors, such as support by upper
management and investment in training, are found to affect the various stages significantly in
different ways.  Other contextual factors, such as competition, relevance to managers’

decisions and compatibility with existing systems have varying degrees of impact among the
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various stages studied. Besides Anderson (ibid.), other two studies have also attempted to
segment ABC implementation stages. Gosselin (1997) divided the implementation of ABC
into two stages: adoption and implementation. He found that ABC adoption is associated
with a ‘prospector’ strategy and with vertical differentiation whereas ABC implementation is
associated with centralised decision making and formalised job procedures, but not with the
strategy or vertical differentiation. Krumwiede (1998b) studied the influence of
organisational and contextual factors affected on a ten-stage ABC implementation process.
He found evidence to support the view that some factors become important as the
implementation process proceeds from initial towards final stages. He confirmed earlier
studies that organisational factors (i.e. top management support, non-accounting ownership
and implementation training) were strongly linked to the probability of reaching the highest
stage of an ABC implementation. Contextual factors, on the other hand, which had the
potential of distorting costs, appeared to be an important motivator in both the adoption and

routinisation stages of an ABC implementation.

A summary of prior empirical studies focusing on factors affecting the ‘success’

of ABC implementation is listed in Table 2.1.
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In summary, ABC implementation issues reported in the literature can be

summarised as follows:

2.3.

Practical knowledge of applying the conceptual design of an ABC system
within an organisation context: this mainly includes the identification of a
suitable number of cost drivers and activities, selection of activities that
relates to products, linkage between ABC to organisational strategic
objectives, and an understanding of capability of existing computer systems to
support ABC systems.

Organisational factors: top management support, resource adequacy,
implementation training, and structure of organisation and culture.

Behavioural factors: participative manner in the process of development and

implementation of ABC systems and awareness to individual users’

behaviour.
Other contextual factors: competition, task, quality and relevance of cost

information to managerial decisions, size of organisation, compensation and

reward, general need for change, and culture.

Activity-Based Cost Management

While ABC was initially introduced as a method to achieve a relatively

accurate product costing, it was soon found to have a wide range of usage for cost

management purposes. The inclusion of product and activity costs, where activities are

the fundamental building blocks of business process, creates a cross-functional process

view, 1.e. the ABCM perspective.
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2.3.1 Definition

An ABCM refers to the use of ABC information to highlight activities that
incur costs and promote management decisions that are consistent with business

operations and lean production’ (Cooper & Kaplan, 1991b).

2.3.2 Applications of ABCM

Generally speaking, applications of ABCM, or the use of ABC information

for management purpose can be broadly divided into two areas, namely costing and

management, this 1s shown in Figure 2.2.

Figure 2.2  The Use of ABC Information

iy iyl e b | i

—
ABC information: 1

x  [nit cost
»  Work load i

Costing:
» Products
= Customers

= Capital Investment

Aids to Management:

= Cost Reduction/modelling
» Process analysis

» Benchmarking

= Performance measurement/
improvement

* Budgeting

= Strategic control

In the case of costing, the causal link between resource, activities and

products/services can be connected via cost drivers to individual product lines, thus
increasing the visibility of product (customer) costs and its relevant cost components. As

a result, cost analysis aiming at cost reduction can be conducted in a relatively simple and

* The lean production includes reduction of inventories; process re-engineering within business (e.g. the
tendency to use common components and reduction of total quality costs or non-value added cost as a resuit
of quality improvement) and within supply chains (e.g. JIT or minimising costs of ownership through

supplier management); customer profitability analysis and decision analysis (via linking product design
decisions to manufacturing cost).
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effective manner via segregation of types of products (e.g. specialist against high volume
ones) and components (e.g. costs for direct and support activities).

For cost management purposes, activity information can be utilised as a part
of management information to provide support to management decision-making
processes, which often need to examine activities across departmental boundaries in an
attempt to re-engineer business processes. In this respect, an ABC process tends to offer
relatively rigorous and thorough investigation of the business processes in terms of scope
and sophistication.

Activity analysis is an integral part of the ABC analysis. Schematically, an
activity refers to a unit of work that has identifiable starting and ending points, that

consumes resources (inputs) and produces outputs. An organisation thus can be viewed

as a system consisting of activities (see Figure 2.3).

Figure 2.3  An Organisation as a System Consisting of Activities
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On the basis of activities used for ABC purposes and interpretation of
activities as basic components of business processes, Raffish (1991) proposed a logic
diagram of ABC (see Figure 2.4). As shown in Figure 2.4, the cost assignment view
corresponds to the two-stage ABC model (as shown in Figure 2.1). It focuses on the
attainment of product cost information and leads cost-related decision making. On the
other hand, the ABC information used in a process view corresponds to management
purposes. Hence this view i1s related to an ABM conceptual approach, i.e. utilising ABC

information for process and activity management purpose (e.g. process re-engineering

and best practice).
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Figure 2.4  Activity-Based Costing Logical Model
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Source: a logical diagram of an ABC model proposed by Raffish (1991), slightly modified.

The versatility of activity-based systems can partly be attributed to the
richness of activity information, which contains quantitative and qualitative information.
Quantitative information (i.e. costs and workload volume) can be used for cost
assignment purpose whereas qualitative information (e.g. activity links, cost drivers,
trend, and performance measures) can be utilised to serve the purpose of process control.
The qualitative information formed the basis for activity-based cost management
(ABCM) and for general management purposes (ABM). According to Cooper et al.
(1992a), ABM is more than a system and can be regarded as a management process.
They tound from their case studies to a number of organisations that:

‘In a successful ABM, managers at an organisation understood
that the ABC information enabled them to manage activities and business
processes by providing a cross-functional and integrated view of the firm.’
From the above view, it can be argued that the benefits of ABC can be fully

realised by the use of ABCM or ABM. ABC information, by itself, does not invoke
actions and decisions leading to improved profits and operating performance. However,
such benefits can be reached in ABCM whereby the management institutes a conscious
process of organisational change and actions in an attempt to achieve the benefits

resulting from the improved insights of ABC analysis.
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In conjunction with other management paradigms, such as TQM, JIT,
Business Process Re-engineering (BPR), the scope of ABCM has been extended to a
variety of disciplines in management accounting, such as performance measurement,
customer profitability analysis and budgeting (see Figure 2.2). ABCM has been used to
help managers in making strategic decisions, such as outsourcing and decentralisation, at
different sectors (including manufacturing, service, not-for-profit and governmental
organisations) (Anderson & Narus, 1995; Antos, 1992; Armitage & Russell, 1993;
Awasthi, 1994; Carlson & Young, 1993; Chalos, 1995; Cokins, 1994; Datar, et.al., 1991,
Donnelly, 1995; Green et al., 1991; Lamond, 1992; Moravec & Yoemans, 1992). For
example, Innes and Mictchell (1995a) found in their survey of 251 large UK.
organisations that ABCM has been used for budgeting, cost modelling, customer
profitability analysis and performance measurement. Swenson (1995) also found from
s field study that apart from the initial use for product costing, the most frequent use of

ABC 1information is to support process improvement and decisions on pricing and

product mix.

The common applications of ABCM in practice are revealed in prior empirical

studies, such as case studies and survey, the results are summarised in Table 2.2.

Table 2.2 Activity-Based Cost Management Applications Adopted in Practice

Innes& |Bhimani| Andersn
Mitchell | & Pigott| (1995)
(1991) | (1993)

Applications

Cost Reduction

Shields | Swenson| Innes& | Innes CIMA
(1995)* | (1995) | Mitchell | etal. | Workshops’
(1995a) (2000) results”
% %

18.0
(identify waste) |

control)

Product/

Semce
\ Pricing .
Performance I
'measurement/ .

Improvement

|
iCostmodelling | | |
!--

profitability (Order
; analvsis processing)

] 622 | 645 |
--_
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T Applications | Innes& |Bhimani| Andersn{ Shields | Swenson| Innes& | Innes CIMA
Mitchell | & Pigott| (1995) | (1995)* | (1995) | Mitchell | et al. Workshops’
(1991) | (1993) (1995a) | (2000) re:sults‘:’L
O 0

| Output
[decisions

I P P
service design | 351 41.9
—----
valuation

19.8 -
lapplications (Capltal | (benchmarking) |
| Investment 28.6 -

appraisal) (devolve
- management |
resy on51b111ty)

| Usable Sample
size (for survey
lonly) in number

Note: The results revealed in this table are based on two types of empirical studies, i.e. case study and
survey. ‘x’ refers to the application that was found to be in use in the case study organisation; whereas
percentage refers to the extent of use of a particular application in the survey for a number of sample size as
defined in the last row ‘Usable sample size (for survey only) in number’.

*Shields (1995) uses means test to the four purposes (i.e. activity analysis, product costing, reengineernng
and performance measurement) of ABC in his survey. This ‘x’ is combined the results shown in ‘the
current status of ABC’ with ‘future objectives of ABC’. Other applications refer to reengineering and
activity analysis.

“This is a part of questionnaire used in CIMA’s ABM workshops, where the use of ABM techniques are
asked to participants.

W
ﬁ.
o
P
|

From the results in Table 2.2, it is apparent that the two common applications
of ABCM in those studied organisations are in cost reduction and performance
measurement.  Other various applications include benchmarking (or league table),
sourcing, product/service pricing, customer profitability analysis, cost modelling and
budgeting. A clear interest in ABB can be seen from three survey results indicated in the

Table 2.2 (i.e. Innes & Mitchell, 1995a; Innes, et al, 2000; and CIMA workshops’

results).
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2.4, Activity-Based Budgeting

Among the applications shown in Table 2.2, there is an indication that
organisations have already attempted to use of ABC information in budgeting, or ABB.
A reason for this is that budgeting is an essential part of an organisational planning
process in which organisations adopt and devise strategies to rationalise business actions
In order to meet both short- and long- terms objectives, and prepare themselves for
uncertainty and competition. Furthermore, some academics and management
consultants view ABB as one of the advanced steps of ABC applications which can help

an organisation to achieve a forward looking objective in the face of competitions

(Brimson, 1991; Brimson & Antos, 1999; Brimson & Fraser, 1991; Harvey, 1991;
Kaplan & Cooper, 1998).

In addition, the attention to extend ABC to ABB did not arise suddenly
partially because budgeting has always been a popular research topic in management
accounting (Otley, 1984). A budget is also a way to translate organisational strategic
plans into a measurable form of actions. It is an aid to place direction throughout the
organisation and to enable the management to exercise control over the business
operations. The conventional approaches to budgeting, which rely largely on
conventional costing information (in that its use of volume driven allocation bases to
overhead often tends to hide causal link between cost drivers and activities consumed to
products/services), provide relatively little information necessary to support managerial
decision-making processes. The decisions taken on the basis of conventional budgeting
methods often result in drawbacks (which are often being criticised), such as rigid across-
the-board cuts, less cost-effectiveness (in comparison between the effort to construct a
budget and the usefulness of a budget to management), and cause some dysfunctional
behaviour (Chow, et al, 1991; Dunk, 1993s; Nouri, 1994; Prendergast, 1997; Young,
1985). The use of ABC information in budgeting (i.e. ABB), on the other hand, enables
managers to visualise the causal links between business processes and ABC product
costs, and this can help managers to make sensible budget decisions without causing

adverse mfluences to productivity, quality or morale, provided the ABB system is

implemented successfully.
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In contrast to the large amount of research work done in the area of ABC and
ABCM over the last decade, this research reveals that research in ABB is still at a very
early stage in Europe (Dahlgen & Holmstrom, 2000), the U.K, and USA (Kaplan &
Cooper, 1998).

The following sub-section introduces definition and the design of ABB
systems, potential benefits of ABB and ABB implementation with a detailed review of

empirical studies. A building block of the research framework is then presented.

2.4.1 Definition and Design of ABB

2.4.1.1. Definition

The term “ABB?” is inevitably linked with ABC, because of the historical link
between costing methods and budgeting (Boyns, 1998). More importantly, the benefits
of ABC information (e.g. the visibility of number of activity occurrences and causal links
of resources and products via cost drivers ABB) makes the ABC an attractive extension
to budgeting (Table 2.2 shows evidence to support this view). For example, using an
ABB approach, an overall budget reduction of 10% may not be translated to an “across-
the-board’ cut, but to a 15% reduction of overhead for a high-volume product line and a
5% increase of overhead for a low-volume product line. This is simply because the low-
volume product line requires more support activities (thus more overhead) than a high-
volume product line.

Academic advocates have suggested that an ABB approach is much more
appropriate in an environment which is constantly focusing on activities in order to
improve efficiency and achieve the most effective use of financial resources (Glad &
Becker, 1994; Kaplan & Cooper, 1998). An ABB system is deemed to “fit” an ABCM
based organisation and enables an enterprise-wide planning system in which resources

and activities are inextricably linked (Brimson & Antos, 1994).
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2.4.1.2. Two Proposed ABB Approaches in Literature

On the basis of limited published literature, ABB is recognised by leading
academics such as Kaplan and Cooper (1998) as “an extremely important application™.
Indeed they have indicated that “the real sustainable payoffs from ABC & ABM cannot
occur unless they become embedded in the organisation’s budgeting process (p.303)",
Sharman (1996) supports this positive view, describing ABB as “a most powerful device
to our organisations in driving change and human behaviour (p.21).”

An early framework for ABB was given by Brimson and Fraser (1991) shortly
after ABC emerged in the late 1980’s. They suggested that the key elements of ABB
and the budget process can be illustrated by the following diagram (Figure 2.5) with
particular emphasis on strategy, improvement options and priorities:

» A planning process linked to the organisation’s strategic objectives;

»  Use of well proven activity analysis techniques — the heart of all activity based
systems;

= Identification of cost improvement opportunities;

"  Analysis of discretionary spending options and priority ranking;

»  Establishment of performance targets for control;

* Integration with activity planning and accounting to provide effective control;

* A participative process to control and sustain continuous improvement.
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Figure 2.5  The ABB Process as per Brimson & Fraser
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Source from: Brimson & Fraser (1991). The Key Feature of ABB. Management Accounting, January, p. 42.

Brimson (1991) suggested that ‘assessing the factors that control activity
volume is an important technique for budgeting the resources necessary to perform an
activity (p. 64).’

Subsequently, Brimson and Antos (1994) defined ABB as “the process of
planning and controlling the expected activities of the organisation to derive a cost-

effective budget that meets forecasted workload and agreed strategic goals,” and

emphasised that the key elements of an ABB include:
»  Type of work to be done
*  Quantity of work to be done

n Cost of work to be done

Brimson and Antos (1999) explained the framework with a more detailed

description of ABB procedure. Together with the concept of feature costing, which 1s
based on a process model of activity costs, their focus of ABB is mainly based on
workload.

These key elements of ABB, which focus primarily on work and not costs,

were also recognised by Raiborn, et al (1996): “Costs are determined after the activity

workload 1s defined.”
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Recently Kaplan and Cooper (1998) suggested that ABC provides information
for important, ongoing managernal processes and is an essential component of an ABB
system. Using ABB, managers can determine the supply of resources to operating units
and responsibility centres based on the demands for activities they are expected to
perform (Ibid.). They also suggested that ABB is an important process by which costs,
previously thought to be fixed, can be realistically treated as variables, because those
conventionally fixed cost can be changed based on the knowledge of the demands for

activities during a budgeting period. They demonstrated the sequence of the ABB

process as follow (Figure 2.6):

Figure 2.6 @ The ABB process as per Kaplan & Cooper

Required Multiple Resources
Resources

Produce Set up Pack and
Activities Product and Run Ship
Financial Machine Product
Reports
: Number Number Number
Cr;g;:;;esrs Number of Product of of
of Orders Lines Production Shipments
Batches
Products

Multiple Products/
Services/Customers

Source from: Kaplan & Cooper (1998). Cost and Effect. HBS Press Book, Boston, Massachusetts, p.304.

A bref explanation of Kaplan and Cooper’s ABB process can be described as

follows:

(1) Estimate next period’s sales and production volumes: this includes not only

the products and services that will be sold, but also the information about

individual customers (or customer types) expected to buy the products and

services.

(1) Forecast the demand for organisational activities: this process should be

identical to that used in conventional budgeting for calculating budgets for

purchasing materials, the utilisation of machines, and the supply of direct
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labour, based on the forecasted production mix for the coming year. ABB
extends the conventional budgeting exercise by forecasting the demands for
all indirect and support activities: ordering, receiving and handling matenals;
processing customer orders, complaints, and requests for technical support;
scheduling and setting up for production runs; and all other activities

identified 1n the activity dictionary.

(ili) Calculate the resource demands needed for organisational activities: with the

(v)

(V)

2.4.1.3.

knowledge of the expected quantity of demands for activities, the budgeting
team can then estimate the resources that must be supplied to perform the
level of activities required.

Determine the actual resource supply to meet the demands: at this stage, the
budgeting process converts the demand for resources to perform activities

(calculated in the third stage above) into an estimate of the total resources of

each type that must be supplied.
Determine activity capacity: when all the resources of an activity have been

identified, the user can then determine the practical capacity of the activity.

This is the capacity of the resource that will constrain the ability of the firm to

perform the activity.

Two ABB proposals Compared: Similarities and Differences

The framework proposed by Brimson and Fraser (1991) and the process

proposed by Kaplan and Cooper (1998), at a first glance, seem to be supplementary to

one another, in that Kaplan and Cooper’s ABB process is to show the details of the

outlining process in Brimson and Fraser’s proposed framework. However, on a closer

examination using Raffish (1991)’s ABC logical model — cost assignment and process

views (see Figure 2.3), one can deduce that the two models have two different focuses.

Brimson and Fraser’s ABB framework refers to a general way to use ABC information in

budgeting, and tends to be in line with the process view. As Brimson and Antos (1999,

p.109) stressed ‘when an organisation creates an activity-based budget, it must start with

a business process workload that results from the customers of any business processes for
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which a department performs activities.” Thus the aim of their ABB approach 1s to
enable management to translate strategy into a process and activity framework, to plan its
future feasible business processes, and to manage activity and capacity. From their early
framework and later suggestions on ABB, a clear focus on business process can be
observed, such as increased understanding and assessment of business/manufacturing
processes via comparisons on product lines (e.g. high- and low-volumes).

The ABB process, proposed by Kaplan and Cooper (1998), on the other hand,
fits in the cost assignment view since it ‘works against normal cost flow 1n an ABC
process’ (Kaplan & Cooper, 1998). In an ideal ABB situation, the supply of resources
can be determined based on demand for the upcoming year. Kaplan and Cooper (Ibid, p.
304) described that ABB can turn conventional fixed resources (e.g. personnel,
equipment and facilities, and information systems supplying computing and
telecommunications) into variable ones by providing managers the information they need
during the budgeting process. Thus, with these information, managers will only acquire,
supply and maintain those resources needed to perform the activities expected to be
demanded in the upcoming years, i.e. the determinant of resource cost information (i.e.
resource supply to meet demands).

Although the two models demonstrate different views of ABB, there are also
some similarities in them. Firstly, both models are activity oriented, in that activity
analysis 1s required in both ABB models in order to obtain activity information and to
establish causal links between resources and products (or services).  Secondly, the
implementation of both models requires ABC knowledge, in that budgeting processes are
to be performed via the understanding of activity demands and the causal links between
activity and resources.

Thus, 1n practice one has the option to choose one of the two ABB models.
The choice of an appropriate model depends on the approaches and objectives taken by

individual organisations. = However, in all cases, ABC analysis and knowledge are

essential elements in any ABB systems.
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2.4.2 Potential Benefits of ABB

Theoretically speaking, ABB can avoid the drawbacks of the conventional
budgeting because of the exposure of clear causal links between resource, activities and
products and visibility of cost drivers generated from ABC, which provides a foundation
for achieving enterprise excellence by eliminating distortions and cross-subsidisation
caused by traditional cost allocations (Brimson & Antos, 1994). By integrating ABC
into a company’s budgetary system, ABB provides more detailed information about
overhead costs and reveals inaccuracies in spending for specific overhead resources
(Brimson, 1991).  The construction of an activity-based budget differs from the
conventional budgeting practice, which is based on applying an inflation percentage to
previous year’s financial figures. Instead, ABB concentrates on the comparison between
resource needed and supplied to determine whether or not there is a resource surplus or
deficit, the information of which is significant for budgeting purpose (Connolly &
Ashworth, 1994; McClenahen, 1995).

ABB also provides a base line for improving cost and performance by
conducting a series of analyses, e.g. non-value-added analysis and best practices analysis
(Brimson, 1991; Borjession, 1997; Hood & Cohen, 1997; Klammer, et. al., 1997).
According to Borjesson (1997), an important advantage of ABB is that an activity-based
budget provides the possibility of evaluating efficiency by using a comparison of
resource consumption and actual activity volume. Instead of concentrating on the cost of
such 1tems as salaries, supplies, and insurance, ABB focuses on the processes integral to a
business (McClenahen, 1995). In addition, ABB helps organisations to distinguish
between those actions that add value for customers and those that do not — such as
controlling quality and performing machinery set-ups (Connolly & Ashworth, 1994).

Furthermore, integrating activity cost and budgetary information ABB
provides more detailed information about overheads which is essential for the

dissemination of activity-based thinking throughout an organisation (Borjesson,

1994/1997; Wise, 1988).
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2.4.3 ABB Implementation

The two different focuses — process and cost assignment views (Figure 2.3)
(which are presented in Brimson and Fraser (1991)’s ABB framework and Kaplan and
Cooper (1998)’s ABB process® respectively) — may provide some indications to the
possible budget outcomes. Broadly speaking, the two main types of ABB budgets can be
derived, namely a product cost budget (whereby activity information is used in process
analysis across functional departments) and a functional budget (whereby the determinant
of resource cost information is formulated into a general ledger so as to group resources
into functional departments). The two different budget outcomes, which are determined
by the objectives of ABB system implementation, are used to support different areas of a
decision-making process. Brimson and Antos (1999) studied some organisations that
have implemented ABB at various stages, from progression to full implementation.
They summarised the following five key areas that represented the majority of the use of
ABB information (Ibid, p. 235):
(i) Supporting strategic decision making, such as product pricing, product mix,
make versus buy, and investment decisions;
(ii) Improving concurrent engineering processes, including cost awareness in the
design decisions;
(iii) Motivating continuous improvements and the understanding of competitive
gaps,
(iv) Enhancing the ability to benchmark cost information against best-in-class;
(v) Removing communication barriers by providing an understanding of activity
workload, cost, and forecasted demand requirements.
As illustrated in Section 2.3.1-2, prior studies in ABC have revealed some
initial enthusiasms in the use of ABC in budgeting (e.g. Foster & Swenson, 1997; Innes

& Mitchell, 1995a; Robinson & Liu, 1998; Swenson, 1995). The potential positive

> The ABB process, as described by Kaplan and Cooper (1998), may also be used to calculate a product
cost budget, theoretically speaking, via information on determined resource costs. However, it is yet known

the practical implication of such process to make it possible, because of the perceived large number of
permutations.
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theoretical benefits of ABB are supported by evidence presented by empirical studies.
For example, based on his study of a Swedish manufacturing company, Borjesson (1997)
claimed that the main interest lies in controlling indirect costs through ‘questioning of
proposed levels of resources for activities and an evaluation of reported performance 1n
terms of resources per unit of output.” In a case study of an U.S. manufacturing
organisation, Block and Carr (1999) stressed that ‘ABB 1s adopted as a means to better
understand its cost structure and establish reasonable product-cost projections.’
Dahlgren and Holmstrom (2000) found that the use of ABB provides a continuous link
between budgeting and product costing. However, detailed empirical studies on ABB
are relatively scarce and hence the three case studies reported in the literature can only
yield limited details on the types of budgets derived and processes of development and

implementation (see Table 2.3).
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As shown in Table 2.3, some limitations can be observed from these empirical

studies.
» There 1s a lack of U.K. based study.
» All of the three studies involve single sites.
= All three organisations are in the manufacturing sector.
» There are insufficient details about the outputs of these ABB models/systems (e.g.
a functional budget or a process/product cost budget).
= There are also insufficient details about the stages of implementation to reveal
factors that may affect implementation processes.
» Two of the three case studies did not specify data collection methods (e.g.
interviews)ﬁ.
The three case studies, although providing some insights into ABB, are rather
limited in scope and lack depth in the coverage of ABB experience. Hence a detailed research

in exploring various sectors of industry in the U.K. would represent a significant contribution

in this aspect.

2.4.4 Towards Building up a Framework for this ABB Researcl

The lack of empirical study has also been recognised by researchers. In their
survey, Innes and Mitchell (1995a) called for more case studies that were able to quantify the
claims of the beneficial impacts of ABC made by those surveyed companies.  They
suggested that further case studies will permit a more direct and detailed investigation of the
full (positive and negative) effects of ABC (Innes & Mitchell, 1995a, p. 151). Swenson
(1995, p.176) also noted that ‘future studies should include firms which have attempted to

implement ABC but failed ... look for differences in firm characteristics, or other factors

® This may be attributed to emphasis placed by the authors of these articles as well as the journal/publications
which these articles are published. Both case studies of both Block & Carr (1999) and Bojesson (1997) are
published in Journal of Cost Management, which is a practitioner based journal where contributors are normally
based in practice. The case reported is based on their on-site experiences. The case study of Dahlgren &
Holmstrom (2000), which references group of interviewees, is reported in European Accounting conference.
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such as management support or commitment, to explain success or failure with activity-based
costing.’

Owing to a lack of reported practical experience in ABB, this research goes some
way 1n addressing the important issues associated with ABB by carrying out a comprehensive
and comparative multiple-case investigation on ABB practice. An appropriate research
framework 1s needed to provide a consistent description of implementation process and to
allow analysis of factors, experiences and comparative studies of cases to be carried out.

A review of ABB literature reveals that appropriate analysis and knowledge of
ABC are pre-requisites of an ABB implementation (see Section 2.4.1). An understanding of
ABC implementation may provide some useful lessons for an ABB implementation. Some
of the prior studies in ABC implementation have also taken a cross-disciplinary approach by
combining ABC literature with the innovation and technological diffusion literature (e.g.
Anderson, 1995; Cooper & Zmud, 1990; Krumwiede, 1998b; Rogers, 1983; Swenson, 1995).
As 1ndicated in Table 2.1, some of these studies have explored implementation issues by
using various stages in an attempt to explain information system adoption and examine
factors involved with infusion of such an information system. In light of advancement in
information technology and inevitable reliance of computer to deal with complex
computational problems, an ABB implementation may also need to take account of both IT
implementation (e.g. selection of software and system design) and cost accounting (e.g.
ABC/ABB literature). In respect of IT implementation literature, Kwon and Zmud (1987)
proposed a six-sequential-stage model to categorise implementation process in an attempt to
explore various factors involved.  These stages include: initiation, adoption, adaptation,
acceptance, routinisation and infusion. The first three stages describe the background and
initial processes in an implementation, and the last three stages provide indication to the
success or failure of an implementation (Ibid.). During the initiation stage, pressure to
change, which may arise from intemnal needs, external demands or competitive threats,
Initiate a process to search for solutions. Adoption involves the selection of an appropriate
solution to achieve desired outcomes, identification of objectives and decision-making in
providing necessary resources to sustain the project. During the adaptation stage a prototype
model has been implemented. Problems of the prototype system and additional requirements

which may have been overlooked in the previous stages are identified. Acceptance of a
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system can be measured by the level of use and maintenance requirements to sustain the new
technology. Routinisation provides indications on how well the new system fits into the
organisation’s normal activities.  The infusion stage begins when the IT application is
routinely used in conjunction with other existing systems to improve work effectiveness and
change practices (Cooper & Zmud, 1990). The adoption of Kwon and Zmud (1987)’s stage
model in this ABB research may provide a general consistency in comparing different stages
of implementation in different case study organisations, and exploring influential factors
involved in those ABB implementation processes.

Thus the studies on factors in ABC implementation (as reviewed in Section 2.2.3),
together with Kwon and Zmud’s stage model, provide a building block for the research
framework to investigate an ABB implementation, i.e. stages of implementation, practical
knowledge of technical aspects of ABB systems, behavioural factors, organisational factors,
and other contextual factors. The factors which are stemmed from budgeting literature in
Chapter 3 are to be incorporated as another building block to complete the entire research

framework. This building block for the research framework can be demonstrated in Figure
2.7.

Figure 2.7 A Factor-Stage Model of Information Technology Implementation
Stage Model: Six Stages of Implementation

L.l | — | . ] .
} Adoption | Adaptatlonj l Routinisation |;

Four Contextual Factors that Have Influences at Each Stage of Implementation
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Adapted from: Kwon and Zmud (1987).
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The contextual factors that may influence the ABB implementation are listed as
follows:

(1) Technical factors: complexity experienced by users; compatibility with existing
organisational structures and systems; and technical improvement relative to
existing practices and achievement of strategic objectives.

(1) Organisational factors: top management support, resource adequacy, degree of
centralised decision-making; degree of functional specialisation (e.g. training,
administrative arrangement and structure of organisation); and the existence or
establishment of informal communication networks.

(1) Behavioural factors: role involvement with the IT solution; resistance;
participation.

(1v) Other contextual factors: heterogeneity of external demands on the organisation

(e.g. competition); task uncertainty and variety; size of organisation; and culture.

2.5. Summary

This chapter focuses on the literature review related to the emergence of ABC, the
design and 1implementation of an ABC system, the use of ABC information and ABCM, and
a review of existing literature on ABB.

The understanding generated from the design and implementation of an ABC
system has provided a foundation to the investigation of an ABB system (due to the relatively
limited literature in ABB). Thus a building block for the research framework is established
on some of the issues identified from the review of literature on ABC and ABCM,
particularly factors affecting the success of implementation. The other building block for the
research framework comes from issues based on budgeting literature (see Chapter 3). The

whole research framework which consists of these two building blocks is presented at the end

of Chapter 3.



Chapter 3 Literature Review in Budgeting

3.1. Introduction

This and the previous chapters investigate and examine previous research in
activity-based paradigms and budgeting. The comprehensive literature review in these two
chapters enables.an identification of major factors that are deemed to be pertinent for the
subsequent empirical study and thus provides a basis on which the structure of the study can
be established.

Within the literature of management and management accounting, budgeting has
long been a subject for extensive research and comments. A considerable body of theory
and a steadily growing volume of empirical research indicate that researchers seek to
understand and examine budgeting via a variety of disciplines (e.g. management accounting,
organisation theory, social science and psychology) and through the use of a variety of
research methods (e.g. case studies, surveys, theory development, and laboratory
experiments). Owing to the lack of specific theoretical studies underpinning the emergence
of ABB, this chapter examines general budgeting literature in order to clarify the
fundamental issues that have direct or indirect bearings in relation to the subsequent ABB
empirical research conducted by this study.

The chapter begins with an overview of typical textbook treatment of budgeting.
This overview is used to derive four key perspectives on the phenomenon of budgeting as a
subject for research: technical, behavioural, organisational and cultural. Then an analysis
of the research literature is undertaken on the basis of these four perspectives.

The purposes of this chapter are to examine generic budgeting issues by
evaluating the principal topics in each of the identified perspectives of budgeting, to establish
their relevance to budgeting and to reveal their strengths and shortcomings in relation to the
study of ABB. The findings of this chapter justify the theoretical approach adopted in the
main study of this research. It is not the purpose of this research to engage with the current

debates among the various topics within each perspective. Rather, this chapter is concerned
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with the extent to which existing research underpins and raises issues relevant to the study of
ABB.

3.2. Definition and Purpose of Budgeting

In management accounting and cost management textbooks, budgeting is o ften

described as a part of organisational planning and control and a process that translates long-

range plans into detailed and short-term plans of action. It is thus important in this section to

look into the nature of budgeting and the purposes of budgeting for a business organisation.

3.2.1 Origin and Definition

A business organisation adopts budgets as a planning and control mechanism to<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>