THE IMPACT OF ACTIVITY BASED COSTING SYSTEM OF FIRM
PERFORMANCE.  A CASE STUDY OF UNITED BANK FOR AFRICAN (UBA)
CHAPTER ONE
                       INTRODUCTION
1.1.  Background to the Study
In the 1990s business strategy played an essential role in financial operation with the expansion of productivity and the complexity of business management, efficient financial performance has become a very common term Researchers have shown that cost accounting has been of the most vital parts of management accounting it is used to control a company's cost and provides management with accurate information of financial operation and performance. At that time, traditional operation costing system (TCS) trace overhead costs to the product based on the assumption that product cause costs. lt taxes a total cost and assigns it to each part of the process In the fact, it relies on an essentially illogical quotation of indirect costs and this system does not give managers accurate product cost information, which leads to inaccurate calculation of product profitability therefore traditional cost accounting (TCA) has lolnot reported the realities of financial performance of the firante mislead and increase cost and have major negation effective on a company profits.
Introduction by Robin Corper and Roberts Kaplin (Mai), activity based costing (ABC) was described as 3 potential approach to solve traditional costing problems. It soon elaimed its major advantage and overcome himitation of TCA. despite of a rising number of questions concerned with the adoption and implementation on ABC. However liftner et al (2002) stated that ABC will only have indirect effect on financial efficiency since then various studies have been condueted on the real benefits and the actual influence of ABC on performance of accounting system and the firm in order to see whether or not applying ABC was the right solution. This project will illustrate the impact of ABC on financial performance of the firms, In addition,it will focus on the empirical test of the impact of ABC in UBA and the effects of ABC to financial performances;
UBA is a banking sector, a firm operating based on profit. All financial activities to UBA are aimed to increase additional value to investment. If business activities are supposed to again a profit that can yield its capital cost. This project is based on certain perceptions and expenses on implementing this method in this firm in order to verify these following hypothesis.
1.2 Statement of the Research Problem
The activity based cost system is widely suggested as a key tools for improving the behavioral, business and accounting practices in organization (Anerson 1995), Copper and Zmud (1990). Many organization havs found that the profit performance cun best be achieved by implementing activity based costing 
(Comotion 1998). This study therefore attempts to contribute to the body of knowledge by assisting the impact of activity based costing on organizational performance.
1.3.    Research Question
	1.	 Does the use of ABC affect the financial performance?
	2.	   What is the importance factors affecting the impact of ABC and financial performance?
	3.	   Do the benefits to using ABC lead to improvement in financial performance?
1.4.   Objective of the Study
The study is aimed specifically to assess the effectiveness of ABC system in firm's performance. Besides. there are other secondary objectives of this study. Some of these objectives are listed below:
	1.	   To investigate whether the use of ABC affect the financial performance
	2.	   To examine the importance factors affecting the impact of ABC and financial performance.
	3.	   To examine the benefits of using ABC in financial performance?
1.5.    Research Hypotheses
Ho1: The use of ABC does not affect the financial performance
Ho2: The importance factor does not affect the impact of ABC and financial performance.
Ho3: There is no benefit in using ABC on financial performance.
1.6.   Scope of the study 
This research provides managers with relevant information for them to be able to make better decisions regarding the usage of ABC on their firms. This study however covers United Bank for Africa.
1.7.   Limitation of the Study
The result of this study should be assesses in light of general limitation. Firstly, the case study design of the study examined the impact of ABC system in firm performance at the same point on time and does not consider the differences between short and long term effect. A longitudinal research design would allow research to examine dynamic effect of implementing ABC.
Secondly, assume that some organizations have chosen ABC ultimately. However, given the necessity of paper implementation to ensure expected outcomes, future research should investigate why business units who have implemented ABC have failed.
Thirdly, the sample include ABC firm only to give tio the benefits derives from ABC implementation. further research should compare differences in performance between ABC are non ABC implemented.
1.8.    Significance of the Study
This project will benefits of ABC which provides accurate information and precise costs and update's daily financial managers in decision making, production controls and business operations. Moreover, this project also contributes to other previous researches by studying the impact of using ABC not in general manner but in depth of how ABC influences a firms accounting process. Being aware of applying ABC successfully. managers can improve their business operation, thereby improving the quality and management activities. increasing competitiveness and economic power in open market economy, as a result of this may also have a great effect on the success of a firm. In addition, this project will demonstrate the current limitation of ABC which may enable future research to make improvement to this model.
1.9. Definition of Key Terms
Activity Based Costing (ABC): is a costing methodology that identifies activities in an organization and assigns the cost of each activity resources to aid product and services according to the actual consumption by each.
Variable cost: are cost that change in proportion to the goods and services that a business produces.
Overhead or over head Expenses: is an ongoing expense of operating a business. It is also known as operating expenses.
Fixed Cost: is an expense that does not change as a function of the activity of a business with the relevant period.
Cost drive: is a factor that creates or drives the cost of the activities.
Semi-variable cost: is an expense which contains both a fixed cost component and a variable cost component.
Contribution margin: is the selling price per unit minus the variable cost per unit.
Cost curve: is a graph of the costs of production as a function of total quantity produced.
Opportunity cost: also referred to as economic cost is the value of the best alternative that was not chosen in order to pursue the current endeavour.



                CHAPTER TWO
           LITERATURE REVIEW
2.0 Introduction
This chapter presents a review of literature on the impact of Activity Based Costing System. It consist of main section as general aspects of impact of Activity Based Costing method of financial performance of the firm. the applying of ABC is elaborately investigated. This chapter will look into the various theories such as the theory of constraints and the contingency theory, and empirical review of previous studies.
2.1    Conceptual Framework
2.2 Activity Based Costing (ABC) Traditionally the cost of manufacturing a produet have categorized as direct material, direet labor and overhead. Traditional cost system trace overhead cost to the product based on the assumption that produces cause cost. (Turney, 1990).
As defined in MBA venture line business dietionary, "Activity Based Cost is a costing system that identifies the various activities performed in a firm and use multiple cost drivers (non-volume as well as volume based cost drivers) to assign overhead costs (or indirect costs) to product. ABC recognizes the casual relationships of cost drivers with activities".
According to Deepok Mohan & Hemontkumar Patil (2003) "Activity Based Costing is a costing model which to measure activity costs, results, resources and cost objects. ABC assigns resources to activities, activities to cost objects according to actual consumption by each and recognize the casual relationship of cost drivers with activities A Bre focuses more on costs and the cause based on process and activities rather than on departments and traditional functions"
From the view of Stewart, GIB (1991), Activity Based Costing provides complete data on business activities in "financial metric form" it can be applied to business according to variable factors.
Thus, it is more innovative compared with TCA, ABC has three main objectives: a tool to guide strategies decision making; insight in process of business to allow resources to be efficiently allocated and minimized costs; an allocation techniques in determining internal cost prices and selling prices".
Therefore, ABC can be defined as a model of aggregated financial and non-financial data related to operation activities in a firm to produce goods, by assigning resources consumption in a firm to product and services provided to customer.
2.2.1 Fundamental of ABC
ABC is based on ideal: product design, productivity and distribution require diverse activities to be performed: these generate costs (Cooper Robin, 1998).
ABC includes that; resources lead to costs, activities consume resources and products consumer activities (Novin, Abel M, 1992).
Thus, a firm's activities are identified, then cost is assigned to those activities or activities cost pool based on resources required. After that costs are allocated and traced from activities cost pools to produces based on proportional use of each activity. In this theory, ABC is aimed at refining limitation of TCA or inventory Costing Method.
Activities are worked, actions or specific tasks performed in a firm (Novin, Adel M, 1992). For example, the transportation of raw materials from warehouse to factory is the activity. Activities selected in establishing ABC system are main operating activities and often performed by a variety of supporting activities. For example many different activities performed in purchasing such as order preparation, negotiating with supplier, these activities will be organized within ABC system.
Cost drivers are the qualities measures of consumed resources to produce an activity used to allocate cost of a consumed resource connected to one or more activities (Novin, Adel, 1992).
Activity drivers are the quantitative measure of the number of activity ubits performed with a cost pool object used to allocate activity cost of output (Novin, Adel,M, 1992). For example, the number of operating machine hours produce Dutch lady sweetened Milk at DLV.
Cost drivers and activity drivers are the same in nature. Each factor is the basic cause of costs. In general. anything that producer's activities causes activity cost volume.
The connection between activities and cost objects are implemented by cost driver activity this is core of improvement in ABC model.
Figure 2.1 Activity Based Costing model
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2.2.2. Why is ABC Needed?
is it costing system which is applied in many firms. Many researchers noticed ABC method and considered ABC as an innovation in cost management accounting. Many ideas stated that ABC method is nes Morever Bethe dooser, Robes Kaplan and erly account for batch and product level costs (cooper spoore over a direct costs 10 ober plan and H. Thomas Johnson reported that ABC is a method employed t0 assign direct costs to the general audience costs (Cooper, 1998a:1998b: 1990: Cooper and Kaplan. 1998: Johnson 1990), Thus, ABC method is designed to devise the limitation of TCA. ABC also enables managers to make right decisions corresponding with product structure and competitive strategs of a company. Although ABC system is applied widely in manufacturing firms, according to Roich (1990) according to Tanju and Helmi (1979), Activity Based Costing can be used in all forms of business firm. Many writers recommend using ABC method to support improvement in work-in-progress (Turney 1991b) and develop designs of product cost efficiently (Cooper and Turney, 1990).
2.2.3 Cost classification in ABC
A. Activity Level Costs
To determine costs of resources to activity, according to Blocher (1991), a business must classify levels of costs, resources and activities. ABC system often uses a four level system.
B.  Output Unit Level Costs
Output unit level costs are costs of activities performed on each individual unit of produets and services which are assigned directly to products (Blocher, 1991). For example, production costs to turn raw materials into units of product. These activities of running automated machinery.
C.  Batch Level Costs
Batch level costs of activities are related to a group of products and services, which help to produce i batch of product rather than each individual unit of product or service, when a business purchases a variety of raw materials, purchasing costs account for a considerable proportion in an overhead. Purchasing cost of order planning. raw material receiving and payment to supplier.
D. Product Sustaining Costs
Product sustaining costs are costs of activities undertaken to support individual products or services regardless of the number of unit or batches in which un nits are produced and consumed, such as product design. marketing, advertizing, research e.t.c (Blocher, 1991).
E. Facility Sustaining Costs
Facility sustaining costs are cost of activities performed at each facility that can be seen as periodical costs (Blocher, 1991). They are traced to all activities performed at every stage to support the organization as a whole, such as management costs facility sustaining cost, taxes and asset assurance. Mot activities of facility sustaining costs are assigned to all products and cannot be traced to each individual product because they support the business as a whole.
2.2.4 ABC in Application Management Costs
ABC is one of the best ways to improve costing. ABC system improves costs by focusing on individua activities is the basis of cost objects. An activity is sn event, task or a job with a goal defined. For example products design, operating machinery, product distribution. ABC calculates individual activities and allocate: these costs to the object. Since direct costs can be charged to each product, ABC can focus on indirect costs improve cost allocation to department. processes and products.
2.2.5 Procedure of ABC Cost Allocation
According to cooper (1998c), procedure of ABC costs allocation has two steps:
Stepl: all costs originated during a given period are gathered and assigned toeach activity based on appropriate cost consumption.
Step 2: bared on performance of each aotivity in production and sales to assign activity costs to products price 
2.2.6. Benefits of using ABC
  a.   Cost
Cooper, Robin (1991) reported that ABC system reveals cost of transactional information; it represents all types of costs to produce that transaction.
Thus, even detailed costs are shown clearly and accurately, cost management in ANC approach is gaining better support in comparison with TCA. Cost driver are allocated base on suitable and detailed procedures. thus this ensures high trustworthiness in cost. ABC focuses on diverse costs which can be obviously seen in overheads. ABC system almost provides a more completed manageable report on cost of an organization. establishing cost modeling and target costing to perform without an expected factor. The most important advantage of ABC in its attraction to advance costing system, its unique and logical features of business process.
b.  Management of activities in a firm.
When a manufacturing firm applies ABC method, it has to establish system cost drivers and has to be reliable to all activities happening in a firm in a given period of production (Cooper Robin 1991). Then a firm needs to determine the cost level for each activity periodically and finally, level of distribution of each activity to each product are decided. With the ability to determine such detailed information, managers can easily classily activities in a firm into pools, pool of high valuable contribution, pool of low contribution and also pool ofing valuable contribution for business aétivity. By understanding the importance of each activity, a manager can give out solutions to improve elliciency of business operation in order t0 reach higher profit and then improve financial performance. Profitability from customers is considered as a suitable improvement of ABC approach by starting different prospects of profit as profit really come from customers, not from product. Some management processes as quality management, time management, productivity process is implemented more casily by ABC system management or less operation can turn from functional management.
c. Information Providing
While TCA only provides information on cost levels, ABC method provides information and cause of costs (Cooper. Robin and Robert S. Kapion, 1992), When manngers are aware of pracess and cause of costs. they can find proper solution and cut unnecessary costs; besides, it helps managers to establish criteria to evaluate their staff which contributes to improvement of efficiency.
2.2.7 Limitation of ABC
ABC system is surely more complicated than traditional method. In order to provide detailed cost structure. it requires many calculations and analysis to be performed. Plans must be carefully set in detail, Management process must be more detailed which will increase input factors (increase cost).
In summary, gathering cost is vital in proper understanding of the real of resources in a business to make investment decisions and set a conceivable price. While traditional costing methods allocate costs based on simple criteria and cannot reflect the relationship, ABC method is based in simple criteria and cannot reflect the relationship between cost objects and indirect cost.
2.2.8 Financial Performance
Financial performance is the measuring of the result of a firm's policies and operations in monetary terms. In the firm, financial performance refers to the rate of returns for a financial portfolio. The portfolio includes the financial instrument which is used with different rate of retum (Cagwin and Bounman, 2002).
In current business environment. financial performance has related to the profit of firm. Sales profit and cost was used to evaluate the value of business activities. These values will be measured with current budgets or sales forecast to create business strategy in which to answer the "big question" how to maximize profit, reduce cost and better financial management.
2.2.9 Description of Activity Based Costing with The Financial Performance
Some recent researchers gained success in realizing the connection between the use of ABC and financial performance in particular business environment. Kenedy and Afleck Grave (2001) were successful in connecting of Activity Based Costing and the improvement in financial efficiency for producers. Ittner (2002) and Cagwin and Bounman (2002) state that Activity Based Costing has direct influence on improvement an accounting System is depends on that ability to adapt to changes in external circumstances and imernal Contingency theory supgusts that the need for efficient organizatenal struetures, processes and competent management accounting system is contingent on organizational and environmental characteristics. This force influence changes in the structure, and sophisticated cost management system or advance cost accounting
2005).
techniques such as ABC leads to enhances firm performance (Cagwin & Bouwman, 2002: Drury & Tayles 2005 Thus, this research indicates the price competitive force that should stress firms to resort for ABC effectiveness in order to gain competitive advantage for organization and increase financial performance.
2.3 Empirical Review
Gordon and Silvester (2019) examined the performance of ten ABC user firms vis-a-vis their matched size and industry-controlled counterparts who have not adopted activity-based costing. Though ABC user firms had abnormal returns on the date of announcement but not statistically significantly different from their counterparts. Thus, they questioned the adoption of activity-based costing if it does not lead to creation of firm value.
Ittner et al. (2002) examined the association between the extensive use of activity-based costing and plant level operational & financial performance indicators such as cycle time, quality, manufacturing cost improvements and return on assets. The quality variable was captured through finished product. first pass quality yield in percentage terms and scrap and rework cost as a percentage of sales They survey questionnaire mailed to 25.361 firms who have subscribed to Industry Week. They received a response 2789 firms, resulting a response rate of 11%. They found 26% of the respondents did use activity-based costing extensively. They found moderate evidence that activity-based costing use is positively associated with the manufacturing performance. They demonstrated through path analysis that activity-based costing use has a positive indirect association with manufacturing cost reduction through improvements in quality and cycle time. No significant association with return on assets of activity-based costing use was observed.
Kennedy and Affleck-Graves (2001) examined the link between activity-based costing implementation and creation of shareholder value using Rappaport (1986) framework and event study methodology (Brown & Warner 1980 and 1985). They got responses from 47 ABC users and 187 non-ABC users. They found that choice of management accounting system such as activity based costing for a sample of UK firms had a significant impact on firm value (27% over the three years from the beginning of the year in which activity-based costing was first introduced). The impact of activity-based costing on firm performance may be indirect through the mediating influence of other variable (Shields et al. 2000).
Cagwin and Bouwman (2002) in their survey of 210 internal auditors found that the firms with diverse product portfolio and with high proportion of overheads cost when they have adopted activity-based costing along with other strategie initiatives such as JIT and TQM, it resulted in substantial improvement in their return on investments. The other enabling conditions for the efficacy of the ABC in the organizations are sophisticated information technology systems, absence of excess capacity and competitive environment.

          CHAPTER THREE
             Methodology
3.0 Introduction
This chapter structured into sections: a section analyzed the research design, another presents the target population and the sampling design the next section are the data collection, instrument and data collection procedures: and finally, data analysis entailing the conceptual and analytical models.
3.1 Research Design
The methodology of this research is quantitative research. Quantitative research employs a set of structured given questionnaires for all the participants. Research allows infer statistic from results obtained by elation of small sample group to the population as a while to measure assess casual elation between variables This project thesis use quantitative research focus on numerical data, financial report and survey with managers and staffs in the firm. All of this data are easy to summatize and analyze, the comparison between groups location can be measure for difference and researching a small group can give a variable indication of the views of a large population
3.2 Population of the Study
The respondent where required to complete the given questionnaires most of them are staff in UBA. They survey include 60 (sixty) staffs in all.
3.3 Sample Size and Sampling Technique
A sample of 40 (forty) is chosen randomly. A random sample is a sampling technique where all respondent have equal chance of being selected in a sample.
3.4 Sources and Method of Data Collection
The primary source of data collection was used. Data are collected by questionnaires with a lot of questions related to different aspocts of impact and importance of ABC on financial performance. The questionnaires are sent to financial staff and interal auditor of UBA.
Questionnaires are design and divided into three (3) aspects which serve the objectives of the researcher
Does the use of ABC alfect the financial performance?
	•	   Importance factors affecting the impact of ABC and financial performance?
	•	   Do the benefits to using NBC lead to improvement in financial performance?
3.5 Instrument for Data Collection
A self administered questionnaire serves as the data collection instrument for this study. Questionnaires are design and divided into three (6) aspects which serve the objectives of the researcher.
	•	   Does the use of ABC affect the financial performance?
	•	   Importance factors affecting the impact of ABC and financial performance?
	•	   Do the benefits to using ABC lead to improvement in financial performance?
3.6 Technique for Data Analysis
Data collected are analyzed by table. The tables include frequency of response and percentage.

 
           

 CHAPTER FOUR
      DATA ANALYSIS AND DISCUSSION
4.0 Data Analysis
This chapter involves the presentation of data. It is thus aructure into several sections: date analysis an result discussion of the findings.
presentation result, data analysis using inferential statistics, model specification, and interpretation of result discussion of findings.
Data for the study were obtained from the managers and directors of thin ole the chameteristies of the respondents, directors and managers were analyzed with descriptive statisties, Specifically, percemaus was used to analyze relevant features of the respondents. This is presented as follows
 4.1  Respondents Characteristics and Classifications
Table 1: Respondent Characteristic Based on Qualification
Designation	Qualification	No of Respondent	Percentage %
Directors	B.Sc & Professional
Qualification	2	5
Directors	B.Sc & MBA	2	5
Managers	B.Sc & MBA	20	50
Managers	B. Sc & Professional
Qualitication	4	10
Managers	B. Se only	12	20
Total		40	100
Source: Research 2023
Table 2: Respondent Characteristic Based on Experience
Designation	Years of experience	No of Respondent	Percentage %
Directors	21	3	7.5
Directors	15	1	2.5
Managers	12	10	25
Managers	10	15	37.5
Managers	8	11	27.5
Totall		40	100
Source: Research Survey 2023
Table 3: Respondent Characteristic Based on Department
Designation	Department	No of Respondent	Percentage %
Directors	Sales and market	1	2.5
Directors	Financial & Account	1	2.5
Directors	Human Capital	1	2.5
Directors	Technical Service	1	2.5
Managers	Sales	15	37.5
Managers	Human Capital	2	5
Managers	Marketing	5	12,5
Managers	Production	4	10
Managers	Financial & Account	4	10
Managers	Technical	2	5
Managers	Supply & Apply	4	10
Total		40	100

			
Source: Research Survey 2023
The descriptive analysis shows the 90% of the respondent are managers who are responsible for a unit or department of the case study. Thus the questionnaire administered focused the personal that are both decision makers at operational level and very prone to the customers complaints and satisfactions.
In addition, the percentage (%) of respondents with least qualification (first degree) is 30% this indicate that all the responsible officers are intellectually fit and capable. The effects of this are the ability to adopt entire total innovations that come to their ways.
In term of experience. 27% of the total population has least experience of * years.
4.2 Presentation and Analysis of Data
In order to analyze the gathered data toward the hypothesis stated in chapter one, a model specification becomes imperative. This study adopts a simple regression analysis to analyze the data. Its adoption stem from the number of respondents administered with questionnaire which is more than 30 and the scale used (Likert Scale) 
Analysis of Other Data
Y-a +bx =E
Where
y = Firm Performance
X= Activity Based Costing Affects
B - Coefficient of x i.e rate of chances
E = Error them
This model was formulated and tested with the aid of simple regression analysis.
Test of Hypotheses
Table 1: Regress Table of the Result
			Adjusted    R-Square 	STD Error of the Estimate 						Burbin wastiny
Mood	R	R- Square			R-Square		F change	Df 2	Singf change 	
1	0.67	0.044	-0.22-0.22	2.71697	0.04	682	171	1	38	1.552

Source: Research Survey 2023
The regression table shows the independent variable, i.e activity based costing system; only improve the company performance with about 67% as given by the value of R of the regression estimate. This suggests that 335 of the company performance improvement is enhanced by other factors such as the company market shares of skilled labour, company track record e.t.c.
In addition, the [Durbin Watson test showed in the result indicate that there are presence of autocorrelation which can be ignored not withstanding that if shows that one or more explanatory variable in the model is entitled.
Therefore, this nullify the hypotheses stated to conclude that:
-The use of ABC affects the financial performance
-The importance factor affects the impact of ABC and financial performance.
- There is benefit in using ABC on financial performance.
4.3 Summary of findings
The study seeks to provide empirical evidence about the effect of ABC on firm performance. Based on survey data obtained from the sample of respondents, the result of this study indicates that a well implemented ABC system affects performance positively.
Overall, we interpret the theoretical and empirical evidence as supporting the view that system and management accounting system can have complementary effects on performance.
As a result, activity based costing system has significant contribution on firm performance.

               CHAPTER FIVE
              SUMARY, CONCLUSION AND                    RECOMMENDATIONS
5.0 Summary 
The first part of the study describes the importance of ABC system as an innovative costing system that it well implemented, may improve the general performance of firm. Thus, the study was derived to investigate the impact of ABC costing system in the firm performance for the study to be normal, hypotheses were also In the second part of the study, a general theoretical framework was extensively discussed by reviewing various arguments prepositions, theories of relevant and related works.
Furthermore, in order to investigate verbal question during the research, a case study research design was used In the penultimate chapter, data was analyzed and the attendance result discussed based on the finding and hypothesis was accepted.
 5.1 Conclusion
Based on the findings discussed on the preceding chapters, it will be logical to describe activity based costing (ABC) as a device of improving firms performance in terms of productivity, customer relation and product quality 
5.2 Recommendations
Since this study seeks to provide empirical evidence about impact of ABC system in firm performance. the study therefore suggests the following as a basis of implementing ABC system for effective result 
a.  Companies seeking substantial improvement in their programme should modify their manufacturing initiative to complement the new performance standards.
b.   Companies in competitive environment should endeavor to analyze their manufacturing process to identify value addition, ability and non-value addition. This will go a long way to eliminate redundancies and consequently improve performance.
c. The tradition cost systen though may not be totally disregarded, should complement with innovative
costing system that could give sound basis for performance evaluation. d.
d.  This study has taken a small step forward building more comprehensive empirical evidence of ABC implementation. However, from the standard point of the theory advancement, considerable work is needed to develop more complex theories arguing complex to superior performance, several implementation variable should be internally consistent.
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