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ABSTRACT 

This research aims to identify the system of costs based on activities (ABC), which is 

a system of modern systems aimed at addressing deficiencies in the traditional 

systems of the two orders and stages of production, where the systems suffer from 

inaccuracy in the calculation of costs and poor control and lack of rationalization 

Decision making process. The ABC system divides the operations of the 

establishment into a number of activities and activities that are loaded with the costs 

required by the process required for the production of the goods or the provision of 

services, and thus the revenue generated by that activity is reached, which helps in the 

evaluation process and decision-making and conclusions and recommendations. 
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Introduction 

Many economic establishments use the financial accounting system, which records 

and disaggregates data related to financial activities and prepares final accounts and 

financial statements that reflect the results of the business and the financial position at 

a given time. When these establishments implement a cost accounting system, Such as 

planning, control and decision-247making, especially if the cost system applied is 

highly integrated where it can provide a flow of information in a timely and 

continuous manner and for all administrative levels, Financial accounting is 

concerned with the accounting of the external parties of the entity while accounting 

for the cost of providing accounting information to the entity's internal parties. The 

financial accounting also produces extensive and non-detailed financial reports for the 

external parties, while the reports issued by the financial accountant are detailed for 

the internal needs of the entity, The information provided by the traditional cost 

systems of the two phases and production orders is inaccurate and does not help in the 

provisions of the control process and rationalizing the decision-making process 

because these systems Do not give detailed data about the product or service provided 

and therefore cannot determine the costs of the product or service accurately.  

The modern trend of many service facilities, commercial and industrial is the use of 

cost management techniques, which is the system of costs based on the activities of 

those technologies, To achieve accurate product costs and to improve control over 

indirect costs and to take appropriate administrative decisions such as product pricing 

or the continuation or discontinuation of the production of certain products. 

 

Although there are different advantages to using the cost-based system as a guide to 

traditional systems, there are some disadvantages when using them, including the high 

costs associated with its application and the failure to eliminate the problem of 

random allocation of indirect costs because of some difficulties in accurately 

allocating indirect costs to activities It is difficult to determine the cost engine for 

certain activities accurately, but the many advantages enjoyed by the system exceed 

the disadvantages associated with its application, which encourages its application. 

The second chapter deals with the concept and components of the ABC system and 

the stages of its application and the difference between it and the traditional systems. 

The second chapter deals with administrative decision-making and the role of the 

ABC system in rationalizing them. 

 

Research Methodology 

First: The problem of research: The traditional cost systems of the two orders and 

production stages suffer from inaccuracies in the allocation of indirect costs and 

weakness in the control process and the consequent lack of rationalization of the 

decision making process, which requires searching for other systems that address the 
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weaknesses mentioned in traditional systems Used in the manufacture of the product 

or service. 

Second: The importance of research: The ABC system is a technique of cost 

management and derives its importance from the benefits it provides because it 

provides information on the cost of the product or service helps in the decision 

making process. This system is also useful in terms of control even when the cost of 

the product or service is great, where it is monitored by controlling the factors that 

move the most important elements of cost as well as being a valuable management 

tool discloses all activities in the facility, because its application requires the division 

of the establishment to a number of activities for the purpose of the cost of each 

activity properly. 

Third: The objective of the research: The aim of the research is to identify the 

following axes: The first axis: To identify the characteristics characterized by cost 

systems based on activities that distinguish them from other traditional systems. The 

second axis: Identify indicators that require the use of cost-based systems based on 

activities kn the process of manufacturing or providing services. 

Fourth: The hypothesis of research: The research is based on the premise that the use 

of traditional cost systems do not help in obtaining accurate data on the cost of the 

product or service provided does not strengthen the control of those costs, and 

therefore reflected on the decision-making process, which requires the use of systems 

others address deficiencies in these systems and help rationalize the decision making 

process. 

1.1 ABC concept: There are many definitions of the ABC system that some have 

defined as the system that collects the indirect costs of each of the activities of the 

establishment in cost pools ) And then allocate these costs to the final product or 

service provided by cost drivers based on the causal relationship. [Horngren, et al., 

2005, P.13]. It is also known that the system allocates resources The activities that 

benefited from them, and then allocate the costs of these activities according to the 

rate of utilization of these activities. [Abdellatif, 2004, p. 218]. It is the system that 

focuses on the division of the enterprise into a number of sub-activities and considers 

it the primary cost location. "[Horngren, et al., 2006, p.144] From above ABC can be 

defined as the system On the basis of the collection of the indirect costs of the 

enterprise in the cost complexes to be distributed to the final product by the causes of 

cost in order to reach a more accurate cost of the final product, which leads to support 

for sound management decisions, and this system assumes that activities that consume 

available resources are causing the costs And that products or services generate costs 

through the activities they need Design, manufacture, market and other processes until 

the products or services appear in the final form required. 

1 - 6 The elements of the application of the system (ABC): The most important 

components of the system of cost accounting based on the activities as follows: 
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1. Resources: They represent the economic elements that are distributed to the 

activity. 

2. Activities: focus under the cost-of-activities system. In general, activities that 

can produce a particular product or service can be divided into four groups: [Cooper 

& Kaplan, 1992, PP.1-13]. 

 Activities related to the unit of the product: the activities performed when 

producing each unit of a particular product. 

 Activities related to the production batch: These activities are performed for 

each batch of production, regardless of the number of units produced for each batch. 

 Product-related activities: They are performed whenever there is a need to 

support different product groups, such as the activity of changing a particular product 

specification. 

 Activities related to the operations of the entity as a whole: They are 

performed to support the operations of the establishment as a whole and relate to the 

supply of various production and administrative services. These activities cause cost 

to be concentrated on the production of certain products or services. This is 

completely separate from the volume of production. Examples of these activities are 

related to financial activities Administrative and public relations. 

1 - 3 stages of application of the system (ABC): There are many stages required to be 

introduced when the application of the system (ABC) can be listed as follows: 

[Hornegren, et.all, 1999, P.20] Phase I: Direct indirect cost sources are used as a first 

step in the ABC system. 

Phase 2: The cost guides (the causal relationship between indirect costs and activity) 

are identified and represent the appropriate basis for the allocation of each type of 

operating cost to the different activities of the enterprise. Phase 3: Identifies the 

activities of the separate and measurable entity and represents lower levels of 

administrative functions such as customer communication and engineering work. 

Phase 4: Defines the cost guidelines and represents the appropriate basis for allocating 

the cost of each activity to cost purposes (products or services). 

Stage 5: The indirect costs are allocated to each activity according to the ratios 

extracted in the light of cost guides for indirect costs. Stage 6: The costs of activities 

are distributed to each product or service according to the ratios extracted in light of 

the cost guidelines for the activities. 

Stage 7: The total cost of the product or service is reached and represents the total cost 

of the product or service from each activity. 

      1.4 The difference between conventional systems of indirect cost loading and 

ABC in indirect cost loading 

The process of charging indirect costs under the traditional approach is as follows:  

1- Allocation of elements of indirect costs to cost centers based on some supported 

standards in customization. 
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2- loading these centers to the final products by using some rates or load bases 

associated with volume, such as direct working hours machine working hours, it is 

noted that many elements of indirect costs are not related to these grounds and the 

value of those costs do not match the number of units produced As well as the 

different nature of indirect costs, so the traditional method of loading the costs 

mentioned 

Based on costing cost centers on products using some size-related load bases without 

taking into account the fact that many non-direct costs are not associated with volume, 

which may result in inaccurate values of indirect cost components that fall within the 

cost of finished products. The cost of indirect costs under the ABC system is as 

follows: 

1. Allocation of resources to activities. In this case, the main areas of activity are 

enumerated. This is done as an individual or a collective. This requires the division of 

the establishment into a set of basic activities. Each activity describes an aspect of the 

enterprise's operations. Materials, employment, technology) to outputs (goods or 

services).  

2. The cost of the activities is charged to the outputs. This is done by charging 

the cost of the activities to the outputs of the activity units whether goods or services 

according to the number of units of the product or service to be completed. This is 

done by using cost guides as a measure of demand. The cost guide refers to a set of 

specific factors or events that lead to or affect costs, and must meet the following 

conditions: 1. it should be measurable 2. It should be customizable for each product. 

One cost prompt should be calculated for for the cost of complex. Therefore, the cost 

system by activities is based on the measurement of the cost of the resources used to 

perform the activities and then linking the costs of the activities to the final products 

that benefit from these activities using standards that reflect the needs of those 

products from different activities. (Yusuf, 1998, p. 163). 

 

1.5  Problems with the implementation of the ABC system and ways to address it 

The problem of available energy utilization: The energy available in an activity may 

be exploited at the same time as the unutilized fixed costs should be disposed of and 

the problem can be remedied by disposing of these unutilized costs by not loading 

them into products And their inclusion as an expense or a general burden. 

1. The problem of the cost of the activities cost system for decision-making 

activities, since the time span covered by the cost of activities system extends to the 

long term so that the data relied upon as outputs may need to be a mix of actual and 

estimated historical data. Management faces the problem of obtaining data appropriate 

to its decisions under the system of activities, it is necessary to select data covering 

the quality and extent of the decision either from traditional data or from cost-by-

activity data for addressing the problem. 
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2. The problem of activities and their association with the value of the product: 

The cost of activities is covered in all aspects of the activity of the establishment, but 

when aggregating homogeneous works in the activity complexes, it may be clear that 

there are activities that do not add value to the product. Which does not add value to 

the product load and consider it a public burden? 4. Problem of selecting cost guides 

for each activity: This problem arises when aggregating a set of individualities that 

may be heterogeneous, which necessitates the use of the appropriate basis for 

allocating the costs of the bundled activities of these activities and then uploading 

them to the products to address the problem. [Richard & Helen, 2000, P.20] 

 

Chapter 2 

Use of Accounting Information in Administrative Decision 

Making and the role of ABC in rationalizing administrative decisions 

 

6.1 Use of accounting information in the management decision-making process 

The decision-making process is one of the main functions of the management of the 

establishment. The administration faces many problems and tries to find suitable 

solutions for them after studying, analyzing, and evaluating them well. Therefore, the 

decision-making process can be considered one of the difficult and complex 

administrative tasks that the administration should exercise. The use of accounting 

information, such as costs, revenues, etc., to make various administrative decisions. 

The management of the entity must be able to distinguish and determine the costs, 

revenues and all accounting information. For decision-making [Hussein, 2000, p. 

350]. When a particular problem arises we need to make a decision on it. Initially, the 

relevant information relating to the facility is collected and analyzed, different 

alternatives are identified and evaluated, and the best alternative is chosen and the 

appropriate decision is taken. [Debian, 1999, p. 360]. 

The following steps may be identified to make the appropriate decision:  

1- Compile the necessary information and appropriate decision-making. 

2-Identify the different alternatives and determine the benefits of those alternatives 

and study the possible expectations of those alternatives 

3- Choosing the best alternative after assessing different alternatives and measuring 

the benefits and comparing them with the related costs.  

4- Implementation of the decision to choose the best alternative. 

5- Evaluation of the performance resulting from the implementation of the decision in 

terms of effectiveness, which is a measure to achieve the desired goal and efficiency, 

which means the efficiency of the use of inputs to obtain the outputs (Mubarak et al., 

2008, p. 148). 2.2 Characteristics to be provided in the information required for the 

decision-making process: There are two characteristics that must be made available in 
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the information needed for decision-making. These are appropriate characteristics and 

trust. This can be explained by the following:  

1. Relevance: The relevance of a logical link between the information and the 

applicable decision, Appropriate is the information that is capable of changing the 

direction of the decision, and there are three elements of the characteristic of the 

appropriate: 

A) The ability to predict the future: In order for the information to have an impact on 

the decision-making process should lead to improved ability of decision-makers to 

predict the expected results in the future or that this information correct the current 

expectations. 

B) Ability to retrospectively evaluate past predictions: It is intended to assist users in 

assessing the validity of their previous expectations and thereby assessing the results 

of the decisions based on these expectations. C. Synchronization: Synchronization is 

intended to provide timely information, because if information is not available when 

needed, it will have no impact on the event or decision. 

2- Confidence: This property refers to the credibility of information and the 

possibility of relying on it, and there are three elements to it:  

A) Honesty in the expression of phenomena: The truth in the expression of the 

existence of a high degree of congruence between information and the phenomena 

intended Aroma. 

B) The possibility of verification of information: It means that the objectivity is 

available in any scientific measure, that the results reached by any particular person 

using certain methods of measurement and disclosure can be reached by another 

person independent of the first person using the same methods. 

C) Neutrality: neutrality refers to avoiding the bias that may be exercised by the 

author in the preparation and presentation of information, because the information in 

which this information is not available is not considered safe and unreliable as a basis 

for the decision-making process (Shirazi, 1990, p. 199). The proper subjectivity and 

confidence of two types of test should be: 

1. Test the level of importance: there is a close correlation between the 

appropriateness and the relative importance because information that is not closely 

related to the goals of the financial reports is not considered important information and 

therefore there is no need to disclose them, there is also a correlation between trust and 

the importance of choice because measurement errors Non-assignment does not affect 

the reliability and reliability of information. 

2. Choice of cost - yield: There is a general rule that accounting information 

should not be produced and distributed unless its cost-effectiveness exceeds the 

provision of any economic service. However, it is necessary to note here the 

fundamental differences between accounting information and other goods and services 

that However, the situation is not the same for accounting information because the 
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economics of producing accounting information are not subject to market supply factors 

so that when the unit bears the costs directly Production and distribution of financial 

reports, but the benefits from the use of these reports was due mostly to the breakers 

users. WiIiam G., 2001, P5]. R.K.Mautz  & ]. 

3. Decision-making and trade-off between alternatives: Decision-making 

requires appropriate information to help choose between the alternatives available for 

that process. The appropriate information is appropriate costs and appropriate revenue. 

The appropriate costs refer to costs that change from one alternative to another in the 

decision-making process, The appropriate revenues are those that have the potential to 

change from one alternative to another, which is related to the number of units expected 

to be sold at a certain price. There are many decisions facing the establishment, which 

have several alternatives, which requires the choice of the appropriate decision and 

those decisions are as follows: 

A- decision to manufacture or buy: Many industrial enterprises face the decision to 

manufacture the internal or purchase from abroad, and this decision depends on 

factors related to cost usually and factors other than quantitative, such as the extent of 

dependence on external parties to provide the facility on a regular basis and on 

demand and the control process On the quality of parts or materials purchased from 

abroad, and this decision is a strategic decision, which requires taking very carefully 

because of the significant impact on the activity of the establishment. 

 B- The decision to sell or manufacture more: When the industrial plant produces its 

products, these products usually go through different stages before reaching the final 

stage to be put on the market according to the desire of consumers, and in some cases 

can sell products before reaching the final stages and in this case The entity faces the 

decision to sell at that stage or manufacturing further as an advanced stage of the sale 

or finalization of the product. In order to make the appropriate decision, the enterprise 

must compare the differential revenue generated by the manufacturing process to a 

higher stage with the additional costs of the (5) stages and can be sold after the 

completion of the fourth stage. In this case, the company will trade between the sale 

after completion of the fourth stage or sell it after its completion, taking into 

consideration the cost of the product and revenue Expected. 

C- The decision to add or remove one of the production lines: These decisions are one 

of the most difficult decisions that must be taken by the management of the 

establishment, as there are several quantitative and qualitative factors must be taken 

into consideration before making the final decision to add or disposal of one of the 

production lines, Such decisions affect net profit, which requires appropriate analysis 

of the costs involved and appropriate for decision making (Zaher, 2002, p. 371). 2.4 

The role of ABC in rationalizing decision-making: ABC allocates resources to 

activities by identifying key areas of activity, which requires dividing the enterprise 

into a range of key activities, so that each activity describes an aspect of what it 
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performs The activity costs are then charged to the output of the activity units whether 

goods or services using cost factors. The cost drivers must be defined in order to 

control and control costs, as they help to properly charge costs (Al-Bastaki and 

Ramadan, 1998, p.20). 

This will lead to the division of the activity in detail into a number of parts and each 

part being loaded with its own costs. This leads to determining the responsibility of 

each part of the activity for the costs it incurs and the revenues it has achieved, and 

thus helps in the decision-making process. The decision-making process needs 

primarily to know the amount of costs charged and the revenue generated for each 

activity. The administrative decision-making process related to the entity's activity is 

related to the cost reports, since the cost reports include a study of the actual results 

and their comparison with the standard, as well as a presentation of the expected 

results if alternative decisions are made. This is achieved by providing the data 

required for each administrative level in a comprehensive and timely. manner. 1999, 

p. 365). 

Thus, we can say that the allocation of costs for each activity separately and the 

amount of costs derived from that activity helps to evaluate that activity in a fair and 

objective manner and thus help rationalize the decision-making process. 

 

Recommendations 

1- Encouraging the use of modern systems based on the scientific and sound bases in 

all industrial, commercial and service units that use cost accounting in their activities, 

with the need to convince the officials in the establishment of the importance of 

implementing these systems because they would facilitate the work and ensure good 

performance. Activity Based Costs (ABC). 

2- The allocation of resources to activities and the determination of responsibility 

should be adopted so that we can arrive at value-adding activities that have a 

significant role in achieving the revenues of the establishment and those that do not 

add anything to the enterprise so that we can make the appropriate decision. 3 - The 

need to collect information necessary for the decision-making process based on sound 

scientific studies and subject to horizontal and vertical analyzes and comparisons, 

which have a great degree of security to ensure the validity of the decision-making 

process. 

3- The need to involve individuals working in the decision-making process to ensure 

access to job satisfaction, which is a catalyst for performance and to prevent the 

occurrence of problems at work. 
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