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ADVANTAGES COST CONTROL OF THE ABC
AND EVA INTEGRATED SYSTEM

Traditional ABC method gives priority to the interior activity chain of en-
terprise to implement the cost analysis, but ignores the capital cost. Therefore,
the cost accounting is not complete. The ABC & EVA system brings the capital
cost into the cost management, which could not only open out the real eco-
nomic value created by the cost objects, but extend the pure cost computation of
ABC to the performance evaluation.

At the beginning the occurrence of ABC was thought as a revolution of the
cost accounting. Its special cost concept of “activities consume resources and
products consume activities” could rectify failed product cost information in the
traditional cost accounting, and largely enhance the serviceability of the deci-
sions of cost information. However, in the drastic competitive environment at
present, single ABC cost information has not made enterprise acquire and keep
long-term competitive advantages and value creation ability. The ABC system
is mainly centralized in the process producing indirect costs in the domains
such as production and logistics, but it ignores the distribution process produc-
ing the indirect costs in other domains [1]. Especially, when the enterprise
evaluates the investment item or the profitability of the new product, it will find
that the ABC method could not reflect the capital cost consumed by the invest-
ment item or the new product, and the enterprise can not control the investment
risk, unless the company combines ABC and EVA.

Moreover, EVA is the economic profit of operating profit after tax minus
all capital costs (including debt cost and equity cost). Its basic idea could be de-
scribed as that investors will invest capitals when they predict that the invest-
ment return rate is very high, and if the future return rate is very low, they may


