activity based costing for performance
measurement

In today's competitive business landscape, accurately measuring and improving performance is
paramount for sustainable success. Traditional costing methods often fall short in attributing costs to
specific activities, leading to distorted views of profitability and inefficient resource allocation. This is
where Activity Based Costing (ABC) emerges as a powerful tool, particularly when applied to
performance measurement. By understanding the true cost drivers of activities, organizations can
gain invaluable insights into their operational efficiency, identify areas for improvement, and make
more informed strategic decisions. This article delves into the intricacies of activity based costing for
performance measurement, exploring its principles, implementation, benefits, and how it
revolutionizes the way businesses evaluate and enhance their performance.
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The Critical Role of Activity Based Costing for
Performance Measurement

In the quest for enhanced organizational efficiency and strategic advantage, businesses constantly
seek more accurate and insightful methods for performance measurement. Traditional costing
systems, while functional for financial reporting, often struggle to provide the granular detail required
to understand the true cost of activities and their impact on overall performance. This is precisely



where the transformative power of activity based costing (ABC) comes into play, particularly when its
principles are directly applied to the critical domain of performance measurement. By shifting the
focus from products or services to the underlying activities that consume resources, ABC offers a
more sophisticated and accurate lens through which to view operational effectiveness, profitability
drivers, and areas ripe for improvement. Understanding and implementing activity based costing for
performance measurement allows organizations to move beyond superficial metrics and gain a deep,
actionable understanding of what truly drives their success or hinders their progress.

Understanding Activity Based Costing (ABC)

Activity based costing (ABC) is a costing methodology that identifies the activities in an organization
and assigns the cost of each activity to all products and services that use the activity. It is a more
refined approach compared to traditional costing methods, which typically allocate overhead costs
based on a single, often volume-driven, cost driver such as direct labor hours or machine hours. ABC
recognizes that many overhead costs are not directly proportional to production volume but rather to
the complexity and variety of activities performed. By tracing costs to the activities that consume
them, and then to the cost objects (products, services, customers, projects) that benefit from those
activities, ABC provides a more accurate picture of the true cost of doing business. This detailed cost
allocation is fundamental to its application in performance measurement, as it allows for the
evaluation of the cost-effectiveness of specific operations and processes.

The Foundation: Activities as Cost Objects

At its core, activity based costing treats activities as the primary cost objects. Instead of directly
linking overheads to the final product, ABC first identifies the distinct activities performed within an
organization. These activities can range from customer order processing and machine setup to quality
inspection and product design. Each activity is then assigned a cost pool, which represents the total
cost incurred to perform that specific activity. This initial step of identifying and defining activities is
crucial for a successful ABC implementation and forms the bedrock upon which performance
measurement insights are built. Without a clear understanding of what constitutes an activity, the
subsequent cost allocation and analysis would be flawed.

Cost Drivers: Linking Activities to Cost Objects

Once activities and their associated cost pools are established, the next critical step in ABC is
identifying appropriate cost drivers. A cost driver is any factor that causes a change in the cost of an
activity. For instance, the number of customer orders might be a cost driver for the "order processing"
activity, while the number of machine setups could be a cost driver for the "machine setup" activity.
The accuracy of ABC, and consequently the reliability of performance measurement derived from it,
hinges on selecting relevant and accurate cost drivers. These drivers act as the bridge between the
cost of an activity and the cost objects that consume that activity's output. The selection of cost
drivers should reflect the causal relationship between the activity's consumption and the cost object.



Cost Allocation: Tracing Costs to Products and Services

With cost pools and cost drivers identified, ABC allocates the costs of activities to the relevant cost
objects. This is done by multiplying the cost driver rate (total cost of the activity divided by the total
guantity of the cost driver) by the quantity of the cost driver consumed by each cost object. For
example, if the "customer order processing" activity costs $100,000 in total and is driven by the
number of orders, and a specific product requires 500 customer orders, then $500,000 of the order
processing cost would be allocated to that product. This meticulous tracing of costs allows for a much
deeper understanding of the profitability of individual products, services, customers, and even
specific business processes, which is vital for effective performance measurement.

The Core Principles of Activity Based Costing

Activity based costing is guided by a set of fundamental principles that differentiate it from traditional
costing systems and empower its use in performance measurement. These principles ensure that
costs are traced more accurately, leading to more insightful analysis and better decision-making.
Adhering to these principles is essential for any organization looking to leverage ABC for enhanced
performance evaluation.

Resources are Consumed by Activities

A foundational principle of ABC is the recognition that resources, such as labor, materials, and
facilities, are not directly consumed by products or services. Instead, these resources are consumed
by the various activities that an organization undertakes. For instance, a purchasing department's
salary is a resource cost, but it is consumed by activities like "placing purchase orders," "negotiating
with suppliers,” and "receiving goods." Understanding this distinction is crucial for identifying where
costs truly originate and how they are driven through the organization, which is a prerequisite for
accurate performance measurement.

Activities are Consumed by Cost Objects

Following from the first principle, ABC posits that activities are then consumed by cost objects. These
cost objects can be a variety of things, including products, services, customers, projects, or even
strategic initiatives. A specific product, for example, might consume a certain number of "machine
setup" activities, "quality inspection" activities, and "customer service" activities. By understanding
how much of each activity a particular cost object requires, organizations can more accurately
attribute costs and, by extension, evaluate the performance of those cost objects. This is a direct link
to performance measurement, as it allows for the assessment of a product's or service's true
profitability.



Cost Drivers Measure the Demand for Activities

Cost drivers are the key mechanism through which the consumption of activities by cost objects is
measured. They represent the quantifiable factors that cause an activity to be performed. The
number of setups, the number of inspections, the number of customer inquiries, or the number of
invoices processed are all examples of cost drivers. By selecting appropriate cost drivers that
accurately reflect the consumption of an activity, ABC ensures that costs are allocated in a way that
mirrors the causal relationship between activities and cost objects. This accuracy is paramount for
generating meaningful performance metrics.

Activity Based Costing and Performance Measurement:
The Synergy

The inherent nature of activity based costing makes it an exceptionally powerful tool for performance
measurement. By providing a detailed and accurate understanding of costs, ABC enables
organizations to move beyond simple financial indicators and delve into the operational drivers of
profitability and efficiency. This synergy allows for a more comprehensive evaluation of how different
aspects of the business are performing and where improvements can be made.

Enhanced Profitability Analysis

Traditional costing methods can sometimes mask the true profitability of certain products, services, or
customer segments. For instance, a high-volume product might appear highly profitable under a
traditional system, even if it consumes a disproportionate amount of overhead activities like complex
setups or extensive customer support. ABC, by accurately allocating these overhead costs based on
activity consumption, can reveal that such products are, in fact, less profitable or even unprofitable.
This detailed profitability analysis is a cornerstone of effective performance measurement, guiding
strategic decisions about product mix, pricing, and resource allocation. It allows management to focus
on enhancing the performance of genuinely profitable areas and addressing the underperformance of
others.

Identifying Cost Drivers of Performance

ABC's focus on cost drivers goes hand-in-hand with performance measurement by highlighting the
specific operational activities that have the most significant impact on costs and, consequently, on
performance. When an organization understands that "customer order processing" is a major cost
driver for its customer service operations, it can then focus performance improvement efforts on
streamlining that activity. This might involve implementing new technologies, redesigning processes,
or providing additional training to staff. By linking cost drivers to performance metrics, organizations
can pinpoint areas for targeted improvement, leading to more efficient operations and better overall
results.



Improving Process Efficiency

The detailed breakdown of costs by activity provided by ABC allows managers to scrutinize the
efficiency of individual business processes. They can identify activities that are unnecessarily
complex, redundant, or poorly executed, leading to higher costs. For example, if the ABC analysis
shows that a significant portion of overhead is allocated to the "product inspection" activity for a
particular product line, management can investigate whether the inspection process is overly rigorous
or if there are opportunities for statistical process control to reduce the need for extensive checks.
This focus on process efficiency is a direct contribution to performance improvement, as it aims to
reduce waste and optimize resource utilization.

Benchmarking and Best Practices

Activity based costing can also facilitate effective benchmarking and the adoption of best practices.
By understanding the cost and performance of specific activities, organizations can compare their
performance against industry benchmarks or against internal best-in-class departments. For example,
if an organization's "machine setup" activity cost per setup is significantly higher than that of a
competitor or a similar department within the company, it signals an opportunity for improvement.
This comparative analysis is a powerful form of performance measurement that drives the pursuit of
operational excellence and helps identify and implement best practices across the organization.

Customer Profitability Analysis

Beyond products, ABC can be extended to analyze customer profitability. By tracing the activities
associated with serving different customers - such as sales calls, order processing, customer service
interactions, and delivery logistics - organizations can determine which customers are most
profitable. This allows for strategic decisions regarding customer relationship management, pricing
strategies, and service levels. For instance, a customer that demands a high volume of a particular
costly activity might be less profitable than a customer with lower order volumes but fewer
specialized service requirements. This nuanced understanding of customer profitability is a critical
aspect of performance measurement in today's customer-centric business environment.

Key Benefits of Activity Based Costing for Performance
Measurement

Implementing Activity Based Costing (ABC) offers a multitude of advantages when it comes to
measuring and enhancing organizational performance. These benefits extend beyond simple cost
accounting, providing strategic insights that drive better decision-making and improved operational
outcomes. Understanding these benefits is crucial for appreciating the value ABC brings to
performance management.



e Accurate Cost Information: ABC provides a more precise allocation of indirect costs,
revealing the true cost of products, services, and customers.

e Improved Decision-Making: With better cost data, managers can make more informed
decisions regarding pricing, product mix, process improvement, and resource allocation.

« Identification of Cost Drivers: ABC highlights the activities that drive costs, enabling
organizations to focus improvement efforts on the most impactful areas.

* Enhanced Process Efficiency: By understanding the cost of specific activities, organizations
can identify and eliminate inefficiencies, leading to streamlined operations.

* Increased Profitability: More accurate cost insights allow businesses to identify and focus on
profitable products, services, and customer segments.

o Better Strategic Planning: ABC supports strategic planning by providing a clearer
understanding of the cost implications of different business strategies.

* Performance Evaluation of Non-Financial Activities: The framework of ABC can be
adapted to evaluate the cost-effectiveness of non-financial processes and initiatives.

e Customer Profitability Insights: ABC enables a detailed analysis of customer profitability,
allowing for tailored customer relationship strategies.

Implementing Activity Based Costing for Effective
Performance Measurement

The successful implementation of Activity Based Costing for performance measurement requires a
structured approach and careful consideration of various factors. It's not merely an accounting
exercise but a strategic initiative that involves cross-functional collaboration and a commitment to
data accuracy. Following a systematic process ensures that the resulting performance insights are
reliable and actionable.

Step 1: Identify Key Activities

The first and perhaps most crucial step is to meticulously identify all the significant activities
performed within the organization. This often involves detailed process mapping and discussions with
employees across different departments. Activities should be defined at a level of detail that allows
for meaningful cost assignment and performance analysis. For example, instead of a broad category
like "manufacturing," specific activities such as "machine setup," "material handling," "quality
inspection," and "assembly" would be identified. This foundational step is critical for any subsequent
performance measurement using ABC.



Step 2: Assign Costs to Activities

Once activities are identified, the next step is to assign the costs of resources to these activities. This
involves tracing direct costs (like labor directly involved in an activity) and allocating indirect costs
(like utilities, rent, and administrative salaries) based on how resources are consumed by each
activity. This often requires the use of surveys, interviews, and system data to accurately determine
the proportion of each resource cost attributable to each identified activity. The accuracy of this cost
assignment directly impacts the validity of the performance metrics derived from ABC.

Step 3: Identify Cost Drivers for Each Activity

For each identified activity, appropriate cost drivers must be selected. A cost driver is a factor that
measures the frequency and intensity of demand placed on an activity by cost objects. As mentioned
earlier, examples include the number of machine setups, the number of customer orders, or the
number of inspections. The selection of cost drivers should be based on a causal relationship - the
driver should truly cause the activity to occur. This step is vital for linking activity costs to specific
products, services, or customers for performance evaluation.

Step 4: Calculate Activity Rates

With the total cost of each activity and the total quantity of its respective cost driver determined,
activity rates can be calculated. The activity rate is simply the total cost of an activity divided by the
total quantity of its cost driver. For example, if the total cost of "machine setup" is $50,000 and the
total number of setups is 1,000, the activity rate for machine setup would be $50 per setup. These
rates are the multipliers used to allocate activity costs to cost objects.

Step 5: Assign Costs to Cost Objects

The final step in the ABC costing process is to assign the costs of activities to the cost objects. This is
achieved by multiplying the activity rate by the quantity of the cost driver consumed by each cost
object. For instance, if a particular product requires 5 machine setups, and the machine setup activity
rate is $50, then $250 ($50 x 5) of machine setup costs would be assigned to that product. This
detailed allocation provides the granular cost data necessary for meaningful performance
measurement of products, services, customers, or projects.

Step 6: Analyze and Interpret Results for Performance
Measurement

Once the costs have been assigned, the real work of performance measurement begins. The ABC data
can be used to:



Calculate the true profitability of products, services, and customers.

Identify which activities are most costly and whether they are adding value.

Benchmark the cost of activities against industry standards or internal best practices.

Evaluate the cost-effectiveness of different business processes.

Identify opportunities for cost reduction and process improvement.

Inform pricing strategies and resource allocation decisions.

By analyzing these ABC-driven metrics, management can gain a deeper understanding of operational
performance and make targeted interventions to improve efficiency and profitability.

Challenges in Implementing ABC for Performance
Measurement

While Activity Based Costing offers significant advantages for performance measurement, its
implementation is not without its challenges. Organizations need to be aware of these potential
hurdles and develop strategies to overcome them to ensure a successful and beneficial ABC system.

Complexity and Time Investment

Developing and maintaining an ABC system can be a complex and time-consuming endeavor.
Identifying all relevant activities, determining appropriate cost drivers, and collecting the necessary
data requires significant effort and resources. This complexity can be a barrier for smaller
organizations or those with limited resources. The ongoing maintenance of the system, including
updating activity definitions and cost drivers, also demands consistent attention.

Data Collection and System Integration

Accurate data is the lifeblood of any ABC system. Gathering reliable data on activity consumption and
resource allocation can be challenging, especially if existing information systems are not designed to
capture this level of detail. Integrating ABC with existing enterprise resource planning (ERP) or other
management information systems may be necessary but can be technically complex and costly.
Ensuring data integrity and consistency across various sources is paramount.

Resistance to Change

Implementing ABC often requires significant changes in how costs are understood and allocated,



which can lead to resistance from employees who are accustomed to traditional methods. There may
be a perceived threat to job roles or established departmental budgets. Effective change
management, including clear communication, training, and demonstrating the benefits of ABC, is
crucial to overcome this resistance and foster buy-in across the organization.

Selection of Appropriate Cost Drivers

Choosing the right cost drivers is critical for the accuracy of ABC. If inappropriate cost drivers are
selected, the cost allocations can be distorted, leading to misleading performance information. This
requires a thorough understanding of the causal relationships between activities and their
consumption by cost objects, which can be subjective and require careful analysis and validation.

Maintenance and Updating of the System

Business processes and operational activities are not static. As organizations evolve, their activities
and the drivers of those activities change. Therefore, the ABC system needs to be regularly
maintained and updated to remain relevant and accurate. This ongoing maintenance can be resource-
intensive, and failure to update the system can lead to outdated and unreliable performance data.

Activity Based Costing in Action: Case Studies and
Examples

To illustrate the practical application and benefits of activity based costing for performance
measurement, let's consider a couple of hypothetical examples:

Example 1: Manufacturing Company

A manufacturing company uses traditional costing and finds that Product A, a high-volume, standard
product, shows a healthy profit margin. However, Product B, a lower-volume, customized product,
appears to have a lower profit margin. Upon implementing ABC, it's discovered that Product B
requires significantly more machine setups, quality inspections, and engineering change orders,
which are high-cost activities. Product A, while high-volume, has minimal setup time and fewer quality
issues.

Performance Measurement Insight: The ABC analysis reveals that Product B is actually less
profitable than initially thought due to the higher cost of supporting activities. Conversely, Product A's
profitability is more robust than indicated by traditional costing. This insight allows management to:

* Re-evaluate the pricing strategy for Product B to better reflect its true cost.



e Investigate opportunities to reduce the number of setups or inspections for Product B.

* Focus marketing efforts on the higher profitability of Product A.

Example 2: Service Industry Company (e.g., Consulting Firm)

A consulting firm uses traditional methods to allocate overhead (office rent, administrative salaries, IT
support) based on direct consultant hours. They observe that clients with higher billable hours appear
to be more profitable. With ABC, they identify activities like client proposal generation, project
management, travel, and client-specific training. They identify cost drivers such as the number of
proposals, hours spent on project management, travel expenses, and training hours.

Performance Measurement Insight: The ABC implementation reveals that a client with moderate
billable hours but requiring extensive proposal revisions, frequent travel, and tailored training is
actually less profitable than a client with higher billable hours but a more standard engagement. This
granular performance measurement enables the firm to:

e Adjust pricing for clients who require more intensive support activities.

e Implement better project scoping and proposal management processes to reduce costly
revisions.

e Develop standardized training modules to reduce the cost of bespoke client training.

» Prioritize client acquisition efforts on those segments that are most profitable based on the full
cost of service delivery.

These examples highlight how ABC provides a more nuanced and accurate view of performance by
tracing costs to the specific activities that generate them.

Activity Based Costing vs. Traditional Costing for
Performance Evaluation

The fundamental differences between Activity Based Costing (ABC) and traditional costing methods
are critical to understanding why ABC is superior for detailed performance evaluation. Traditional
methods, while simpler, often provide a distorted view of costs, leading to flawed performance
assessments.



Cost Allocation Basis

Traditional Costing: Allocates manufacturing overhead to products based on a single, volume-
driven allocation base, such as direct labor hours, direct labor costs, or machine hours. This approach
assumes that products consume overhead in proportion to their volume.

Activity Based Costing: Allocates costs to activities, and then to cost objects based on the
consumption of those activities, using specific cost drivers. This recognizes that overhead costs are
driven by a variety of factors beyond mere production volume.

Accuracy of Product/Service Costs

Traditional Costing: Can lead to cost distortion, especially in companies with diverse product lines
or service offerings. High-volume, simple products often get subsidized by low-volume, complex
products, which appear to be more profitable than they truly are.

Activity Based Costing: Provides a more accurate representation of product and service costs by
tracing overheads to the activities that cause them. This allows for a more precise understanding of
the profitability of individual offerings.

Focus for Performance Improvement

Traditional Costing: Performance improvement efforts are often focused on reducing direct labor or
machine hours, as these are the primary cost drivers in the system. This can overlook the significant
impact of overhead activities.

Activity Based Costing: Enables a focus on improving the efficiency of specific activities that drive
costs. Management can identify bottlenecks, redundancies, or high-cost activities and implement
targeted improvements, leading to better overall performance.

Complexity of Implementation

Traditional Costing: Generally simpler to implement and maintain due to its reliance on fewer cost
pools and allocation bases.

Activity Based Costing: More complex and resource-intensive to implement and maintain, requiring
detailed activity analysis, cost driver identification, and robust data collection systems.

For performance evaluation, the increased accuracy and detail provided by ABC are invaluable. It
moves beyond superficial financial metrics to illuminate the operational drivers of performance,
enabling more strategic and effective improvements.

The Future of Activity Based Costing in Performance



Management

As businesses continue to evolve in an increasingly complex and dynamic environment, the role of
Activity Based Costing in performance management is likely to become even more critical. The
advancements in technology and the growing emphasis on data-driven decision-making are set to
shape the future application of ABC.

Integration with Enterprise Resource Planning (ERP) Systems

Future ABC systems will likely be more tightly integrated with ERP systems. This integration will
streamline data collection, automate cost allocation processes, and provide real-time performance
insights. ERP systems can capture transaction-level data that is essential for identifying activities and
their drivers, making the ABC implementation more efficient and the performance measurement more
up-to-date.

Focus on Value-Added vs. Non-Value-Added Activities

There will be an increasing focus on using ABC to distinguish between value-added activities (those
that directly contribute to customer value) and non-value-added activities (those that consume
resources but do not add value). By identifying and eliminating non-value-added activities,
organizations can significantly improve efficiency and reduce costs, leading to enhanced
performance. This aligns with lean management principles and continuous improvement initiatives.

Application Beyond Manufacturing

While ABC originated in manufacturing, its application is expanding significantly into service
industries, healthcare, government, and non-profit sectors. As these organizations focus more on cost
accountability and performance measurement, ABC provides a robust framework for understanding
the cost of services, customer relationships, and program delivery. This broadening application
underscores its versatility as a performance measurement tool.

Leveraging Big Data and Analytics

The advent of big data and advanced analytics will further enhance the capabilities of ABC. By
analyzing vast amounts of operational and customer data, organizations can identify more
sophisticated and accurate cost drivers, predict cost behaviors, and gain deeper insights into
performance trends. Predictive analytics can be used to forecast the cost impact of operational
changes, aiding in proactive performance management.



Sustainability and Environmental Costing

In the future, ABC may also be extended to incorporate sustainability and environmental costs.
Organizations might identify activities related to waste management, energy consumption, and
pollution control, and allocate these costs to products or services. This would allow for a more
comprehensive performance measurement that includes environmental impact, aligning with growing
corporate social responsibility expectations.

Conclusion: Maximizing Performance with Activity
Based Costing

In conclusion, Activity Based Costing is far more than just an accounting technique; it is a strategic
imperative for organizations seeking to achieve superior performance measurement and
management. By meticulously tracing costs to the activities that drive them, ABC dismantles the
inaccuracies inherent in traditional costing methods, offering an unparalleled view into the true cost
drivers of products, services, and customer relationships. This granular insight empowers businesses
to make more informed, data-driven decisions, from pricing strategies and product mix optimization
to process improvement and resource allocation. The adoption of ABC facilitates a culture of
continuous improvement by highlighting inefficiencies and directing efforts towards value-adding
activities. While challenges in implementation exist, the long-term benefits of accurate performance
measurement, enhanced profitability, and improved operational efficiency make Activity Based
Costing an indispensable tool for navigating the complexities of today's competitive business
environment and achieving sustainable success.

Additional Resources

Here are 9 book titles related to Activity-Based Costing (ABC) for performance measurement, with
short descriptions:

1. Activity-Based Costing: Making it Work for Small, Medium, and Large Companies

This book delves into the practical implementation of Activity-Based Costing across organizations of
varying sizes. It provides a roadmap for identifying key activities, assigning costs accurately, and
leveraging this information for improved decision-making and performance measurement. Readers
will find guidance on overcoming common challenges and tailoring ABC to specific business needs.

2. Implementing Activity-Based Costing: A Practical Guide for Managers

Designed for managers, this guide offers a hands-on approach to adopting and utilizing ABC systems.
It emphasizes the strategic benefits of ABC, including enhanced product profitability analysis and
resource allocation. The book walks through the steps of designing, implementing, and maintaining an
ABC system, focusing on how it can drive operational efficiency and better performance insights.

3. Activity-Based Costing and Its Application to Performance Measurement

This title focuses directly on the intersection of ABC and performance measurement. It explores how
ABC can transform traditional cost accounting methods to provide a more accurate and insightful view
of organizational performance. The book details how to link activities to strategic goals and key



performance indicators (KPIs), thereby improving accountability and driving strategic alignment.

4. Beyond ABC: Advanced Applications in Cost Management and Performance Improvement

While building on the foundation of Activity-Based Costing, this book looks at its evolution and more
advanced applications. It examines how ABC can be integrated with other performance management
frameworks to achieve deeper insights into cost drivers and process efficiencies. The text explores
how to use ABC data for continuous improvement initiatives and to foster a performance-driven
culture.

5. Measuring Performance with Activity-Based Costing

This book provides a comprehensive overview of how Activity-Based Costing serves as a powerful tool
for performance measurement. It explains how to identify value-adding and non-value-adding
activities and how their costs impact overall performance. The book offers practical examples and
case studies demonstrating how organizations can use ABC to set performance benchmarks, evaluate
the effectiveness of initiatives, and drive strategic improvements.

6. The ABCs of Performance Measurement: A Manager's Guide to Activity-Based Costing

This accessible guide demystifies Activity-Based Costing for managers seeking to enhance their
performance measurement capabilities. It clearly explains the principles of ABC and how they can be
applied to understand the true cost of activities and processes. The book aims to equip readers with
the knowledge to use ABC for better decision-making, resource allocation, and ultimately, improved
organizational performance.

7. Activity-Based Costing for Strategic Management

This title highlights the strategic implications of Activity-Based Costing. It demonstrates how ABC
provides crucial data for strategic planning, competitive analysis, and understanding customer
profitability. The book explains how to translate ABC insights into actionable strategies for optimizing
resource utilization, improving product and service design, and achieving sustainable competitive
advantage through enhanced performance measurement.

8. Activity-Based Cost Management: An Effective Tool for Performance Measurement and
Improvement

This book positions Activity-Based Cost Management (ABCM), which encompasses ABC, as a vital tool
for both measuring and improving performance. It focuses on the continuous cycle of identifying,
analyzing, and managing activities to reduce costs and enhance efficiency. Readers will learn how
ABCM can provide a granular understanding of operational performance and drive targeted
improvement efforts.

9. The Power of Activity-Based Costing: Driving Performance and Profitability

This book emphasizes the significant impact that a well-implemented Activity-Based Costing system
can have on an organization's performance and profitability. It explores how ABC can reveal hidden
cost drivers, improve pricing strategies, and enhance the understanding of customer and product
profitability. The text provides a strong case for adopting ABC as a fundamental element of effective
performance measurement and management.
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