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ABSTRACT
THE DEVELOPMENT OF THE ACTIVITY BASED COST APPROACH TO
OPTIMIZE THE PERFORMANCE IN THE SHORT TERM

A FIELD STUDY ON THE INDUSTRIAL FIRMS IN JEDDAH

Although the practitioner and academic accountants agree to the importance of
the role of the activity based costing approach in the field of determining the indirect
industrial costs, there are arguments on the importance and effectiveness of that role in
the field of administrative uses, especially for short term decisions and the information it
requires on the operation conditions to guide the continuous efforts for the continuous
improvement to optimize the performance.

The activity based costing approach is a long term accounting system which
assumes that the consumed resources equal the supplied resources. This assumption is not
used in the short term as it is not necessary that for each supply there is consumption. The
approach Assumption does not apply to the short term and so its use will lead to obtaining
inaccurate information on the costs. It also does not provide information enough to
develop programs for the continuous improvement to optimize the performance. As a
result, It was necessary to develop the approach so that the administration can encourage
the continuous improvement.

The purpose of that research is to develop that approach to optimize the
performance in the short term, to improve its role and to increase its effectiveness in the
deferent fields, especially in the concerns of taking short term decisions.

To achieve that purpose the researcher has presented, in the theoretical section
(the first four chapters), the concepts of the continuous improvement and the activity
based costing approach. She has also presented the methods of developing the approach
which are: the concept of two dimensional Input, the concept of Macro and Micro
activities and the theory of constraints.

In the Practical Application section (the fifth chapter) the researcher has made a
field study on representative samples of the industrial firms in Jeddah to know the
present cost systems in these firms and the opinion of the cost department in the
Approach development using the above mentioned methods. The researcher has obtained
the following results:

e The present cost systems in Saudi industrial firms are incapable.

e There is a need to optimize the role of the cost department and the adherence to
cost reduction in the firms to survive in the competitive market.

e The importance of developing the activity based costing approach to activate its
role in the administrative uses and to assist the administration to take the
operative decisions.

Finally the researcher recommends making more studies about the evelopment of
the Activity Based Costing approach in the services firms. The searcher recommends also
arranging training courses for the workers in the firms to get along with the scientific
development in the cost and administrative systems in the environment of modern
industrialization.
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