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Factors Influencing Non-Adoption of Activity
Based Costing in Small and Medium Enterprises in
the Technological Era: An Empirical Investigation

among Indian Firms

C. Samuel Joseph, V. Rinita Mary Piorce.

Abstract: Small and Medium Enterprises (SME’s) continue
to be under increasing pressure to remain in a highly competitive
environment. In spite of that, there has been a strong criticism in
the recent past that the Small and Medium Enterprises have not
been able to adapt newer management accounting practices to
changing business scenario. There are significant number of
strategies that could be taken up by SME’s to achieve world class,
efficiency which can help them in smooth transition from
efficiency to effectiveness. To be effective in its operations and
enhance its profitability SME’s need to embrace proven
management accounting tools and techniques. In this research,
the author’s review the existing cost management practices,
overall awareness about the knowledge of ABC among SME’s in
India and to report the driving forces influencing the adoption or
non-adoption of ABC in SME’s.

Keywords:- To be effective in its operations and enhance its
profitability SME’s need to embrace proven management
accounting tools and techniques.

l. INTRODUCTION

Activity Based Costing (ABC) can be traced back from the
mid of 1980°s. Robert Kaplan and Robin Cooper as well as
an R&D organization called Computer —Aided
Manufacturing, International significantly contributed for
the development of ABC process (Jones, Dugdale, 2002).
ABC is a technique that aims on the management of
activities as the pathways for improving the value received
by the customer and the profit achieved by providing this
value (Cost Accounting Management — International (CAM
— 1). Activity Based Costing hoovers around individual
activities as the fundamental cost objects. ABC system,
identifies the cost of individual activities and assign such
costs to products or services on the basis of the activities
undertaken to produce each product or service. It embraces
cost drivers analysis, activity analysis and performance
measurements,

Revised Manuscript Received on 30 May 2019.
* Correspondence Author

CMA. Dr. C. Samuel Joseph*, Department of Commerce at Karunya
Institute of Technology and Sciences (KITS)

Ms. V. Rinita Mary Piorce. Department of MBA at Karunya Institute
of Technology and Sciences (KITS)

© The Authors. Published by Blue Eyes Intelligence Engineering and
Sciences Publication (BEIESP). This is an open access article under the
CC-BY-NC-ND license http://creativecommons.org/licenses/by-nc-nd/4.0/

Retrieval Number A1800058119/19©BEIESP
Journal Website: www.ijrte.org

3235

to improve the decision-making processes. This involves
continual search for opportunities to improve which in turn
involves a careful and methodical study of activities
(Kaplan, 1984)

Therefore, ABC is a technique that assigns costs to
activities and service. It helps administrators manage costs,
a tool for linking costs and results, action required for the
production and delivery of specific results (Balalaie Somee
Saraye et al., 2013)

1. RATIONALE OF THE STUDY

SME’s in the Indian context predominantly use traditional
costing methods (Joseph & Samuel, 2017). Under
Traditional Cost Accounting the organization could not
evaluate the internal efficiency, quality and profitability per
product or service line (Narong, 2009). Since 20 years
when ABC was first introduced a majority of firm still
employ traditional accounting methods (Fei, 2010; Maelah,
2007; Hughes.S., 2003).

In SME’s ABC and its adoption has been even
slower (Carenzo, 2010; Hughes, A, 2005). SME’s have to
implement desirable growth paths through management
practices that utilize appropriate intra and inter
organizational capabilities (Jin, 2007). Therefore, ABC
could help SME’s in improving efficiency. Further, this
study assumes significance as it focuses on Coimbatore
District, in the State of Tamil Nadu (located in the down
South —Western region in the Indian Map) due to high
prevalence of SME’s.

1. CONCEPTUAL MODEL

A Conceptual model is evolved to highlight to
optimize the full benefits of ABC/ABM. Fig .1

V. V. Literature Review

4.1 Reviews on Use of Traditional Costing

(Lyall, 1990) found that of the 423 companies that they
surveyed 76 percent claimed that they used traditional
costing. (Joshi, 2001) specified that in India, 68 percent of
the 60 firms surveyed still use traditional costing techniques.
(Drury, 1993) reported 73
percent of the respondents
using traditional costing.
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(Ghosh, 1987) found that 47 percent of the companies
surveyed used the traditional costing system in Singapore.
(Asquer, 2003) explains that “many firms are far from
adopting most of these innovations.” (Mann et al. 1999)
concluded that the industry needs to be more progressive
and more willing to learn and apply new methods. (Magdy
Abdel-Kader and Robert Luther, 2006)

Fig.1 Conceptual Model for ABC/ABM

had investigated and reported on the management
accounting practices in the British food and Drinks Industry,
concludes that direct costing is widely practiced. (Adelegan,
Olatundun Janet, 1998) in her study concludes that
management accounting in Nigeria is still evolving and will
continue to do so in the future.

4.2 Reviews on Use of Strategic Cost Management
Techniques

Activity based costing helps business in
understanding its business processes, cost of process
failures, the relationship of processes to customers, and the
profitability. (Andrew Hughes, 2011). Gunasekaran, et al.
(1999) have suggested to shift for ABC under the following
criteria i.e timing, implementation, the factors and
conditions favouring its applications. Curtis Walker et al.
(2000) concludes that, the book manufacturing industry can
try cost to activities for each individual job as a direct cost.
Studies on Activity Based costing methodology for SME’s
in different sectors has been published on firms such as
printing firms (Mendiola and Peralta, 1999), Metal
Aluminium and ironwork structures (Flores, 2002),
polyvinyl chloride industry (Ruiz, 2003), Mexican logistics
sector (Prieto et.al 2007).

To compete in a highly competitive market,
companies must implement a costing system strong to
respond to any changes in the products and activities
(Kazempour, 2011). New costing methods for improving
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cost management systems have been created, these methods
are not only used for accounting, but also for management
as a decision- making (Bogdanoiu, 2009)

4.3 Reviews on Small and Medium Enterprises

Gecevska and anisic (2006) investigated the use of small
and medium enterprises engaged in the activity based
costing transitioning from traditional costing system. Husin
and lIbrahim, (2014) examined the role of accounting
services and its impact on the performance of SME’s and
concludes that there is a relationship between service quality
with performance of SME’s accounting services. Manriquez
et al., (2014) examined the activity based pricing system for
SME’s in Mexico and the results indicate low penetration
of ABC and SME’s are still using traditional systems
because of lack of knowledge.

Many firms that have adopted ABC have found it
challenging to maintain the system (Carnes, 2010), to
overcome these challenges a modified ABC approach called
Time Driven ABC (TDABC) was introduced (Kaplan,
2007). Lower processing costs, increased system flexibility,
improved accuracy and enhanced simplicity are few of the
merits of time driven ABC(Ayvez, 2011; Sherratt, 2005).
This is especially important to SME’s with their more
limited resource base and margins of decision errors
(Cardinaels, 2004)

V. V. RESEARCH PLAN

5.1 Research Objectives

1. To Study the Significant differences among Small
and Medium Enterprises on the usage of existing cost
management practice.

2. To Investigate the driving forces that influences the
adoption or non-adoption of activity - based costing
among SME’s

3. To analyze the strength of the factors that contributes
to the non - implementation of activity-based costing
on priority basis by grouping into challenges,
constraints, predictions and priority dimensions

5.2 Research Methodology
5.2.1 Type of Research

This research study is a descriptive and analytical
one and quantifies the behavior of SME’s in Coimbatore
district, in the State of Tamil Nadu in South India with the
help of Interview Schedule as the data collection
instrument.
5.2.3 Sample Determination

The Survey is based on the source list with
reference to the SME’s registered with Coimbatore District
Small Scale Industries Association (CODISSIA) an official
organ of the SME’s in Coimbatore District.
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These SME’s are into Manufacturing, Textiles,
Foundry IT and vary in size, employees, total investment
made, nature of products,

and sales turnover etc., Invitation to participate was
sent to 165 SME’s out of which 100 only could be found
with complete answers which has been carried forwarded
for further analysis.

VI. RESULTS AND DISCUSSIONS

The authors have applied percentage analysis to understand
the demography of Small and Medium Scale firms, on the
following variables, firm’s years of existence, annual
turnover, degree of competition, employment structure,
business classification, nature of the product line.
Table No. 6.1
Demographic, Socio-Economic Profile of the Small and
Medium Enterprises in Coimbatore District
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Table 6.1, shows 43 percent of the SME’s are in
the range of 6-10 years of existence. 32 percent of industries
in 1-5 years of existence and the rest 25 percent are having
more than 10 years of existence. It shows that 46 percent of
the SME’s fall in an annual turnover of less than 50 Lakhs.
38 percent of the MSME’s fall in the range of 50-100 Lakhs
annual turnover and 15 per cent in the 100-150 Lakh range
and balance 1 percent at the range of 150-200 lakhs. The
business classification shows 23 percent of the industries
fall in the small - scale classification. While 43 percent fall
in the medium scale classification and rest 34 percent in the
micro classification. The number of employees which
constitute workforce reflects, 73 percent of the industries are
having majority of 1-100 employees range. 23 percent of the
companies are having employees in the 101-500 range and
the rest 3 percent of the firms has an employee structure
between 501-1000 range. 27 percent of the firms say that
they are facing competition to a great extent. 55 percent say,

Source: Computed
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. . Respondents
SNO | Profile factors Details No | percent to a some extent and 18 percent state that there is no degree
1 Existence of 1-5 years 23 23 of competition for them.
company 6-10 years 33 33 The types of products that the SME’s were engaged
3'22:: than 10 " " in are those business in Textiles, Garments and FMCG
2 Annual turnover | Less than accounts for 16 percent. 14 percent in Pumps & Motors, 38
Rs.50 lakhs 46 46 percent engage in Automotive spare parts, 9 percent among
Rs.50-100 wet grinder manufacturing and the rest 7 percent are into
'Fi‘k'ls T 38 38 miscellaneous business. It’s found that none of the business
Iai'hgo' %0 15 15 firms under study had implemented activity-based costing
Rs.150-200 technique in their regular course of its managing their
lakhs 1 1 business.
3 | Business Small scale 23 23 6.1 WEIGHTED MEAN SCORE AND ANOVA OF
classification Medtum scale {3 > COST MANAGEMENT PRACTICES USED IN SME’S
7 No of persons 1100 7 7 To compare the mean score on cost management
employed 101-500 24 24 practices, three rating score were used, by assigning score
501-1000 3 3 ‘3’ for ‘to great extent’, ‘2’ for ‘Good, ‘1’ for ‘not at all’ and
5 Degree of To great extent the results are tabulated below.
competition 97 97 Null Hypothesis:
To some extent 55 55
Not at all 18 18 Hq: There is no significant difference in the mean scores on
6 | Levelof Large & the current costing practices used in the organizations.
production complex 20 20
Medium 60 60
Low & non- Table No. 6.2
complex 20 20 Analysis Of Variance (Anova) of Cost Management
7 Nature of FMCG 16 16 Practices among SME’S
product Textile &
Garments 16 16
Wet grinders 9 9 S Deg]:’ee Sum of Mean of E
Automotive ource 0
spare parts 38 38 Freedom Squares | Squares
Pumps &
Motore 14 1 Between 8 105789 | 13.223 | 104.07**
Others 7 7 grc_’u‘_)s
8 Range of Large 25 25 Within 891 113.210 0.127
product & Medium 53 53 groups ' '
services Low 22 22
9 Useof ABC | Yes 0 0 **_ Sjgnificant at 1 percent
No 100 100 level
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Since the F is significant, there is a significant
difference in the mean scores on the current cost
management practices among SME’s. The mean scores are
provided as below,

Table 6.3
Mean Score and Ranking of Cost Management Practices
of Small and Medium Enterprise Firms in Coimbatore

District
S.No Cost Manz_agement Mean Rank
Practices score

Cost Classification as

1 1.84 6
per CAS -1
Preparation of Cost

2 Sheet/Unit Costing 203 !

3 Invent(_)ry Costing& 203 5
Valuation
Labour costing 2.02
Overheads costing 2.02

6 Cost reduction & Cost 175 7
control

7 Budget_mg & Variance 194 5
Analysis

8 Activity Based Costing 1.00 9
Waste/scrap/spoilage

9 management mechanism 1.36 8
in place

The above table 6.3 shows that among the nine
costing practices the mean score ranged from 1.00 to a an
upper limit of 2.03. ‘Preparation of Cost Sheet/Unit
Costing.” ‘Inventory Costing & Valuation’ ‘Labour costing’
are the most frequently used cost management practices
among SME’s. ‘Activity Based Costing’ is the least

preferred practice.

Thus, it is inferred clear that the firms under study
resort to adaptation of traditional costing systems, which
confirms the earlier studies done by Ghosh 1987, Lyall
1990, Drury 1993, Mann et.al 1999, Joshi 2001, Joseph &
Samuel (2017). Therefore, the authors conclude that the
Small and Medium Enterprises (SME’s) need to be more
progressive and more willing to learn and apply new
methods such as activity-based costing to move in the ladder
of business excellence and achieve competitive advantage.

6.2 Mean and ANOVA Analysis on Factors Influencing
Non — Implementation of Activity Based Costing among
SME’S

To compare the mean score on factors influencing non —
implementation of activity-based costing by the firms, using
three rating score by assigning 3 for to great extent; 2 for
Good; 1 for not at all and the results are as below.
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Null Hypothesis:

Hq . There is no significant difference in the mean scores on
the factors influencing non-implementation of ABC in
SME’s.

Table No. 6.4
Analysis of Relationship (ANOVA) On the Factors
Influencing Non — Implementation of Activity Based
Costing

SOURCE | DF | ss M S F
Between

15 | 343.614 | 22.907 | 96.45%*
groups
within |y o) | 376210 | 0.237
groups

**. Significant at 1 percent level

Since the F is significant it’s inferred that there is
significant difference in the mean scores on the factors
influencing non implementation of activity based costing
among organizations. The mean scores are:

Table 6.5
Drivers Influencing Non — Implementation of Activity
Based Costing among SME’s With Its Mean Score and

Ranking
Drivers Influencing Non — Mean Rank
Implementation of ABC score
Lack of Knowledge by Staff in 260 10
understanding the ABC model '
No Top Management Support 2.65 9
Resources Constraint 2.75 8
Difficulty in the identification and 278 7
Selection of Activities '
Not Suitable for the type of
production systems being used in 2.84 3
our firm
Hard to assign activity cost to 285 ?

products or services
Difficulty in identifying cost drivers 2.83 5
Difficult to embed with information

L 2.84 4

and Communication Technology 8

High Implementation Costs, than 281 6
the benefits ABC provides '

Non - Compatibility with existing

accounting systems, ABC is just an 151 16
informational tool

More Efficient solutions are

available than ABC 213 12
!\Iqt Neeo!ed now, already my firm 219 1
is in profit zone

No .|dea of immediate expansion of 1.99 14
business

Viewed as ABC will do more harm 1.60 15
than good
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Obtaining Data is Complex and 205 13
Cumbersome, No MIS in our firm '
Not a Priority for the firm at present

. - 2.99 1
given the leadership style

From the above table 6.5, sixteen factors that influence non-
adoption of activity - based costing by firms, shows the
mean score that ranged from 1.51 to 2.99. The Factor “Not a
Priority for the firm at present given the leadership style ”,
secured higher mean score and was ranked first, followed by
“Hard to assign activity cost to products or services” with
rank two. Similarly, “Not Suitable for the type of production
systems being used in our firm ”was third in the row. ‘Non -
Compatibility with existing accounting systems, ABC is just
an informational tool’ were insignificant. Therefore, from
the analysis, firms under study were not at all interested to
go for implementing activity - based costing technique.
This, findings perfectly conform to the earlier studies by
Manriquez et.al (2014), Magdey Abdel-Kader & Robert
Luther, (2006) and Adelegan, Olatundun Janet (1998).
Therefore, the authors conclude that activity-based costing
is yet to evolve among SME’s in this part of region. For
SME’s to be competitive they need to be more progressive
and adoptive to new strategic cost management techniques.
Government, Small Industries Associations and Professional
Accounting bodies should take on these challenges to
educate and train such entrepreneurs in SME’s on the
benefits of implementing activity - based costing technique.

VILI. FACTOR ANALYSIS

To understand the driving forces that contributes to the non -
implementation of activity based costing namely, a;, a,,
as,.....a1s factor analysis is applied to facilitate to group such
statements on priority basis based on the strength of inter-
correlation called ‘Factors’ and grouped these statements,
the results are presented

RELIABILITY STATISTICS
The reliability of scales used in this study was
calculated by Cronbach’s coefficient alpha,
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All constructs obtained an acceptable level of a
coefficient alpha above .7, indicating the scales used in this
study were reliable.

TABLE 7.3

Factor Loadings on Drivers Influencing Non-
Implementation of Activity Based Costing in SME’s In

Coimbatore District

FACTORS

FACTORS

COMM

2

3

UNAL|
ITY

Lack of Knowledge by
Staff in understanding
the ABC model

0.46

0.69

-0.05

0.15

0.71

No Top Management
Support

0.46

0.67

0.12

0.12

0.70

Resources Constraint

0.62

0.49

0.03

0.02

0.63

Difficulty in
identification and
Selection of Activities

0.76

0.29

0.13

0.17

0.71

Not Suitable for the
type of production
systems being used in
our firm

0.82

0.14

0.00

0.15

0.71

Hard to assign activity
cost to products or
services

0.75

0.20

0.00

0.19

0.64

Difficulty in
identifying cost drivers

0.89

-0.01

-0.11

0.02

0.80

Difficult to embed
with information and
Communication
Technology

0.83

-0.01

-0.09

0.31

0.80

High Implementation
Costs, than the
benefits ABC provides

0.86

-0.02

-0.11

0.26

0.82

10

Non Compatibility
with existing
accounting  systems,
ABC is just an
informational tool

-0.09

-0.77

0.35

0.12

0.74

11

More Efficient
solutions are available
than ABC

0.36

-0.69

0.35

0.13

0.75

12

Not  Needed now,
already my firm is in
profit zone

0.11

0.04

0.76

0.01

0.60

13

No idea of immediate
expansion of business

-0.13

-0.10

0.86

0.01

0.77

14

Viewed as ABC will
do more harm than
good

-0.15

-0.43

0.73

0.05

0.74

15

Obtaining Data is
Complex and
Cumbersome, No MIS
in our firm

-0.04

-0.27

0.47

0.56

0.61

16

Not a Priority for the
firm at present given
the leadership style

0.02

0.12

-0.03

0.90

0.82

Eigen value

5.05

2.66

2.39

1.44

115

percent Variance

explained

31.54

16.65

14.96

9.03

72.18

Cum percent Variance
explained

31.54

48.19

63.15

72.18

Table 7.1
KMO and Bartlett’s Test
Kaiser-Meyer- Measure of
. 0.74
Olkin sample adequacy
Bartlett’s_ t-eS'[ of Approx. Chi- 1104.93
Sphericity square
DF 120.00
Sig 0.00
Table 7.2
Reliability statistics
Cronbach’s Alpha N of items N of variables
719 100 16
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The clusters explain the total variance of these statements to
the extent of 72.18 percent. In order to reduce the number of
factors and enhance the interpretability, the factors are
rotated and the results are given in table 7.4.

TABLE 7.4
FACTORS INFLUENCING FOR NON-
IMPLEMENTATION OF ACTIVITY BASED
COSTING AND THEIR FACTOR LOADINGS

Rotated
Factor Variables factor
loadings
Resources Constraint 0.62
Difficulty in identification and
Selection of Activities 0.76
Not Suitable to the type of
production systems being used in
CHALLENGES | our firm 0.82
(31.54 percent) Hard to assign activity cost to
products or services 0.75

Difficulty in identifying cost drivers 0.89
Difficult to embed with information

and Communication Technology 0.83

High Implementation Costs, than

the benefits ABC provides 0.86

Lack of Knowledge by Staff

/Management  Accountant in

understanding the ABC model 0.69
CONSTRAINTS | No Top Management Support 0.67

(16.65 percent) Non- Compatibility with existing

accounting systems, ABC is just an

informational tool -0.77
More  Efficient solutions are
available than ABC -0.69

Not Needed now, already my firm
is in profit zone

0.76
PREDICTIONS | No idea of immediate expansion of
(14.96 percent) business 0.86
Viewed as ABC will do more harm
than good
0.73
PRIORITY Obtaining Data is Complex and
(9.03 percent) Cumbersome, No MIS in our firm 0.56
Not a Priority for the firm at present
given the leadership style 0.90

Out of Sixteen factors resource constraints,
difficulty in identification and selection of activities, not
suitable to the type of production systems being used in our
firm, hard to assign activity cost to products or services,
difficulty in identifying cost drivers, difficult to embed with
information and communication technology, high
implementation  costs, were grouped together as
“Challenging” factors that counts for 31.54 per cent. The
other four factors namely, Lack of Knowledge by Staff
/Management Accountant in understanding the ABC model,
No top management support, Non- Compatibility with
existing accounting systems, ABC is just an informational
tool, More Efficient solutions are available than ABC were
such factors classified as “Constraint” factor which
accounts for 16.65 per cent. The next three factors namely,
Not needed now, our firm is already in profit zone, No idea
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of immediate expansion of business, Viewed as ABC will
do more harm than good constitute as “Predictions” Factor
accounts for 14.96 percent. Final variables, Obtaining Data
is Complex and Cumbersome, No MIS in our firm, not a
priority for the firm at present given the leadership style
were clustered as “Priority” factors which accounts for 9.03
per cent. Thus, the above analysis together explains 72.18
per cent of the variability of all the sixteen factors.

VIIL.

This piece of research work was carried out with an
intention to know the extent of knowledge of Activity Based
Costing is understood by the SME’s and its accountants or
entrepreneurs.  Analysis reveals that 100 percent of firms
understudy do have limited knowledge on ABC but do not
practice activity based costing in their firms. There is a
significant difference in the mean scores among SME’s(vide
table n0.6.2). Preparation of Cost Sheet/Unit Costing.’
‘Inventory Costing & Valuation, ‘Labour costing’” were the
most frequently used cost management practices by the
SME’s in this region. ‘Activity Based Costing’ is given least
importance and has not been the priority of SME’s.
Significant difference is also noticed in the mean scores on
the factors influencing non - implementation of activity
based costing among organizations (vide table no.6.4)
Analysis reveals that, firms under study were not at all
interested to go for implementing activity - based costing
technique. This, findings perfectly conform to the past
studies by Manriquez et.al (2014), Magdey Abdel-Kader &
Robert Luther, (2006) and Adelegan, Olatundun Janet
(1998). Therefore, the authors conclude that activity-based
costing is yet to evolve among SME’s in this part of
region.(table 6.5) Thus, the above analysis together explains
72.18 per cent of the variability of all the sixteen factors.

VIIl. SUMMARY OF FINDINGS

IX. IX. MANAGERIAL IMPLICATIONS

The Entrepreneurs of SME’s should study the research
findings by authors which is concluded by saying
Competition, Annual Turnover, Business classification and
Nature of product and services engaged by the firms
contribute substantially for active consideration and
subsequent implementation of activity based costing.

X. X. SCOPE FOR FUTURE STUDIES

Our piece of work has an influence on the future research on
Activity Based Costing in Small and Medium Enterprises.
The sample used in this work is confined to SME’s in
South-Western region of India. In addition, further research
is encouraged to extend to other regions as India, is poised
to see a growth trajectory. Further studies can also be done
on firms that are using ABC technique across Coimbatore
region and the extent of
problems encountered among
them.

Published By:
Blue Eyes Intelligence Engineering
& Sciences Publication




OPENaACCESS
XI. CONCLUSION

The authors conclude that Knowledge on ABC among the
firms under study was below average, and adoption of
traditional costing practices by the firms significantly
dominates the decision towards adoption of the ABC
technique. The author conclude that the SME’s and its
officers should be equipped with the knowledge and benefits
of the technique which will help them manage the costs of
their activities to ensure accuracy in their decision making
which will make them reach competitive advantage both in
domestic and international business.
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