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Abstract 
Purpose: The purpose of the study was to assess the impact of 

activity based costing system on financial performance of SMEs. It 

was observed that high escalating operating costs is a serious cause 

of concern in most SMEs in Zimbabwe. In order to establish the 

impact of activity based costing system on financial performance of 

SMEs, the study would like at  the benefits of using activity based 

costing system, the effects of activity based costing system on cost 

control, the problems faced with use of activity based costing system 

and the cost drivers of activity based costing system.  

Methodology: A descriptive design research methodology was 

adopted to gather data through use of questionnaires from a 

population of 15 employees. Data analysis was undertaken by use of 

SPSS to determine correlations and tables, pie charts and graphs 

facilitated data presentation.  

Findings: From the findings, activity based costing system had 

negative effects on the cost control reduction concluding that there 

was an insignificant relationship.  

Originality value: training of employees is important to equip them 

with the necessary knowledge and skills and applying an effective 

ABC system.   
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1. Background of the study 

Business rivalry in the twenty-first century is rising, so companies are getting more 

aggressive in creating tactics that will guarantee their continued profitability, such as 

the usage of activity-based costing. According to Elhaman (2012), the inefficiencies 

that resulted with the usage of the conventional costing method, which uses direct 

labour to assign indirect, has resulted in introduction of the activity based costing 

technique .Ezeala (2022) asserts that activity based costing system distributes 

overhead costs to cost the objects by assigning resources used by an activity and then 

allocating activities to the cost objects that gave rise to the activities to be done. 

Product costing has become the most critical variables in the financial performance 

and profitability of the firm (Mwila, Masaka and Tukumana, 2022). This has been 

increased by the competitive climate, which is a consequence of globalization. 

According to (Al-Dhubaibi 2021) changes in the competitive environment and 

structural changes to organizations facilitates organizations to demand reliable 

information on a product or service costs so that they may establish prices that are 

competitive and result to positive performance. 

Small and medium firms have a significant role in economic growth as they 

contribute to job generation as well as to the gross domestic product (GDP) and they 

greatly enhance to introduction of new technologies (Kocakulah et al., 2017). 

Additionally, according to Munanga (2013), excessive operating costs make it 

challenging for Small and Medium-Sized Enterprises to turn a profit because they 

may hinder their working capital and profitability. High operational expenses might 

certainly make it impossible for SMEs to offer their items at competitive pricing, thus 

the issue of poor sales. Lyne (2014) defines operational cost as cost of operating a 

firm, although they vary on the kind of business and may be characterized as (fixed 

cost) for example rent whereas operational/production cost might alter i.e. can go up 

or decrease from month to month. 
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River bells Trading Private Limited is a family owned Brick Manufacturing Company, 

which was legally formed in 2017. So is experiencing severe competition from other 

small and medium firms and also other major brick manufacturing organizations 

such as a McDonald brick it is suffering says Dube (Managing director). The firm is 

engaged the supply of construction supplies such as bricks, river sand, pits sand and 

cement. The financial performance has been falling largely owing to the increased 

operational expenses and diminishing income. 

Table 1: Lester Trading Private Limited .Extracts from the Statement of 

Comprehensive Income for the Years Ended 31 December 2019 to 2021 

Component 2018 2019 2020 2021 

Revenue 103,698 83, 220 185, 660 193, 300 

Total Operating/(production 

cost) 

93,300  105, 560 192, 563 143, 990 

Net profit /(Loss) 10, 398 ( 22,340)      ( 6,903 ) 49 310 

     

Source: Riverbells trading private limited income statements (2018-2021) 

The excerpt in Table 1 illustrates the trajectory of revenue, operating expenditures 

and profit for the firm during 2018 to 2021 and the fall in revenue and dramatic 

growth in operating expenses before and after adoption of ABC system. This has been 

a key issue of worry for the directors of Lester Trading (Pvt) as in 2018-2019 sales 

declined by USD $20,478 while total operating /production expenses were growing 

from 2018-2019 and a little reduction in 2021 was seen. The Managing Director of 

the organization decided that in 2019 there were extremely significant losses of 

USD$ 22, 340 in which they were more worried about this. Therefore, this 

circumstance has led to fewer earnings being realized and while persistent losses 

were reoccurring from year to year. 
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1. 1 Main research objective 

To asses on the impact of Activity based costing on the financial performance of small 

and medium enterprises.                                                                                                                                                                           

1.2 Overview of Activity Based Costing System 

In the field of management accounting, Cooper and Kaplan created the activity-based 

costing system as a method of cost allocation. According to Hardan and Shatnawi 

(2013), Activity-Based Costing (ABC) was created at the end of the 1980s as a costing 

methodology that overcame the limitations of previous systems by providing more 

precise cost information for commodities, consumers, services, and processes. These 

scholars went on to clarify that this method provides more accurate cost data since it 

more accurately reflects the economics of the manufacturing process than the 

traditional unit-based costing methodology, according to Cooper and Kaplan (1988), 

who were referenced by Shibab and Sivaram  (2017).   

According to Palaiogk and Tjalsma (2012), the strategy was successfully used in 

industrial and service divisions to improve tactical and strategic decision making as 

well as to activate cost management and customer profitability. Additionally, Activity 

Based Costing was initially developed for production processes, and its proponents 

base their argument on the notion that the complexity of production differs between 

different goods, and that the consumption of data regarding the quantity of activities 

consumed by cost items is based on this notion (Boris, 2013). These academics 

further explained that this technique reflects the economics of the manufacturing 

process more precisely than conventional unit-based costing system consequently 

delivering data that is free from error (Salem and Mazhar, 2014). 

The Activity Based Costing method finds the relationships between cost factors and 

activities (Pokorna, 2016).  Products, services, cost centers, and departments can all 

be considered as cost objects.   
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1.2.1 Benefits and Limitations of activity based costing 

Salem and Mazhar (2014) assert activity based costing system does not solely 

operate as foundation for computing more accurate product cost but acts as a 

method for controlling expenses Sarah (2015) explained the advantages of adopting 

Activity based pricing approach. Firstly, it permitted the identification of the items 

and services that are lucrative and less profitable. Secondly, estimates expenses 

precisely, which allows better control over indirect expenditures. Moreover, it gives 

information to enable feasible strategic decision-making. Further says that it can be 

used to all sorts of organizations and it enables expenditures to be associated the 

drivers. Lastly, assesses the achievements of both employees and divisions. 

However, irrespective of the benefits gained by activity-based pricing method there 

are also downsides related with it as revealed by various scholars. Sara (2015) 

revealed that Activity Based Costing system had numerous drawbacks as described 

below; the cost of addressing the data high than in other systems. Secondly, the 

barrier in determining cost drivers is prevalent. Moreover, enhances different 

processes and demands main cost distribution. To add cost that is more exact is not 

achieved, as there are unanticipated charges. Lastly, it largely concentrates upon 

expenses minimization, setting aside the intended goal of the firm. 

1.2.3 Fundamentals of Activity-Based Costing 

Al-Khadash and Nassar (2010) revealed that the Activity Based Costing systems focus 

in appropriate cost apportionment of expenditure to goods relying on the cost 

assignment perspective. Moreover, (Turney,1992) quoted in Oseifuah (2014) study 

revealed that there were 2 viewpoints of Activity Based Costing which are 

respectively cost assign view and process view.  

1.2.3.1 Cost assignment view 

According to this viewpoint, an organization's important actions are charged with 

expenses. These activities are then assigned to cost items, such as products or 

services that make use of the activities. Resources are used by activities; hence, they 
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are linked to them via resource drivers that simulate the consumption of resources 

by activities. Each resource that is linked to an activity turns into a component of the 

cost of that activity. We can better understand why resources are used by using the 

information provided to identify the activities that use the most of them and 

potential areas for cost reduction. 

The following stage involves allocating resources to activities, tracking actions 

against cost objects, A cost object is frequently a product, a product line, or a client; 

as a result, it is the reason why work is done. Activity drivers evaluate how much of 

an activity is consumed by the cost objects. The sum of all activity expenses incurred 

by the cost object represents the cost object's overall cost.  

1.2.3.2 Process View 

Cost drivers, actions, and performance make up the building blocks of the process 

view. Cost drivers determine what and how much work is required to complete a 

task or series of tasks. For instance, a client order starts the series of steps involved 

in processing an order. How much is required depends on how much the client 

orders. Internal components pertaining to individual activity as well as those linked 

to earlier activities are both considered cost drivers. Each action in a series is a client 

of the one before it. To provide value to the external client, activity collaborates with 

a chain of internal customers.  Cost drivers are essential because they show 

possibilities for improvement. A faulty component obtained from supplier in this 

situation will need rectification activity to rectify the issue hence investing extra 

work and money. A quality certification scheme might assist minimize a supplier 

failure rate and hence reduce overall cost of both customer and supplier. 

Performance evaluation it evaluates how effectively a task is completed. Activity 

efficiency or the time required completing an activity, and work quality are common 

performance indicators. , the larger the resources used and total cost are, the longer 

it takes to complete a work. Low quality also typically results in the use of additional 
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resources and greater overall costs. The goal is to use this data to help improve 

performance and increase the worth of goods and services.  

1.3 Designing of Activity Based costing system 

According to Kocakulah (2017), activity-based costing includes the following 

techniques: identification of the activities involved in producing each product and the 

cost drivers used to measure them. Next, list the costs associated with each action. 

Also determine, through interviews, observation, or records, how much time 

employees spend on each of these duties for each product. Determine the activity 

cost driver rates last. Divide these activity costs by the output of each activity to 

assign these costs to products or customers. Drury's (2012) study looked into the 

four steps that go into developing an activity-based costing system, including the 

identification of crucial business operations.  

This may be the aggregation of units of labor or activities for example buying of 

supplies might be classified as a distinct activity. It may consist of summing up 

several activities such as receiving a buy request, locating suppliers, producing a 

purchase order and doing follow-ups. 

1.3.1 Assigning expenses to cost centers for each activity 

This implies that each activity must have a cost associated with the resources it used 

for a specific time after the activity has been established. This makes it easier for 

businesses to gauge how much they are spending on certain activities. Many 

activities will be directly attributed to individual Centre while some maybe indirectly 

and jointly shared by numerous activities e.g., manpower, lightning and heating 

expenses. They are allocated to tasks on the basis source and result or meeting with 

workers that can offer suitable estimates of used resources. 

1.3.2 Determination of cost drivers for each activity 

A cost driver must be provided for each activity center and costs connected to each 

activity cost center must be assigned during this stage. Application of activity cost 

driver occurs here.  



Journal of Accounting, Finance and Auditing Studies 9/3 (2023): 108-126 
 

 115 

1.3.3 Factors to consider while picking appropriate driver 

1.3.3.1 Offering sufficient explanation of cost activity cost pool.  

1.3.3.2   Cost driver    should    be readily measured. 

Data should be reasonably straightforward to access and be identified with items. 

Transaction drivers include the quantity of completed client orders, completed 

purchase orders, completed inspections, and the quantity of times an activity was 

carried out. The duration cost drivers are the hours spent setting up before beginning 

an activity.  

Assigning activity costs to products in accordance with product demand  

The process of adding cost driver rates to items is now complete. There must be a 

method for calculating the setup hours utilized by each product if setup hours are 

used as cost drivers. Since all products that need setup are charged a fixed setup fee, 

measuring products is not necessary if setup hours are employed.  

2. Research Methodology 

The study adopted a quantitative research methodology. A questionnaire was used to 

collect data. The researchers employed regression analysis to demonstrate the 

relationship between ABC System on financial performance of Lester Trading Private 

Limited Company. Return on Asset was employed as a measure of financial 

performance (Dependent variable). The independent variables were cost control, 

activity-based system, and training. The data analysis and presentation were done 

using SPSS software the findings are detailed. The population and sample are 

represented below: 
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Table 2. Population summary 

Departments Population 

(Census) 

Questionnaires 

Top level management 3 2 

Accounting and Finance  3 2 

Human resources  1 - 

Sales and Marketing 2 2 

Production manager  1 1 

Other employees 5 3 

Total 15 10 

 3. Results 

Table 3:  Pearson Correlations 

Correlations 

  
ABC 

SYSTEM 
COST 

CONTROL TRAINING MANAGEMENT ROA 

ABC SYSTEM Pearson 
Correlation 

1         

Sig. (2-
tailed) 

          

N 10         
COST CONTROL Pearson 

Correlation 
-,067 1       

Sig. (2-
tailed) 

,854         

N 10 10       
TRAINING Pearson 

Correlation 
,102 .918** 1     

Sig. (2-
tailed) 

,779 ,000       

N 10 10 10     
MANAGEMENT Pearson 

Correlation 
,023 .904** .979** 1  

Sig. (2-
tailed) 

,950 ,000 ,000    

N 10 10 10 10  
ROA Pearson 

Correlation 
-,753 ,634 ,781 ,561 1 

Sig. (2-
tailed) 

,674 ,345 ,432 ,467   

N 10 10 10 10 10 

**. Correlation is significant at the 0.01 level (2-tailed). 

Source: primary data from SPSS 
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Using the results from the Pearson regression model above on table 3, it is indicating 

that there is a negative relationship between training s and activity-based costing 

system of -0.067.This means that when ABC system increases the variable cost 

control decreases and looking at p value it is insignificant since it is above p < 0.05. 

The researchers also observed that the other remaining variables are positively 

related that is when variables increase the other one also increases. 

Cost and training positively related with coefficient of 0.918 while management and 

training also are positively correlated with coefficient of 0.904 and lastly costs and 

management coefficient of 0.979.This means that when one variable increases the 

other variable also increases and all these variables are significant at level 0.01.Lastly 

return on asset and activity based costing are strongly positively related with 

coefficient of 1.The results indicates that activity based costing and cost control are 

negatively co-related that is there insignificant relationship. Moreover, financial 

performance and activity-based costing are negatively related implying an 

insignificant relationship. Results obtained are in line with Mohamed (2019), 

Wanyonyi, Ronald and Mwiti (2017) and Porkona (2016) and however findings by 

Mwila, Masaka and Tukumana (2022) observed a positive relationship between 

activity-based costing on cost reduction and economic performance. 

3.1 Regression Analysis 

Table 4: Model summary 

Model Summary 

Model R R Square 

Adjusted R 

Square Std. Error of the Estimate 

1 .784a .147 .135 4.92808 

 

a. Predictors: (Constant), COST CONTROL, ABC SYSTEM, TRAINING, MANAGEMENT 
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Table 4: model summary shows the study coefficient of determination of 0.147 

implying that the predictors (a) as presented by table 4.3 affect only 14.8% of 

variation in financial performance. 

Table 5: ANOVA  

ANOVAa 

Model 

Sum of 

Squares df 

Mean 

Square F Sig. 

1 Regression 20.970 4 5.243 .216 .919b 

Residual 121.430 5 24.286   

Total 142.400 9    

 

a. Dependent Variable: ROA 

b. Predictors: (Constant), COST CONTROL, ABC SYSTEM, TRAINING, MANAGEMENT, 

Source: primary data from SPSS 

The data in table 5 above shows that there is no discernible correlation between the 

financial performance and the activity-based costing approach. The p value of 0.919, 

which is higher than 0.05, suggests this. Cost, activity-based costing system, training, 

and management are all predictors with p values that are greater than the significant 

level of 5%. The data in table 4.4 above show that there is no discernible correlation 

between the financial performance and the activity-based costing approach. The p 

value of 0.919, which is higher than 0.05, suggests this. Cost, activity-based costing 

system, training, and management are all predictors with p values that are greater 

than the significant level of 5%.  
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Table 6: Coefficients 

Coefficients 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) 9.396 5.259  1.787 .134 

ABC SYSTEM -.078 .206 -.186 -.378 .721 

TRAINING .247 .873 .323 .283 .789 

MANAGEMENT .677 2.446 .701 .277 .793 

COST -.690 2.111 -.713 -.327 .757 

 

a. Dependent Variable: ROA 

Source: primary data from SPSS 

Table 6:  The relationship impact of activity-based costing system and financial 

performance can be summarised by the following equation: 

Y=β0+β1 Χ1+β2 Χ2+β3 Χ3+β4 Χ4+Ɛ 

 Y is the dependent variable (ROA) 

             X= X1(ABC system), X2(training), X3(management), X4 (Cost) E constant 

              Y=9,396-0.078x1 +0.247x2 +0.067x3 -0.690x4 

The linear equation above depicts that including ABC system represented by (X1) 

show results that there is no significant improvement in financial performance (ROA) 

by -0.078units.Moreso, there is also a positive contribution provided by training (X2) 

of 0.247 and also (management) X3provides a positive 0.67.More so, (Cost control) 

X4 also has no significant improvement in financial performance since it is negative -

0.690. As depicted both the constant and independent variable with positive 

coefficients contributing significantly to the model while those with negative 

contributes negatively to financial performance. 
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Furthermore, activity-based costing has a negative beta of -0.186, which implies a 

negative relationship with financial performance. The t test value of -0.378 shows the 

effect of activity-based costing surpasses error by 0.206 times. Cost control has a 

negative beta at – 0.713, which implies that there is a negative relationship with 

financial performance. The t -test value of -0.327 shows that effect of cost control 

surpasses the error by 2.111 times. These findings that both activity-based costing 

system and cost control has no effect on financial performance. These results are 

supported by Samuel (2019) and Pokorná (2016) who observed that there was no 

link. 

Mwila, Masaka and Tukumana (2022) and Vetchagool et al. (2020), jointly confirm 

the results that Small and Medium Enterprises that used ABC system had reported a 

favourable impact on cost management and cost reduction. However, Ezealo, Nzewi 

and Ezekwesli (2022); Charaf, Rahmounib and Sabara (2022)’s studies revealed that 

that there was no improvement in financial performance. Most people agreed that 

using an activity-based costing system is problematic. Molela and Ismail (2020) 

highlighted these challenges as lack of administrative support, high implementation 

costs, and perception. 

4. Conclusion 

The study's major goal was to find out how ABC affected the financial performance of 

SMEs in Zimbabwe. The study revealed that adopting the system brought several 

challenges to SMEs, which were lack of management support, lack of expertise costly 

to implement the system, which reveals that most of SMEs are finding it difficult to 

surpass these. In addition, these firms were facing a challenge in identifying the cost 

driver. The research findings were that there was no link between ABC on cost 

control and economic performance of SMEs. These results were supported by Samuel 

(2019) and Pokorná (2016) who revealed that there was no improvement of 

economic performance. 
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5. Recommendations 

The researchers have come up with suggestion in line with the research findings that 

are obtained in this study. The management in charge of implementation of various 

activities may consider the following. 

➢ Training of employees especially those in the accounts department 

Activity based costing system should be implemented were employees who 

possesses necessary skills and knowledge on the skills. Since the research 

revealed that there were facing a lot of challenges in identifying cost drivers 

this is an indication of lack of knowledge. 

➢ Seek financial support 

As the researchers were analysing the finding it came into light that there are 

many financial constraints, which were being faced by the company. There is 

need for the company to seek for financial assistance from financers of Small 

to Medium Enterprises. 
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