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Abstract: The evolution of management accounting has transitioned from traditional 

financial reporting to a strategic role in enhancing organizational performance. This paper 

explores the significance of Activity-Based Costing (ABC) as a crucial tool for modern 

businesses, particularly within Japanese multinational corporations (MNCs). ABC 

addresses the shortcomings of conventional costing methods by accurately allocating 

overhead costs to specific activities, thereby improving decision-making and resource 

management. The globalization of markets and technological advancements have 

accelerated ABC's adoption, enabling organizations to refine pricing strategies and 

enhance profitability analyses. Despite its advantages, implementing ABC poses unique 

challenges, especially for Japanese MNCs, where traditional management styles may 

hinder innovation. This study employs a dual methodology, combining secondary 

literature reviews with primary case studies of a Japanese manufacturing MNC, to 

investigate these challenges and propose solutions. Findings reveal that while ABC can 

significantly improve cost management and operational efficiency, its complexity and the 

need for management support complicate its adoption. The paper culminates in 

recommendations for MNCs to enhance their accounting practices, focusing on refining 

global tax strategies and mitigating risks. By addressing the challenges of ABC 

implementation, this research contributes to the broader discourse on management 

accounting, emphasizing its strategic implications for Japanese firms in a competitive 

global landscape to advocates for a more integrated approach to management accounting 

that aligns with contemporary business dynamics, fostering sustainable growth and 

operational excellence. 
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Performance Measurement 

 

INTRODUCTION 

The role of management accounting has undergone a significant transformation, evolving 

from a focus on traditional financial reporting to becoming a strategic partner in business 

operations. As organizations navigate increasingly complex challenges and opportunities, 

the insights provided by management accounting have become critical for driving growth 

and ensuring long-term sustainability. In particular, activity-based costing (ABC) has 

emerged as a vital tool in recent years, reflecting the complexities of modern business 

environments and the necessity for precise cost management. 

 Traditional costing methods often fall short in effectively allocating overhead costs, 

resulting in distorted product costing and suboptimal decision-making. ABC addresses these 

shortcomings by assigning costs to specific activities related to production and service 

delivery, thereby offering a more accurate representation of resource consumption. The 
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globalization of markets and advancements in technology have further accelerated the 

adoption of ABC, as companies seek to enhance efficiency and maintain competitiveness. 

Organizations increasingly acknowledge that a comprehensive understanding of the true 

costs of activities facilitates improved pricing strategies, enhanced profitability analysis, 

and informed strategic planning. 

 However, the implementation of activity-based costing presents several challenges 

that organizations must confront. Japanese multinational corporations (MNCs), in particular, 

exhibit unique characteristics in their accounting systems, which reflect their distinct 

business culture and operational strategies. Moreover, traditional Japanese management 

styles may impede the adoption of innovative accounting systems like ABC. This paper aims 

to elucidate the challenges associated with implementing ABC in Japanese MNCs, with the 

goal of identifying potential improvements and enhancing the effectiveness of this costing 

methodology. 

 To achieve this objective, the paper employs a dual approach. First, it explores 

secondary data by reviewing relevant literature on the subject, along with case studies that 

highlight the successes and challenges faced by other MNCs in adopting ABC. Second, the 

research includes primary data derived from a case study involving a Japanese 

manufacturing MNC with multiple overseas affiliates, necessitating consolidation in 

accordance with Japanese accounting regulations. 

 The findings of this study culminate in a set of recommendations for multinational 

corporations (MNCs), aimed at refining their global tax strategies and mitigating associated 

tax risks. By addressing the challenges inherent in implementing ABC, this paper contributes 

to the broader discourse on management accounting practices and their strategic 

implications for Japanese multinational enterprises. 

 

LITERATURE REVIEW AND BACKGROUND DISCUSSION 

The Structure and Characteristics of Japanese Management Accounting 

The phenomenon of "high economic growth" has profoundly impacted management studies, 

especially in deciphering the factors behind Japan's remarkable development. In the 1970s, 

the question "What is Japanese management?" became a central research theme, spurring 

comparative studies of Japanese and Western management practices. This interest led 

scholars to explore the unique attributes contributing to the success of Japanese firms. The 

oil crisis of the 1970s acted as a catalyst for change, as Japanese companies implemented 

stringent cost-cutting and rationalization strategies, enabling them to expand their global 

market share while other advanced economies struggled. This strategic shift paved the way 

for Japan's economic bubble and its integration into the international economy, redirecting 

scholarly focus towards understanding Japanese management organizations and accounting 

systems. As research evolved, emphasis shifted from traditional management theories to a 

detailed examination of management accounting, prompting active investigations into its 

distinct characteristics and methodologies. 

 In the United States, this period also marked a critical reflection on the existing 

management accounting practices and research methodologies that had previously 

dominated the field. The normative management accounting frameworks and behavioral 

science-based approaches that characterized the 1970s began to lose traction in favor of 
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field studies that pursued information systems aligned with the practical demands of real-

world organizations. Influential figures such as Robert Kaplan emerged during this time, 

advocating for a reorganization of management accounting theories. Kaplan and his 

contemporaries identified a disconnect between established models—rooted in normative 

analysis and behavioral science—and the diverse needs of contemporary organizations. They 

recognized that these traditional approaches were becoming increasingly ineffective and 

sought to develop new accounting information systems that would better address the 

realities faced by businesses (Kaplan, 1984). 

 This shift in perspective resonated across the Atlantic, where accounting scholars in 

the United Kingdom and France began to scrutinize the agility—or lack thereof—within their 

own management organizations. In contrast to the successful management practices 

observed in Japanese companies, these scholars raised out inquiries into the relationship 

between collaborative management structures and management accounting. The 

transplantation of Japanese-style management accounting practices into Western contexts 

became a topic of significant discussion, often referred to as the "Japanization" of 

management accounting. This dialogue also spurred the emergence of new methodologies 

for studying management accounting through organizational, social, political, and cultural 

lenses, leading to a rich discourse on the similarities and differences between management 

accounting practices in Japan and the West, as well as between Japan and other Asian 

countries. 

 Accounting scholars aim to enhance the visibility of accounting practices within 

organizations. Hopwood's assertion that "accounting is a method of making visible the 

intrinsic functioning of organizational economics" underscores this objective. Accounting 

enables managers to examine internal activities, assign economic meaning to organizational 

materiality, and integrate diverse events into coherent economic narratives. In contexts 

where physical distances or structural forms limit observation, accounting systems provide 

visibility, translating the unknown into organized records. Despite challenges, Japanese 

management accounting principles continue to resonate within the broader discourse. The 

ability of Japanese firms to maintain low costs while ensuring high quality demonstrates the 

effectiveness of their unique approaches. Japanese management accounting is 

characterized by its preventive and proactive nature, exemplified by practices such as 

target costing. Target costing emphasizes cost management from the product development 

stage, ensuring financial considerations are integrated into design and production processes. 

This approach fosters a culture of continuous improvement and collaboration, allowing firms 

to achieve cost savings while enhancing product quality. Japanese culture, with its dual 

collectivism encompassing national and organizational dimensions, supports these 

management accounting practices. This cultural framework enables Japanese companies to 

integrate low costs with high quality, attracting international attention for their innovative 

approaches. As globalization and demographic shifts present new challenges, Japanese 

management accounting will require continued adaptation and innovation. As global 

business evolves, Japanese management accounting principles will continue to influence 

theory and practice, contributing to effective management accounting systems across 

diverse settings. 
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Activity-Based Costing (ABC): An In-Depth Analysis of Its Structure, Implementation, and 

Impact 

Activity-Based Costing (ABC) is widely recognized as one of the most innovative management 

accounting practices of the 21st century. Developed in the late 1980s by Robert S. Kaplan 

and William J. Cooper, ABC was introduced to address the limitations of traditional costing 

methods that had become increasingly irrelevant in a rapidly changing business environment 

(Gosselin, 2007). The late 20th century saw significant changes, particularly increased 

competition due to deregulation and privatization, which necessitated a reevaluation of 

costing procedures. In this context, ABC emerged as a powerful tool for organizations 

seeking to enhance their profitability by accurately measuring costs and identifying value-

adding activities (Major & Hopper, 2005). At its core, ABC is designed to provide a more 

accurate method of cost allocation by identifying the activities that drive costs within an 

organization. Unlike traditional costing methods, which often allocate overhead costs based 

on arbitrary measures such as direct labor hours or machine hours, ABC recognizes that 

activities consume resources and that products consume activities (Cooper & Kaplan, 1992). 

By focusing on the activities that incur costs, organizations can better understand the true 

cost of their products and services. ABC operates through a two-stage process. In the first 

stage, overhead costs are assigned to activity cost pools based on the resources consumed 

by various activities. In the second stage, these costs are allocated to cost objects—such as 

products or services—using cost drivers that reflect the actual consumption of activities. 

Cost drivers can include metrics such as the number of labor hours, the number of orders 

processed, or any other unit that links activities to costs. This method allows organizations 

to trace indirect costs more accurately and allocate overheads appropriately, leading to 

improved product costing and enhanced decision-making capabilities (Atkinson, 2001). The 

adoption of ABC has proliferated globally, with applications in diverse industries, including 

manufacturing, healthcare, logistics, and services. Studies have shown that ABC can 

significantly improve cost management and provide valuable insights for strategic planning 

and operational control (Kiani & Sangeladji, 2003; Al-Omiri & Drury, 2007; Askarany, 2012). 

 A key aspect of successful ABC implementation is the formation of a multidisciplinary 

ABC team. This team typically consists of three to five members who collaborate to design 

the ABC system in a manner that accurately reflects the organization’s operational 

mechanisms (Compton, 1996). Before implementing ABC, organizations must make critical 

decisions regarding existing systems and provide adequate training for team members to 

ensure successful application and execution. Research consistently indicates that 

organizations employing ABC experience positive outcomes, including improved financial 

performance and enhanced decision-making capabilities. Cagwin and Bouwman (2002) found 

that properly implemented ABC systems lead to higher returns on investment and improved 

overall financial performance. Similarly, Maiga and Jacobs (2005) reported significant 

connections between ABC usage and improvements in cost management, product quality, 

and cycle time. Other studies have demonstrated that ABC can reduce costs by 3% to 5% 

after implementation, leading to better product management and pricing strategies 

(Dooley, 2007). The positive impact of ABC on firm performance is evident across various 

sectors, including manufacturing, healthcare, and services. For instance, studies have 

shown that ABC provides actual cost information, which can significantly enhance a firm's 

profitability (Zheng & Abu, 2019). 
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 Despite the recognized benefits of ABC, the system is not without challenges. Despite 

its advantages, ABC has faced criticism since its introduction. Some researchers have 

pointed out that the system's complexity can be a barrier to adoption, with many firms 

expressing dissatisfaction with its implementation and results (Noreen, 1991). Critics argue 

that ABC requires the absence of common costs, which can be unrealistic in many 

organizations. Additionally, the increasing number of cost pools can lead to measurement 

errors, further complicating the cost allocation process (Datar & Gupta, 1994). Common 

issues include difficulties in data collection, resistance from personnel, and the complexity 

of the system itself. Organizations may also face high implementation costs, which can deter 

them from adopting ABC. As a result, many firms may ultimately decide that traditional 

costing methods are more suitable for their needs. Some researchers have pointed out that 

the system's complexity can be a barrier to adoption, with many firms expressing 

dissatisfaction with its implementation and results (Noreen, 1991). Critics argue that ABC 

requires the absence of common costs, which can be unrealistic in many organizations. 

Additionally, the increasing number of cost pools can lead to measurement errors, further 

complicating the cost allocation process (Datar & Gupta, 1994). 

 Japanese multinational corporations (MNCs) exhibit unique characteristics in their 

accounting systems that reflect their business culture and operational strategies. A key 

feature is the emphasis on long-term relationships with stakeholders, leading to accounting 

practices that prioritize sustained performance over short-term profits. These corporations 

typically adopt conservative accounting methods, recognizing revenues only when realized 

to avoid overstating financial results. Japanese MNCs often maintain centralized accounting 

policies while adapting to local regulations in foreign markets, ensuring compliance and 

leveraging local expertise. Employee involvement and training are emphasized, fostering a 

sense of ownership and accountability in financial processes. Furthermore, sophisticated 

internal reporting systems are employed to monitor operations closely, facilitating timely 

decision-making aligned with strategic goals. Cultural factors also influence reporting 

practices, promoting group harmony and consensus-building. Overall, these characteristics 

reflect a commitment to quality, efficiency, and long-term success in the operational 

effectiveness of Japanese MNCs. Activity-based costing (ABC) is commonly utilized to 

analyze costs associated with specific activities, supporting the principle of continuous 

improvement known as kaizen. Additionally, quality metrics and performance indicators are 

integral to their accounting systems, highlighting the importance of quality control in 

manufacturing and services. 

 

Latest Changes of Cost Accounting System 

In recent years, the significance of management accounting has markedly increased, driven 

by a dynamic business environment characterized by globalization, technological 

advancements, and an evolving competitive landscape. As companies expand their 

operations globally, they encounter heightened competition, necessitating robust financial 

insights to navigate these challenges effectively. The advent of big data and advanced 

analytics tools has further enhanced the capability of management accountants to provide 

sophisticated analyses and forecasts, which are essential for informed decision-making. 

Over the years, this costing system has been improved, and it was quickly realized that it 

allowed a strategic vision of the company by identifying its potentialities, its weaknesses, 
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and opportunities for improvement, activities that add or do not add value, reflecting the 

organizational dynamics that determine costs with greater precision and 

comprehensiveness. Additionally, the growing emphasis on transparency and accountability 

in financial reporting has made ABC an attractive tool for organizations aiming to improve 

their cost management practices. As a result, ABC is now being integrated into various 

industries, reflecting its relevance in today's dynamic business landscape. 

 A notable trend is the integration of ABC with Enterprise Resource Planning (ERP) 

systems, which streamlines data collection and facilitates comprehensive cost analysis. This 

integration is complemented by the incorporation of artificial intelligence (AI) and machine 

learning technologies, which enhance the predictive capabilities of ABC systems, enabling 

organizations to optimize resource allocation effectively. Moreover, there is an increasing 

emphasis on utilizing ABC to address sustainability concerns, as companies strive to quantify 

and mitigate the environmental costs associated with their operations. This trend is 

particularly pronounced in the service sector, where ABC is being leveraged to gain insights 

into customer profitability and improve service delivery efficiencies. Furthermore, 

multinational corporations are moving towards the standardization of ABC practices to 

ensure consistency and comparability across their global operations. 

 Looking ahead, ABC systems are anticipated to become more customizable, allowing 

organizations to tailor these systems to their specific industry requirements and strategic 

objectives. The future of ABC is also likely to be characterized by real-time data analysis 

capabilities, providing businesses with immediate insights that facilitate agile decision-

making. As organizations increasingly focus on value creation, ABC models are expected to 

evolve beyond traditional cost reduction paradigms, aligning organizational resources with 

strategic goals to enhance value generation. Additionally, the integration of ABC with other 

management practices, such as the Balanced Scorecard and Lean Management, is projected 

to offer a more holistic view of organizational performance, further solidifying ABC's role as 

a strategic tool in management accounting. 

 

RESEARCH METHOD 

Research Design  

In addition to the discussion of successes and challenges of ABC system, the practical case 

of one Japanese manufacturing MNC is studied to verify any issues as regards 

implementation of ABC system or other improvements of cost calculation. The primary 

method of analysis employed is qualitative research through a single case study. The 

selected company is a major manufacturer of electrical and electronics parts in Japan with 

several overseas sites. To maintain confidentiality, pseudonyms are utilized, and the 

organization is referred to as "HT-Group" (or "the Company"). If HT-Group is regarded as a 

revelatory case, it provides a foundation, as suggested by Yin, for uncovering and describing 

issues that may be prevalent in other cases of import customs valuation (Yin, 2003). The 

research materials include discussions with accounting in charges from various overseas 

affiliates.  

 

 



Vol. 14 No. 10 (2026): Archives of Business Research  

Scholar Publishing 

 

 
 

   Page | 118  

 

Single-case Study 

Creswell (1998) defines a case study as a methodology wherein the researcher investigates 

a single entity or phenomenon, constrained by time and activity, while gathering detailed 

information through various data collection procedures over an extended period. Unlike 

superficial and generalized methods, case studies are designed to offer a depth of detail 

and understanding. Bennett and Elman (2010) emphasize the implicit comparative 

advantages of single-case studies. Different forms of single-case studies can deliver a 

nuanced and comprehensive account of specific phenomena by employing multiple 

qualitative and/or quantitative research methods (Willis, 2014).  

 However, single-case studies have faced several criticisms, primarily related to 

methodological rigor, researcher subjectivity, and external validity. Each case is unique, 

yet the insights gained can be applicable to other contexts; thus, there remains potential 

for generalizability of lessons learned. Transferable generalizability is viewed as analytic 

generalizability rather than statistical generalizability. It requires imagination and 

attentiveness to assess whether the case is relevant to new situations. 

 

Company Profile 

HT-Group was founded in Japan and commenced manufacturing operations in 1949, 

officially incorporating in 1957. It is a prominent Japanese manufacturer of electronic 

components utilized in semiconductor packages and motor cores for automobiles and mobile 

phones. The production of these products requires high-precision tools to ensure compliance 

with stringent accuracy standards. The Company primarily sells its products to customers in 

Japan and other Asian countries, while also supporting select markets in the United States 

and Europe. 

 

Overseas Affiliates’ Roadmap 

HT-Group operates on a significant business scale, comprising five production plants, two 

subsidiaries, and five sales offices that cater to domestic demands and serve local markets 

in Japan. Driven by continuous business expansion, the Company initiated its global 

operations by establishing its first production factory in Singapore in 1972, which remains 

operational today. This was followed by the establishment of two major manufacturing 

plants in Hong Kong and Malaysia. In line with its policy of end-user-oriented factory and 

business office siting, several subsidiaries were created in the 1990s, including locations in 

Taiwan, Thailand, the Philippines, and mainland China.  

 Subsequently, additional overseas sites were established in the United States, 

Canada, and Europe. HT-Group's business policy centers on customer satisfaction. The 

establishment of overseas production facilities has not only expanded the Company's 

production capacity and facilitated entry into global markets but has also enabled it to meet 

the product requirements of international customers. In response to urgent demands for 

parts, HT-Group is capable of shortening delivery lead times, thereby preventing customers 

from experiencing material shortages.  
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FINDINGS AND DISCUSSIONS 

HT-Group has shown a significant degree of expansion, especially in Asia. They engage in a 

lot of business activities, including inter-company transactions between the headquarters 

and their overseas affiliates. In addition to the general backgrounds of the company and its 

scope of business, through interviews with accounting in charges of selected overseas 

affiliates of HT Group, current status of costing accounting system and related comments 

were collected. The findings are summarized as follows. HT-Group engages in various 

manufacturing processes, and this study focuses on two primary production lines: motor 

cores and electronic integrated circuit leadframes. These products are produced by overseas 

affiliates, responsible for either or both product lines. Given the complexity of these 

manufacturing processes, only the major steps involved will be elaborated upon. 

 The production process for motor cores encompasses several key stages that ensure 

precision and quality, adhering to the stringent standards of the industry. The process 

commences with the selection of high-quality materials, such as silicon steel, which is 

critical for electrical efficiency and magnetic performance in automotive motor 

components. Initially, a stamping process is employed to punch the material and cut it into 

specific shapes and sizes using high-precision machinery. This stage is vital for achieving the 

desired dimensions and ensuring uniformity across the components. Subsequently, the 

stamped metal sheets undergo lamination to minimize energy losses due to eddy currents. 

This involves stacking thin sheets of metal and bonding them together, thereby enhancing 

the magnetic properties of the core. After lamination, copper wire is wound around the core 

to form the necessary coils for motor functionality. This process necessitates precise control 

over the number of turns and tension to guarantee optimal performance. The wound cores 

are then assembled with other components, such as rotor and stator parts, to create the 

complete motor. This assembly stage frequently incorporates robotic automation to improve 

precision and efficiency. Finally, the motor core components undergo finishing processes, 

such as coating or painting, to protect against corrosion and enhance durability. 

 Another significant product line is integrated circuit leadframes, which are produced 

in both Japan and selected, overseas affiliates. These frames are typically fabricated from 

copper, aluminum, or alloys. The chosen material is processed into thin sheets, which serve 

as the starting point before being cut into the frame shape using precision molds for 

stamping. In addition to mechanical stamping, a chemical etching process may also be 

employed to create patterns on the sheet. 

 The stamping process for both products involves a manufacturing technique used to 

shape materials, primarily metals, into specific forms using a die. This process is essential 

for producing components such as motor cores and leadframes, which require high precision 

and consistency. Precision molds, or dies, are critical tools in the stamping process, designed 

to accurately shape and cut materials with minimal tolerances, ensuring that each part 

produced meets strict specifications. The use of precision molds ensures that every part 

produced is identical, which is crucial for applications such as automotive motor components 

and IC frames, where even minor variations can significantly impact performance. As 

industries continue to demand more efficient and precise manufacturing processes, the role 

of precision molds will only increase in importance, driving advancements in technology and 

production capabilities. 
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Current Cost Calculation Mechanism and Cost Reduction Project 

HT-Group employs a traditional costing methodology to ascertain the costs associated with 

its products, which encompasses direct materials, labor, and production overheads. The 

direct material costs primarily consist of copper or silicon steel, determined by the specific 

requirements outlined in each product design. In this costing approach, actual costs are 

utilized for calculations; consequently, any discrepancies between theoretical calculations 

and actual consumption are proportionately distributed across each product based on either 

the quantity produced or the material weight consumed. This method ensures that all 

products reflect a fair share of cost variances. 

 Labor costs and production overheads are generally allocated to each product based 

on the actual machine production time recorded in most of the company's production 

facilities. However, a minority of overseas affiliates adopt a different approach, allocating 

these costs based on the actual production quantity or the production time consumed 

instead. This variation in methodology among affiliates highlights the flexibility within the 

company's costing practices, allowing for adaptation to local operational contexts. 

 In line with the practices of many traditional Japanese companies, HT-Group actively 

engages in periodic improvement initiatives. Regular cost improvement meetings are 

convened at the company's headquarters in Japan, conducted not only between domestic 

production sites but also complemented by annual group meetings that include 

representatives from overseas affiliates. These gatherings serve as a platform for sharing 

the latest information regarding costing challenges and fostering discussions on innovative 

strategies to enhance product cost efficiency. In addition, depending on the conditions of 

each overseas affiliate, headquarters will assign supporting staff to assist with cost 

improvement in alignment with group standards. 

 To facilitate accurate cost calculations and improve operational efficiency, HT-

Group has developed an in-house costing system tailored for each product line, specifically 

automobile motor parts and integrated circuit frames. Given the distinct production 

processes associated with these two product lines, the logic embedded within the 

computerized systems reflects certain differences in how costs are calculated from 

production data. Despite the advantages of these systems, it is noteworthy that not all 

overseas affiliates have fully integrated the computerized costing systems into their 

operations. Some affiliates continue to rely on Excel spreadsheets as a supplementary tool 

for calculating product costs, indicating a partial adoption of the standardized costing 

practices established by the headquarters. This hybrid approach to costing—combining 

traditional methods with modern technological solutions—illustrates HT-Group's 

commitment to maintaining cost control while also striving for continuous improvement in 

its production processes. By fostering collaboration and innovation across its global network, 

HT-Group aims to enhance its competitive positioning in the market. 

 

Location and District Difference (Canada/ South East Asia/ China/ Taiwan) 

HT-Group has established several overseas affiliates with production sites in different 

countries and regions. Due to various local accounting standards, there are certain 

discrepancies in managing cost calculations for manufacturing companies. To summarize in 

an easily understandable way, two different situations were discussed: one involving 
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mechanism without complicated requirements and another with stringent requirements 

(Table 1). The following content demonstrates their accounting treatments. 

 

 

Mechanism without Complicated Local Requirements 

IFRS 

The adoption of IFRS has significant implications for cost calculation in companies operating 

in jurisdictions that follow these standards. By enhancing transparency, standardization, 

and accuracy in financial reporting, IFRS not only affects how costs are calculated but also 

influences broader business strategies and financial performance. Companies must navigate 

these complexities to leverage IFRS effectively for competitive advantage. IFRS allows for 

the use of both historical cost and fair value measurements. This flexibility can significantly 

impact cost calculations, as companies may choose to recognize assets at fair value, 

potentially leading to higher reported costs in certain scenarios. Under IFRS, companies are 

encouraged to break down assets into components for depreciation purposes. This approach 

can lead to more accurate cost allocations, especially for long-term assets, by reflecting 

the actual usage and wear of each component. 

 Adopting IFRS can provide management with better insights into cost structures due 

to improved reporting and analysis capabilities. This information can drive strategic 

decisions related to pricing, budgeting, and resource allocation. Since IFRS provides a 

flexible way to calculate product costs, those companies within HT-Group that adopt IFRS 

do not have to follow a strict method for cost calculation. According to the accounting 

practices of those overseas affiliates, they seldom receive specific comments or suggestions 

from their financial auditors during the audit process. Statutory auditors will verify the 

mechanism of cost calculations, but they seldom provide further suggestions to improve the 

accuracy of product cost calculations. This means it is equally acceptable to use a simple 

method to allocate production overheads or a more advanced method like the Activity-Based 

Costing (ABC) system. 

Table 1: Overseas Affiliates of HT-Group:

Manufacturing Plant

Year of

Incorporation
Location

Regulatory

Framework

1 1972 Singapore Minimal

2 1973 Hong Kong * Minimal

3 1987 Malaysia Moderate

4 1993 Mainland China - Guangdong Stringent 

5 1994 Philipine * Moderate

6 1994 Mainland China - Tianjin Stringent 

7 1996 Mainland China - Shanghai Stringent 

8 1998 Taiwan Stringent 

9 1999 Thailand Moderate

10 2015 Canada Minimal

* Affiliates of Hong Kong and Philipine had terminated the manufacturing business

 in year 2009, and only the trading offices are remained in both side.
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Tax Calculation and Financial Reporting 

The relationship between tax and financial reporting methods is characterized by several 

key features that influence corporate tax obligations and compliance. Primarily, tax 

calculations align with accounting standards such as Generally Accepted Accounting 

Principles (GAAP) or International Financial Reporting Standards (IFRS), ensuring that tax 

reporting reflects the economic reality presented in financial statements. Most companies 

utilize the accrual basis of accounting, recognizing income and expenses when they are 

earned or incurred, which provides a more accurate depiction of financial performance. 

This method can lead to temporary differences that create deferred tax assets or liabilities. 

Additionally, businesses must estimate tax liabilities based on reported income, which 

introduces a level of judgment that can impact financial results. Tax reserves are often 

established to account for uncertain tax positions, reflecting management's assessment of 

potential tax audits. The effective tax rate, derived from the relationship between reported 

income and tax expense, serves as a critical metric for evaluating a company's tax burden 

relative to its profitability. 

 Regarding those overseas affiliates in this category, regulatory compliance presents 

another layer of complexity, as companies must adhere to tax regulations that may differ 

from financial reporting standards. This includes various filing requirements and maintaining 

records that can withstand tax audits. For multinational corporations, considerations such 

as cross-border taxation and currency translation further complicate tax calculations based 

on financial reporting. Finally, understanding the characteristics of tax based on financial 

reporting methods is essential for businesses to navigate the complexities of tax obligations 

and enhance transparency. By aligning tax calculations with financial reporting standards, 

companies can effectively manage their tax liabilities while maintaining stakeholder trust. 

 

Mechanism with Stringent Local Requirements 

Overseas affiliates in Taiwan and mainland China within the HT-Group have shown different 

pictures regarding the requirement of cost calculation. Although the financial reporting 

mechanism in Mainland China is characterized by its adherence to the Chinese Accounting 

Standards (CAS), which have been progressively aligned with International Financial 

Reporting Standards (IFRS) since their introduction, this alignment aims to enhance 

transparency and comparability for companies operating domestically and internationally. 

However, several unique features distinguish China's financial reporting system from those 

in other countries. Another key aspect is the emphasis on historical cost accounting, 

although fair value accounting is becoming more prevalent, particularly for financial 

instruments and investment properties. This contrasts with countries like the United States, 

where fair value measurements are more widely adopted under Generally Accepted 

Accounting Principles (GAAP). Moreover, the financial reporting process in China requires 

companies to prepare consolidated financial statements, reflecting the performance of both 

parent companies and their subsidiaries. This approach is similar to practices in other 

jurisdictions but may differ in the level of detail required in disclosures. 

 Taiwan's accounting standards for cost calculation are primarily guided by the Taiwan 

Financial Reporting Standards (TFRS), which align closely with International Financial 

Reporting Standards (IFRS). One of the key characteristics of these standards is the emphasis 
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on transparency and consistency in financial reporting, which is crucial for both domestic 

and international stakeholders. Cost calculation in Taiwan involves various methodologies, 

including standard costing, actual costing, and variable costing. Companies are encouraged 

to adopt a systematic approach to allocate costs accurately to products and services. This 

includes direct costs like materials and labor, as well as indirect costs such as overheads. 

Another notable aspect is the focus on fair value measurement, particularly for inventory 

and fixed assets. This approach ensures that the financial statements reflect the current 

market conditions, providing a more accurate picture of a company's financial health. 

Moreover, Taiwan's accounting standards require regular updates to reflect changes in 

economic conditions and business practices. This adaptability is essential for maintaining 

relevance in a rapidly evolving global market. Overall, Taiwan's accounting standards in cost 

calculation prioritize accuracy, transparency, and alignment with international practices, 

fostering trust among investors and stakeholders. 

 Import custom control in Taiwan is essential for accurate cost calculation in 

international trade. It facilitates a comprehensive understanding of the total landed cost of 

imported goods, encompassing purchase prices, tariffs, taxes, and shipping expenses. 

Effective custom controls mitigate compliance risks, reducing the likelihood of penalties 

and delays that can adversely affect financial performance. Furthermore, streamlined 

customs processes enhance supply chain efficiency by accelerating goods clearance, thereby 

improving responsiveness to market demands. This agility not only leads to cost savings but 

also enhances customer satisfaction. Additionally, a thorough grasp of customs duties and 

regulations enables businesses to set competitive prices, thereby maintaining market 

competitiveness. 

 

Material Import Control 

While both Taiwan and Mainland China have established import control systems for material 

imports, Taiwan's framework is characterized by transparency and efficiency, whereas 

Mainland China's system is more complex and subject to frequent regulatory changes. These 

differences impact the ease of doing business, cost calculations, and overall 

competitiveness in the global market. 

 Customs procedures in Taiwan are generally streamlined, focusing on efficiency and 

reducing clearance times. Compliance requirements are clear and align with international 

standards, making it easier for businesses to navigate the import process. The focus is on 

facilitating trade while ensuring safety and quality. In contrast, Mainland China's import 

control is managed by multiple agencies, including the General Administration of Customs 

(GAC) and various sector-specific regulatory bodies. The regulations can be more complex 

and are subject to frequent changes, reflecting the government’s strategic economic 

policies. While China has made strides in modernizing its customs procedures, the system 

can still be bureaucratic and prone to delays. Importers often face additional scrutiny, and 

the clearance process can be lengthy, particularly for goods subject to stricter regulations 

or inspections. Compliance requirements in China can be more stringent and vary 

significantly by industry. Importers may need to provide extensive documentation, including 

certifications and quality inspections, which can increase the complexity of the import 

process. 
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Production Overheads Allocation 

The differences in production overhead absorption between companies in Taiwan and 

Mainland China are influenced by regulatory frameworks, costing methods, operational 

complexity, technological integration, and cultural practices. While Taiwanese companies 

tend to adopt more sophisticated and transparent overhead absorption methods, Mainland 

Chinese companies often rely on traditional approaches, reflecting the varying levels of 

development and modernization in their accounting practices.  

 For example, companies in Taiwan adhere to the Taiwan Financial Reporting 

Standards (TFRS), which align closely with International Financial Reporting Standards 

(IFRS). This alignment promotes transparency and consistency in overhead absorption 

methods, encouraging the use of activity-based costing (ABC) and other modern approaches. 

Besides, Taiwanese companies often utilize advanced costing techniques, including ABC, to 

allocate overheads more accurately. This method allows for a better understanding of cost 

drivers and enhances decision-making regarding pricing and cost control. Taiwanese 

companies, particularly in high-tech and manufacturing sectors, tend to have more complex 

operations that necessitate sophisticated overhead absorption methods. This complexity 

drives the need for precise cost allocation to maintain competitiveness in global markets. 

 On the other hand, Mainland Chinese companies follow the Accounting Standards for 

Business Enterprises (ASBE), which may not emphasize modern costing methods as strongly. 

Traditional methods, such as using predetermined overhead rates based on direct labor or 

machine hours, are more prevalent, although there is a growing trend towards adopting 

ABC. While some larger and more progressive companies in China are beginning to adopt 

ABC, many still rely on simpler methods, such as volume-based allocation, which may not 

accurately reflect the true costs associated with specific products or services. 

 

Cost Driver Implementation 

In cost accounting, a cost driver is a factor that causes a change in the cost of an activity 

or a cost object. Understanding cost drivers is essential for effective cost management and 

accurate product costing. Identifying cost drivers helps in accurately allocating overhead 

costs to products or services based on their actual consumption of resources. Understanding 

the relationship between cost drivers and costs allows managers to implement strategies to 

control and reduce expenses effectively. In addition, by analyzing cost drivers, companies 

can assess operational efficiency and identify areas for improvement. The following are 

some examples of using cost driver to allocate the production overheads in those overseas 

affiliates in Taiwan or Mainland China. 

 

Tool Depreciation: 

Mechanical tooling refers to the tools and equipment used in the manufacturing process to 

shape, cut, or assemble products. This includes items such as production molds, dies, jigs, 

fixtures, and CNC machines. The costs associated with mechanical tooling can vary based 

on production volume and complexity. In the cases of those overseas affiliates, the number 

of production runs used is identified as the cost driver for mechanical tooling. As the number 

of production runs increases grow, the total cost of mechanical tooling will also increase. 
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Since the purchase amount of mechanical tooling varies in different situations. Therefore, 

the actual overhead cost adoption may have significant difference in different product. 

 

Packing Material: 

Packing materials refer to the materials used to package products for storage and 

transportation. These materials can include boxes, bubble wrap, tape, and other protective 

items. The cost of packing materials can vary based on the volume of products being shipped 

and the complexity of packaging required. Therefore, in the case of HT-Group, different 

products may use a variety of packing materials depending on each customer’s request and 

standard. Furthermore, some products may be deteriorated or damaged easily, additional 

protection is necessary for certain products. If the total packing cost within the company 

are evenly allocated by using production quantities or time, it cannot reflect the actual 

overhead cost of each production, especially some packing materials can be in extremely 

high cost. To allocate costs effectively, a company can analyze how packing materials 

impact overall costs based on each product specification and packing requirement. By 

identifying and analyzing this relationship, businesses can enhance cost control, refine 

pricing strategies, and improve overall operational efficiency. Understanding the impact of 

packing materials on costs is crucial for effective financial management and decision-

making. 

 

Import Production Parts: 

Using imported production parts as a cost driver is significant for businesses that rely on 

components sourced from overseas. The costs associated with these imported parts can 

directly influence overall production costs and financial performance. Additional cost will 

be incurred when the production parts are imported from another countries. Not only the 

delivery cost, but also custom clearance charges and import custom duties should be 

increased accordingly. The volume of imported parts or the number of shipments can be 

identified as the cost driver for imported production parts. As the volume of parts imported 

increases or the number of shipments grows, the total costs associated with these parts will 

also increase. In case of the cost of imported production parts are absorbed by both 

domestic purchase and overseas purchase, it may not reflect the actual production 

overheads of those products and provide a misleading information to management for 

strategic decision making.  

 

Challenge of Implementation 

Similar to most of MNCs, the challenges of implementing Activity-Based Costing (ABC) in a 

multinational company cannot be neglected. The following discussions illustrate several 

obstacles when the HT-Group consider to adopt such system in their accounting tasks. 

 

Complex Organizational Structure 

Implementing an Activity-Based Costing (ABC) system within HT-Group presents significant 

challenges due to its complex organizational structure. With overseas affiliates in various 
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countries, the diversity of legal regulations, cultures, and business practices complicates 

the adoption of a new accounting framework. These variations not only create obstacles at 

the inter-company level but also hinder effective interdepartmental coordination. Different 

departments may operate on distinct activity bases, making it difficult to establish a unified 

standard for cost allocation. This complexity necessitates careful consideration and 

strategic planning to ensure that the ABC system can be successfully integrated across the 

organization, addressing both accounting needs and broader operational challenges. 

 

High Costs and Resource Requirements 

Besides complexity of organization issues in HT-Group structure, high costs and resource 

requirements are further challenges when any new system is implemented. The initial 

investment for establishing an ABC system can be substantial, as it involves not only the 

acquisition of new software but also the training of personnel. Effective operation of ABC 

necessitates staff with specialized knowledge, which may require additional recruitment or 

training efforts. Moreover, variations in data collection methods across different countries 

can hinder the accurate gathering of cost data, further complicating the implementation 

process. Integrating existing IT systems or accounting software with the new ABC framework 

can also be time-consuming and costly, posing additional hurdles. 

 In a dynamic business environment, the ABC system must be continuously reviewed 

and updated to remain relevant amidst market changes or shifts in corporate strategy. This 

necessitates regular reassessment of cost drivers and activities, ensuring that the system 

accurately reflects current operational realities. These factors combined make the 

implementation of an ABC system a complex undertaking that requires careful planning, 

substantial investment, and ongoing commitment from the organization. 

 

Management Understanding and Support 

Lack of management understanding and support, according to accounting in charges of 

overseas affiliates in HT-Group, can be the most challenging point that the company needs 

to cope with. Since HT-Group is a high precision manufacturing MNC, most management 

staffs focus on technical issues or improvements, and expansion of sales opportunities. Even 

though accounting in charges tried to explain the importance of new idea of cost accounting, 

it is quite difficult to get all cooperation from other departments, especially production 

sides. Without cooperation of each production related departments, it is unable to break 

down the cost components of each product.  

 One major hurdle is the resistance to change, as many employees may be reluctant 

to abandon traditional costing methods in favor of ABC. To facilitate this transition, 

educational programs are essential to deepen understanding and familiarize staff with the 

new methodologies. Moreover, the involvement of executives is crucial; their support and 

comprehension of ABC's value can drive the initiative forward. It is vital to demonstrate how 

ABC aligns with and contributes to the broader corporate strategy, ensuring that all 

stakeholders recognize its benefits. Addressing these challenges requires a planned 

approach that fosters cooperation among all parties involved. By cultivating an environment 

of understanding and support, organizations can effectively navigate the complexities of 
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implementing an ABC system and leverage its advantages for improved cost management 

and decision-making. 

 

CONCLUSION AND RECOMMENDATIONS 

Activity-Based Costing (ABC) has become an essential tool in contemporary accounting, 

providing a sophisticated method for cost allocation and management. HT-Group, a 

prominent manufacturing company in Japan, is initiating the implementation of this system 

to achieve more precise product cost calculations and enhance the efficiency of their cost 

calculation processes. The geographical diversity of HT-Group's operations, spanning 

Canada, South East Asia, China, and Taiwan, introduces additional layers of complexity in 

cost calculation and financial reporting. The adoption of International Financial Reporting 

Standards (IFRS) by some affiliates and the adherence to local standards by others reflect 

the challenges of maintaining consistency across different regulatory environments. The 

differences in import controls, production overheads allocation, and cost driver 

implementation further complicate the cost management landscape. The potential adoption 

of ABC within HT-Group is hindered by several challenges, including the complex 

organizational structure, high costs, resource requirements, and the need for management 

understanding and support. These challenges highlight the need for strategic planning, 

investment, and ongoing commitment to successfully integrate ABC across the organization. 

 To enhance the implementation of the Activity-Based Costing (ABC) system, HT-

Group should focus on standardizing its costing practices across all affiliates while 

maintaining flexibility to accommodate local regulations and operational contexts. This 

approach necessitates the development of a comprehensive costing framework that 

integrates both traditional and advanced methodologies, such as ABC, tailored to the unique 

needs of each product line and geographical location. The strategic implementation of ABC 

should prioritize overcoming organizational and resource-related challenges. This involves 

conducting a thorough analysis of existing cost structures, identifying key cost drivers, and 

aligning the ABC system with the group's broader strategic objectives. To ensure a smooth 

transition, HT-Group could initiate pilot projects in select affiliates to test the feasibility 

and effectiveness of ABC before a wider rollout. 

 Engaging management and fostering a culture of understanding and support for ABC 

is crucial. Developing educational programs to enhance management’s understanding of 

ABC’s benefits and its alignment with corporate strategy is essential. These programs should 

demonstrate how ABC can lead to improved cost management, decision-making, and 

competitive advantage. Executive involvement and support are vital to drive the initiative 

forward and ensure successful implementation. 

 To improve cost accuracy and operational efficiency, HT-Group should invest in 

enhancing its in-house costing systems. This includes fully integrating computerized systems 

across all affiliates, reducing reliance on Excel spreadsheets, and ensuring consistent 

application of costing practices. Providing training and support will facilitate the transition 

and ensure effective utilization of these systems. 

 HT-Group should also develop strategies to address the geographical and regulatory 

differences that impact cost calculation and financial reporting. Establishing clear 

guidelines for compliance with local accounting standards and tax regulations is essential, 
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as is leveraging the flexibility of International Financial Reporting Standards (IFRS) to 

enhance transparency and accuracy in financial reporting. Collaboration with local experts 

and advisors can provide valuable insights and facilitate compliance. 

 Continuous improvement and innovation in production processes and cost 

management practices should remain a priority for HT-Group. This involves regularly 

reviewing and updating costing methodologies, exploring new technologies and 

manufacturing techniques, and fostering a culture of collaboration and knowledge sharing 

across the global network. By doing so, HT-Group can enhance its competitive positioning 

and drive long-term success in the market. Through these strategic recommendations, HT-

Group can effectively implement ABC, optimize its cost management practices, and achieve 

sustainable growth. 
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