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This paper presents possibilities and constraiatarhplementation of the Activity
Based Costing (ABC) method, as a full costing ntkthd European universities.
We investigated the current practice and trendslémeloping the cost allocation
method at universities in the European Union. Pselyi, we analyzed trends and
current movements at universities in the EU coestand the major problems in
setting the ABC method at a university. By usirig ififormation, we proposed
guidelines for the development of a full costingtam at the University of Zagreb
that is based on the following parameters: categ®f costs, main activities, cost
objects and cost drivers. Our paper shows that ilegublic demands for efficient
managing within universities, still, a very smakrpentage of universities has
implemented full costing systems. The most importéostacles for that are:
resistance to change, non-reliable data in curremcount systems, lack of
management will and legal barriers. Furthermorer paper explains that one of
the challenges involved in implementing full cagteystems seems to be the fact
that universities are still income oriented tharstoriented. Nevertheless, positive
trends in implementing a full costing method, respely the ABC method, are
obvious. We highlighted universities in Portugatidriverpool as universities that
have successfully implemented the ABC method &ssvall drivers, barriers and
benefits that came out from that implementation.
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1. INTRODUCTION

University of Zagreb is included in the activitief the European
University Association (EUA) in relation to the peot of settlement on full
costs (full cost accounting) and has participatethe work of all recently held
workshops and events by the EUA. In the summer0d02the University of
Zagreb organized a second workshop on the EUA entlieme Settlement
according to full costs at universities. At the ioaal level, there is no
developed system for the internal settlement cased on the Activity Based
Costing (ABC) method that is applied to the uniitgrsand the University of
Zagreb is trying to develop a pilot project regaglithe ABC method
implementation on one of the constituents of thévehsity of Zagreb. Thus,
from that, the contribution of this paper in theplementation of the ABC
costing method in the case of the University off8agcan be seen.

Efficient management demands from management ddt@ro universities
to apply a wide range of managerial techniquesraathods. The improvement
of financial management in the public sector leamsghe skills of management
and its capacity for the usage of accounting angtauzounting information.
This especially applies to the usage of manageamal cost accounting, and
financial and non-financial indicators. Croatianvensities should answer some
very important questions: are the provided servaie®d towards the users, are
the resources used in the best manner to givedablevalue for money and is
their management successful and headed towar@ddtwe-stated. The answers
to these questions are a complex story about pea#ioce measurements in the
public sector.

The ABC system was designed in order to correct déficiencies of
traditional costing systems. The initial purposehaf ABC system is to provide
a fair and accurate cost allocation and therefopdyrxt, or in this case services,
profitability evaluation also. Accordingly, the ABEystem focuses its attention
on indirect costs. The aim is to define the mogirapriate way for indirect
costs allocation to cost objects. Since at unitiessall costs are indirect, that is
the reason for trying to implement the model of A&C method. Considering
processes in the public sector, recommendatiordst allocation could be the
Activity-Based method. Granof, Platt & Vaysman (@pQdiscussed ABC
implementation in the public sector, by using theample of an university
department. They have demonstrated the validiyBE method application in
accordance with university processes.
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Institutions of higher education (HE) in Croatia atill not familiar with
the ABC method. One of the most important reasamsttfat is a very high
percentage of such institutions in Croatia, beilrgoat fully financed out of
state or local budgets. With the ABC method, theuld charge prices of
provided services, based on actual costs and thergment could use accurate
data for the cost allocation. By implementing thleeraal principle and cost
control into the governmental units, the perfornrmnmeasurements and
program efficiency evaluation are made on actulelveat data, as well as the
decision-making process. Implementation of thedascrual principle into the
public sector should solve all those problems.

However, all governmental units can choose diffemaethods for cost
planning, cost allocation and cost control. Usiiffecent modern methods for
managing costs, information about costs are sigifly different. Therefore,
the process of decision-making in the public seatat decisions made on costs
can vary, which makes it is very important to impént the right cost
allocation method.

The main purpose of this paper is to analyze thasipiity for
implementation of the ABC method in an academidrenvnent and to identify
its potential benefits. We identify the main driwdor the implementation of
full costing at several universities. In this pgpeuthors wanted to emphasize
contributions and benefits of the ABC method. Thoae be identified in the
fundamentals of an internally oriented accountiggtesm, which could provide
all the necessary information for the decision-mgkprocess.

2. LITERATURE REVIEW

The first studies reporting on the developmenthef ABC system in the
public sector, especially at universities, wereedeped during the 1990s in the
UK, with the assumption that the more accuratetifleation of costs makes
them more manageable. Further in the paper, sontkesé studies and their
results will be mentioned.

Berry (1994) introduced a new model for overheatbcation in
universities. This was the beginning of the develept of the ABC system in
higher education institutions, although this stditynot develop a methodology
for ABC implementation. Also, Goddard & Ooi (1998)scussed the ABC
methodology, as implemented in library services thé University of
Southampton. The result showed substantial diftexerin the allocation of the
central overheads cost as between institutionstblising the ABC model and
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the existing system. These authors argue thapwaitinthe ABC approach may
overcome some of the problems of overhead allacatiod improve the

economic efficiency of organizations, there arendigant problems with its

practical application. In this study, it has beemauded that the ABC model
provides more equitable overhead allocation thaditional systems, as it
ensures that the faculty is charged for its act@hsumption of central

resources. It also enables allocated costs to Ik berified and refuted.

However, this case study showed that, in practice, ABC model is less

efficient than in theory. Also, it is very expensito develop and maintain such
a system. Another weakness of this case studyesfdbt that it is mainly

concerned with developing a methodology to impre¥#&ciency, instead of

testing the applicability of the system to insiitas of HE across the board.

Another relevant study has been authored by Tatiko& Tatikonda
(2001). They have discussed the implementation ativily-Based Costing in
higher education institutions and concluded thgblémentation of the ABC
system can help universities achieve tighter firnmanagement and better
resource allocation. In their paper, authors hdw@ve simple example stages
of the Activity-Based Costing application in higrextucation. Several problems
occurred with their simple ABC model. First, costsre allocated on a single
volume basis, with no distinction between fixed amadable costs. In addition,
the methods failed to account for students who tederses outside their
college. The model also assumed that all coursesucoe the same activities in
the same proportion, when, in fact, some programag be subsidizing others.
At the end of their paper, the authors have comrdutiat the ABC system may
provide benefits to academic institutions, suchbatter cost information, better
identification of resource needs, better distrimitof scarce resources, better
course and program mix, better cost control antebptiblic relations tool.

Cropper & Cook (2000) describe the current costwvithin the higher
education sector, reviewing recent published fliteen and analyzing the
progress made by institutions in implementing thetiity-Based Costing
system. They concluded that ABC has come to berdedaas the most
significant costing innovation in higher educatidut the findings of their
survey suggest that institutions have made litlegpess to date in moving
towards ABC.

3. ACTIVITY-BASED COSTING FRAMEWORK

The Activity-Based Costing system was designedriteoto correct the
deficiencies of traditional costing systems. Thaiah purpose of the ABC
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system was to provide a fair and accurate costatilon, as well as the product
profitability evaluation. Accordingly, the ABC sysh focuses on indirect costs.
Its aim is to define the most appropriate way fafifiect cost allocation to cost
objects. The main assumption of the ABC system pigducts consume
activities and activities consume resources (Hamgkatar & Foster, 2003).
The more activities are set up, the more complex ABC system is. An
activity is defined as any event, action, transactr work sequence that incurs
cost, when producing a product or providing a ser\iWeygandt, Kieso &
Kimmel, 2005). In the ABC system, direct costs also directly traced to
products or services, so the main attention is paithdirect costs which are
allocated to activities, instead of to departmélis in traditional systems).

Basically, the application of the ABC system ismgpthrough two main
stages. In the first stage, indirect costs arecatkd to activity cost pools. It is
important to determine the correlation betweenréqudar indirect cost and an
identified activity. Each indirect cost must beigsed to a proper activity,
which causes its occurrence. The second stage @ &fplication is assigning
indirect costs from activity cost pools to prodydtg using defined cost drivers.
A cost driver is any factor or activity that hadieect cause — effect relationship
with the resources consumed (Weygandt, Kieso & KémrB005). The ABC
system uses multiple cost allocation bases to masidirect costs to cost
objects. The usage of multiple allocation basespramide a more accurate and
objective profitability evaluation. Cost drivers ositd correctly show the
relationship between a certain activity and cogeab. Otherwise, even this
costing system can lead to cost distortion andliatie profitability evaluation.
The ABC system is very complex and takes much reffaet and resources to
implement than traditional systems. Its applicatisnjustified only if the
benefits from the ABC system exceed the costsofriplementation.

Therefore, when management decides to implemenfABE system, it
must be sure that the system will provide more wlsebst information for
business decision-making than traditional systérhs. highlighted value of the
ABC method application at universities is basedtbe determination and
allocation of costs, which provide an objectiveireation of costs for provided
services. It is achieved mainly through the waywinich indirect costs are
allocated to services, i.e. by using cost drivexsnsidered to cause their
occurrence. Each scale of activities and type dftcaepresent different
problems and effects in ABC method applicationraversities.

There are many problems and questions, which arpi@rfor institutions
of HE and are both related to a significant amaaftosts, and demand the
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individual approach. Some of these problems, seaf academic institutions,
include the issues of faculty, who can simultanBoserve as employees and
use the services of the same institution, issusowf to account for scholarship
and research grants from external funders, etcsi@ering that the faculty
(teaching staff) do not have traditional workinguhg it is difficult to determine
the number of working hours spent on lectures, arebe or providing
professional services. Often, these activitiesraerconnected. For example, to
conduct research, a lecturer could guide and edymzdtgraduate and doctoral
students. During their work on scientific papers &rademic publications,
lecturers perceive what will influence their leesirand further research. At
institutions of HE, quite often, users of servi@a simultaneously serve as
employees — services providers. For instance, dalcsbudents could work as
teaching assistants and, in that case, they ares udeservices, but also
employees.

The advantages of the ABC method at institutionslBfare (Granof, Platt
& Vaysman, 2000):

* Flexibility is a key factor for the successful iewplentation and
appliance of the ABC method at the facultiRegarding the
decentralized system of academic governance, itddmiimpossible to
impose rigid rules for cost allocation.

* ABC method should be used for providing informaiiora decision-
making process and not only for cost measureniédns is especially
important in decision related to programs, resounamagement and
activities, which should be supported.

* The basic principle of the ABC method appliancenisost allocation
by the most appropriate cost drivers which are aaysost to occur.

4. TOWARDS FULL COSTING METHOD IN EUROPEAN
UNIVERSITIES

Terminology of the full costing method usually starfor the ability to
identify, calculate and allocate all direct andiiadt costs of all the university
activities, including projects. In this context, plamentation of the ABC
method should not be necessary. The majority obgan universities have
decided to implement the ABC method, which is beawgepted as a full
costing method. The full costing method in highetuetion has been
influenced and demanded by various concepts. Ibeaa mostly influenced by
the European Commission Research Framework ProgeankR6 and FP7,
which demand a complete separation of direct addteéiot costs occurring in
financed projects. To become commonly used in figh leducation sector
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throughout Europe, the ABC method has to accomreodatersities among
countries. National legislative is different acrdsaropean countries and it
differently affects accounting and cost practical darminology. There are
different accounting bases (through cash to acchais), recognition of
depreciation, terms and purposes in financial tspetc.

In 2008, the European University Association (EU#gs prepared the
study “Financially Sustainable Universities — Towards FuCosting in
European Universities” in which they have numbered different factors \mhic
are influencing the development of the full costingethod at European
universities. Those factors are: legal status, gizgfile, ownership of property,
governance, funding structure and the level of murtoy.

The study has shown that some countries have figlyeloped a full
costing system (such as the UK and the Netherlandd) that some, like
Estonia, Slovenia and Croatia, do not have any odetfor tracing and
allocating costs. The reasons for that could beddn available databases for
implementation, especially accounting and costirgad but also in the
institutional framework for universities.

National formal requirements, positive attitude gmvernmental support
are playing a crucial role for full costing devetognt at universities. If the
national government provides its support for falbting implementation, then it
would have benefits on the national and Europeael.leThe higher cost
recovery of project costs and financial sustairgbibf universities can be
achieved through the benefits on the national Jewddich include: a more
comprehensive approach to costing, more efficietgrinal resource allocation,
improved decision-making - based on a better utaledsng of investment
decisions, benchmarking possibilities within thectse and price activities
(EUA, 2008).

On the European level, full costing is ensuringoactability. It helps in
building trust between governments, funding agenaied universities. On the
other hand, the existence of internal and exteoteitacles for full costing
implementation is unquestionable. The most commxtereal obstacles are
(ibid.): "lack of autonomy, legal barriers, government naving the will power
for changes, not interested in knowing the occurcedts and the price of

2 The objectives of this study were to provide infation and empirical data to be used in the
debate on financial sustainability of European arsities, analyse the development of full
costing and relationship between full costing aniversity financing.
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services and because of that they are reluctaptréwvide financial support but
also technical and human resources for implememtadf full costing".As a
result of those obstacles, it is important to raéseareness about the ABC
method benefits and to try to communicate thoseetfiteneffectively and
extensively among government and key academic amihstrative staff.

Table 1. European Universities through stages efABC method implementation

Phases of ABC method . .
Groups . . Universities
implementation

Group A | Full costing is developed and | «  University of Liverpool (UK)
applied to all or the majority o{ «  University of Birmingham (UK)

structural units ofthe 1« Trinity College Dublin (Ireland)
university in order to identify .  ynjversity of Twente
the full costs of the core (Netherlands)

activities (teaching, research, | . ynjversity of Coimbra (Portugal)
other) both at the university

level as well as at the level of
its main structural units.

Group B | Full costing is at the stage of | «  Uppsala University (Sweden)
development (in most cases [« NUI Galway (Ireland)

with already specific time-line$ «  Friedrich-Alexander University

attached). Erlangen- Nuremberg (Germany),
UEN
e Graz University of Technology
(Austria)
e University Carlos Il of Madrid
(Spain)

» Catholic University of Leuven

Group C | Methodology and databases f{ «  University of Tartu (Estonia)
allocating indirect costs to « Tomas Bata University in Zlin
activities are at the stage of (Czech Republic)
development but no decision{ « |SIK University (Turkey)

time schedule is in place for | . yniversity of Warsaw (Poland)
implementing full costing. «  University of Ljubljana

« University of Zagreb

Source: Financially Sustainable Universities — Tosga Full Costing in European
Universities, EU report, EUA Publications 2008, dable at; www.eua.be

In order to analyze costing and funding from artitasonal perspective, it
was necessary to consider a broad range of issler rthan confining the
focus to financial data alone. The analysis corathitty the EUA covered legal
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status, size, profile, ownership of property, goegrce, funding and costing
structure and level of autonomy and the influenfethese factors on the
development of full costing. Such an analysis afldwaccording to EUA,
despite the great diversity among European uni#essito recognize certain
similarities in set-up, approach and structuresTim turn, allows universities in
the process of introducing full costing to identifihers with similar structures
for possible cooperation or for benchmarking pugsq&UA, 2008, pp. 20-21).

In terms of legal status, they have divided unitiess into four broad
categories: government agencies, public sector itutishs operating
autonomously, independent legal entities operatimger public law and non-
profit legal entities operating under private la¥zcording to these categories,
the level of the government involvement in univigrscontrol can be
determined. Results have demonstrated that univs;sioperated by public
law, as opposed to those operated by private keeive a higher proportion of
public funding (ibid). In addition, complex legahtkground required the same
complexity of the full costing system. In additiamiversities of different size
(estimated by a different number of enrolled stas)edo not necessarily require
a different full costing methodology. However, siaffects the process of
planning and implementation and must be, thusntak® account.

A university’s profile, according to the EUA, is wabusly linked to the
costing system prerequisites. Profile of the ursiigrcould be seen as teaching
oriented, research oriented, or the combinatiobath. There is an impact of
some factors to full costing, including: a rangesabjects offered, the student
profile and the extent of research activities. Red® intensive universities
which gain a higher percentage of their income fresearch funding schemes
will implement a different full costing system frommiversities which primarily
focus on teaching (ibid.), due to the differentisture of costs.

According to the EUA, ownership and managementoperty also has an
impact on the design of a full costing system aodt< involved. For the
participating universities, there seem to be jugd possibilities — either the
university, or the state owns the vast majorityhaf buildings. In developing a
costing system for activities of an institution,ist vital to understand who
covers the costs of buildings and facilities ancekehthey are reflected. If the
state owns the buildings, this does not excludedhaosts (maintenance, etc.)
are borne by the university. A university’s ability insure property is also of
importance, with some countries, such as Portumgalallowing universities to
insure their property. This has an impact on th&tscof property, in particular,
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where historical buildings with high maintenancel d&wgh historical value are
concerned (EUA, 2008, p. 21).

Funding sources differ to a large extent and hawvergpact as well on the
costing structure. Universities receive fundingniranany different sources.
These sources can be divided into broad categofiewmtional public funding,
national private funds, international funds (EUAI08, p. 23). A university
structure, in terms of its different units, such fulties, institutions,
departments, centers, etc. can also play a rolthénway full costing is
implemented. Size usually has an impact on howiwetsity is structured, but
not exclusively (EUA, 2008, p. 25).

One of the challenges involved in implementing fidsting seems to be
the fact that most systems in universities aré sidre income-oriented than
cost-oriented and the cost structures of most usitkes are based on cost items
(ibid.). This makes it difficult to measure costw fa “product” such as a
programme, a graduate or a research project. Tisereot always a clear
connection between funds received for teachingthedctual costs of teaching
which occur within the university (ibid.).

According to the EUA study, the impact of the s$atdi autonomy on the
development of full costing is two-fold. A lack @lutonomy may not only
reduce the motivation to introduce full costing kalso limit a university’'s
ability to make changes in order to be able to en@nt full costing. The
groups of universities, participating in the EUAdy, have different degrees of
autonomy and there seems to be a positive comeldtween autonomy and
the development of full costing. Here, financialtamomy is especially
important regarding the complexity of ABC methodplementation (EUA,
2008, p. 26.).

4.1 Experiences of EU universities with the applicatiorof full costing

In order to reveal the importance of the full cegtapplication at Croatian
universities, it is necessary to analyze the demémt of full costing in
countries and universities that have already impleied and use this costing
method. Experiences of other countries are a usefuifice of information for
possible future implementation. In this paper, welgze drivers of full costing
application at several EU universities, as welttes barriers and benefits that
appear in this process.
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The University of Coimbra (Portugal) started witte timplementation of
the full costing method in 2000. The main drivetsich drove the institution to
begin the implementation of a costing system thaald identify the full costs
of activities and projects are shown in Table Z2isltobvious that there are
multiple drivers for the application of full cosginbut emphasis is put on the
need for a strategic management tool and effigiesource allocation. On the
other side, there are barriers, and one of theeBigig the absence of financial
and other support for the implementation of fulbtiog.

Table 2. Implementation of full costing at the Wnsity of Coimbra

UNIVERSITY OF COIMBRA - Portugal

DRIVERS * Need for strategic management tool to supportieffic
resource allocation

e To handle better increasing complexity of actitie

* To establish indicators to monitor activities and t
ascertain the deviation between the real costs and
%estimates

BARRIERS * No external financial support for the implementatas
full costing

e Technical and legal barriers

»  Cultural barriers

BENEFITS * Internal institutional benefits: better and effitieesource
allocation that is based on sound data, improvedesfic
decision-making, higher recovery of indirect costake
data internally more comprehensible

e External institutional benefits: more objective idem-
making basis for budget allocation, European fugdin
schemes (FP7) and their conditions of cost recovery

Source: Financially Sustainable Universities — Todga Full Costing in European
Universities, EU report, EUA Publications 2008, dable at: www.eua.be

The University of Liverpool started with the prosesf implementing the
full costing system in April 2004. A timetable hbdden agreed between UK
universities and the national bodies that the Uit of Liverpool had to
complete the first phase of implementation untilréfa2005. In that period, a
team in the Finance Department was establishe@velop data requirements,
collect and record the time allocation informatand develop a software model
that attributed costs using agreed cost driverSally a team of three, there are
now four full-time staff members working full-timen costing. The main
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drivers, benefits and barriers of full costing iemplentation at the University of
Liverpool are summarized in Table 3.

Table 3. Implementation of full costing at the \énsity of Liverpool

UNIVERSITY OF LIVERPOOL — United Kingdom

DRIVERS e Using full costing for strategic decision-making
e Trend towards an increase in external competitive
funding
e The ability to recover more indirect costs
BARRIERS » Technical and legal barriers
» Cultural barriers
BENEFITS * Widespread recognition of the full costs of actest

across the university

e Better process is being achieved for externallylath
activities

¢ Return on investments is substantial, both findlycia
and in managerial terms

Source: Financially Sustainable Universities — Todga Full Costing in European
Universities, EU report, EUA Publications 2008, dable at: www.eua.be

Unlike the described universities, Graz UniversityTechnology has not
developed motivation for a full costing systemihat sense, Austrian national
external competitive funding shemes do not cover ftill costs of research
activities and the projects of universities. Intthay universities are forced to
fall short of real costs due to a limited indirecist rate for universities, for
example 20% of personnel costs (EUA, 2008he of drivers, such as the
comprehensive financial software program and Eljepts, has resulted in the
advancement in calculating indirect costs and éstabhg a sustainable costing
system by itself.

In the Tomas Bata University in Zlin (Czech Repcplthe major driver is
the management's commitment to adopt a full costieghodology motivated
by the solid understanding of its advantages. Altjiothere is currently no
exact schedule of the implementation of a systerangr project structure, the
management of this university would like it to bapiemented as soon as
possible to allow for decisions based on knowlealyeeal costs. Major barriers
to the introduction of the full costing system g tlack of decision on cost
allocation, and also the Tomas Bata University hasexperience with full
costing and no external financial support.
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From the experience of described universities, whigve implemented the
full costing method or are going in that directiénis obvious that there is no
uniform costing system for Europe's universitiebisTdoes not mean that the
costing model does not operate according to cectaimmon principles. Thus, it
is very useful to know the experiences of otherntoes that have already
implemented full costing. The analysis of its driven the one side, and its
barriers and benefits, on the other side are &rgigpoint for the development
of full costing at universities.

The EUA study report identifies a huge diversitythe different national
systems and, therefore, it is not possible to pleguidelines that would apply
in each country. It resulted with the indicativeadmap that should be
considered in the implementation of full costinghisl roadmap can be
summarized as follows (EUA, 2008, p. 27):

« Define the objectives for the university(reasons for implementing full

costing and how to maximize benefits from the sygie

e Status analysis(identify existing costing and accounting procesr
check availability of data and consider the peofif the university);

» Scan the environment(scan other universities with a similar profile
and objectives that have already started the impheation process of
full costing, research if there is room for parsiep and joint
initiatives);

e Setting up the project managemenigain commitment of university
leadership, ensure communication on the progredsparpose of the
project throughout the implementation processresgistic estimates of
time scale);

« Define settings of cost methodologyidentify activities, choose cost
objectives, define activity cost drivers, design adocation method,
define the cost basis);

* Manage the data(define the data necessary before starting, defiee
modalities of data collection, ensure the qualftgata).

5. EXPECTED RESULTS AND SIGNIFICANCE OF THE ABC
IMPLEMENTATION AT A CROATIAN UNIVERSITY

The higher education system in view of the usagaadern and traditional
methods for governing costs includes their trackingd allocation. One can say
that the education process is in fact a ‘productdrstudy programs, as well as
students. Different trends, terms and assumptiontheé Republic of Croatia
require the usage and application of differentdpaiich will enable the public
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HE institutions to compete with private (businesshools. As competitive

subjects, they should provide a high quality ofdsa and highly educated
students. Increase of the number of students anduhlity of studying require

more financial resources. Financial resources fradlnhkinds of sources, such as
donations, state budget, but also from scholarshigsavailable to the public HE
institutions in Europe.

In Croatia, the main source for financing highemaadion is the state budget,
which only partially provides sources for wagestarial costs and some level of
research costs. Accordingly, it is necessary terdghe, on the national level, the
criteria for distributing financial resources areldlop a model of state financing
with a satisfying distribution formula. Due to thestrictions and inadequate
budget amount available, it is necessary to oltaids from different sources
and, eventually, charge tuition fees to all stuslgnbw being charged only to
some students).

In the last century, a new financial surrounding émerged, mainly because
of decreasing resources from the state budget. laickunds encourages
institutions to undertake more of commercial atiggi i.e. commercial research
projects, financed by business subjects, foundstimernational organizations,
etc. Higher education costs are increasing withghdn rate than the state can
support by financial resources from the budget,ctwvhiequires independent
provision of different sources of financing. Thisarequires competences in
strategic governance of financial and other asséts especially applies to
human resources, since faculty members are théokeaintain the studies and
programs in the future. All this information couid collected more easily, which
would also make the decision-making process eagi¢he level of an individual
institution. Nevertheless, management of the entinéversity also requires
development and usage of cost allocation methods.

The accounting systems of individual institutioms bhased on a budgetary
accounting concept or on a modified accrual acangrgrinciple. The goal of
that existing system is primarily in satisfying &germs in the form of external
reporting, but not in providing quality informatiaio the internal users for
effective management. Accounting systems of indialdnstitutions of HE, or
the university in general, can not provide basforimation about the costs of
special programs or international projects. Thigdsy important, since it may
justify a certain program or international projeet, enable an institution to
recover the highest amount of indirect costs o@ugiin international projects.
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As a result, it is expected that the ABC method ldvaachieve efficient
evaluation of economic viability, not only for antige institution, but also for
special programs or projects, as well as for irggomal projects. Through the
establishment of the ABC model, demands of natianal European financing
schemes are met, since they require the full cpstiethod approach, as to
obtain the right for a refund of indirect projectssts. In addition, University of
Zagreb would have added benefits from the modeitefnal cost settlement on
the international level, but also on the level @fstituents of the university.

The University of Zagreb has 44 constituents (instins of HE) which are
all legal persons with all formal rights regardimgssion, strategy and policy
decision-making. At the moment, University of Zagie under reform, as it is
trying to integrate its constituents and achieve iaregrated accounting
information system. Each constituent is a diffeqglate of costs, with different
programs or activities and management is respansiot efficiency and
effectiveness, especially for the costs.

The full costing model could be provided as a sagartool in the
accounting information system, which should allaacking and recording of
all costs (e.g. depreciation) important for theeinal usage and decision-
making process — both for management of the itstityas well as for the
entire university. Since public demands for enhdnoesponsibility become
more and more intense, this would enable the usityeto demonstrate that the
benefits from their programs and activities whiblbyt attempt are appropriate
to the costs.

The current national accounting-information systésnbased on the
modified accrual basis, and universities, as budygetisers, are obligated to
prepare their reports under the mentioned basildtion to the application of
the full accrual basis, this accounting model isrked with the following
adjustments (Va&ek et al., 2009):

* Revenues of public sector entities are recognizedhen the cash is

received: therefore, revenues are based on a cash basis.

* Expenses of current non-financial assetare recognized at the time of
purchase and not at the time of actual consumption.

* The costs of procuring a fixed asset with small vaé are not
capitalized, because they are entirely presented as an expeértbe
time of purchase.

e The costs of procuring a fixed asset are not capiiaed and they are
not systematically apportioned on a time or funwidasis as expenses
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during the period of useful life. Therefore, thenaal amounts of

depreciation are not calculated and the cost ofateet becomes an
expense of reporting period when the asset is pgezh This principle

applies also to advances that have been given en ptlocess of

procurement as well as investments in progressategs if the process
of procurement is not completed, or that assebisendy for use.

* Increase in assets during the procurement fixed nefinancial assets
without the costs (capital received donations) @oé recognized as
revenue but directly increased the sources of cstmigpublic capital).

« Spending fixed non-financial assets during the admistration
estimated life is expressed as the expense of theurces of
ownership (public capital) using the proportional method \aflue
adjustment.

* Residual value of the fixed non-financial asset thais sold or
decommissioned is not reported as an expendeat arises from the
fact that the total expense was recognized afrireedf purchase.

* The changes in value and volume of assets and liatiés are not
reflected in the financial result, but they dirgatkflect on the value of
sources of ownership (public capital).

This accounting model demonstrates that the cuaeriunting focuses on
the financial assets and liabilities, while norafiicial assets are included in the
balance sheet only to complete information on afhilable resources of
institutions. The existing model is based on treuawption that revenues from
subjects of the general government sector are ynosth-reciprocal, or that
they do not require any delivery as the basis Heirtacquirement (Va&k et
al, 2010).

The presented national accounting system has wpgeaded for internal
reporting purposes by introducing elements of gltrual and only in that way
it would be possible to develop cost and manageagabunting in the public
sector. According to that, accounting systems wiubfectively estimate and
report about costs are necessary. Thus, the foltpwibjectives of the full
costing method implementation support the long-tgoals and development
strategy of the University of Zagreb:

1. Define a scheme of internal costs reporting;

2. Create a procedure and rules of activity analysigted to creation of

costs;

3. Create a mechanism for the analysis of the plaa®sis and the basic

structural units;
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4. Ensure project initiatives from cost aspects;

5. Ensure comparison (benchmarking) of the UniversityZagreb with

competitors and external benchmarks;

Ensure timely reporting to government authoritied their agencies;

Create a database of structured data for:

(a) the establishment of mechanisms for the transpaodation of
common Costs;

(b) the adoption of structural and investment decgion

(c) calculations, preparing offers and negotiating wijthblic and
private financiers;

(d) establish mechanisms for transparent funding iot gevelopment
and other needs;

(e) decision-making procedure, aimed toward improvemehtthe
system.

No

Monitoring costs by the ABC method provides tramepa data for
determination of the total costs, but also the adsindividual activities at
institutions of HE and the university. This partanly applies to the costs of
individual educational programs and studies, whighimportant to ensure
transparent financing. The importance of ABC immetation is reflected in
the fact that the results of this project will aolmite to successful competition
within international programs to which Republic @foatia provides financial
participation (FP7, ESF, EMBO, HERA, COST, etci).will contribute to
compensate for all incurred costs (direct and ed)rrelated to the project on
each constituent of the university.

However, in order to accomplish the aforementiorieds necessary to
develop a model of internal cost settlement for mooimg and registering all
costs related to all activities of an universityx eet these requirements, it is
necessary to define the basic types of costs ahdisea system of their
identification, collection, monitoring, registeringlassifying and analyzing,
which is an integral part of accounting and theralNenformation system,
supported by computer technology. The results ofCABnplementation,
achieved through its objectives, could be maniteste

* improving the quality and reliability of financiastatements, and

significant data from which the efficiency indicegare calculated and
counted;

« effective control of resources, but also monitorthg qualitative and

quantitative information;

« improving financial management and the decisioninalprocess by

monitoring the administration of constituents aimel tiniversity through
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a reliable accounting information, both of finahcéd non-financial
nature;

e an attempt to apply a system of internal contratg] significant support
for the introduction of external control and audit.

Development and implementation of the ABC methothatuniversity fits
into the priority directions of development andastgy at the University of
Zagreb. The development strategy in the area ofaadial system is based on
the principles of autonomy, with a responsible amahsparent financial
management. Sources of funds from the state buadgef stable source of
funding, will be provided through the program agneet, based on operations,
tasks and performance indicators of the univer3itbe university will manage
budgetary resources and ensure other sources afcfing, necessary for the
stability and development.

This is to be achieved by a system of competencdgesponsibilities of
the governing bodies, as well as by performancdracts between the rector
and deans of individual institutions/constituerne of the very important
assumptions for the implementation of the programding is an accounting
reporting system, which provides enough informatfon the performance
evaluation of an individual program. It should afeake it possible to present
program results, as to make sure that it desen@gdased funding from the
state budget. Likewise, active participation in d&hean research projects
requires tracking of project costs by the full augtmethod, with the ABC as a
preferred method, if all the projects costs aregoecovered.

5.1. Activities and cost drivers for the University of Zagreb and its
constituents

The basic purpose of the cost allocation process determine the cost of
a service. Besides this fundamental purpose, dstation performs should
also provide information for economic and non-egoirodecisions, motivate
managers and employees, justify costs or computduesement and measure
performance for reporting to external parties (iis tcase, the university or
ministry of education) (Hongren, Datar & FosterQ2)) The first purpose is the
most important, because the cost allocation proises®ostly implemented for
enabling economic decisions, such as pricing, dgpaorming the service
mix, implementation of new services, meeting stideeeds, etc. Cost
allocation can contribute to motivate faculty magragnt and employees to
design new services (study programs). Also, cdsication can be used to
justify costs or compute reimbursement when centasts are not included in
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the cost of a study. Finally, cost allocation icessary for the performance
measurement for external reporting (Hongren, Dataoster, 2003).

Since cost allocation is a difficult and complichfgrocess, which is also
hard to enforce, certain activities are needecktprbvided in order to make the
cost allocation process possible. These activitielside: a) cost determination;
b) cost classification; c) the choice of accountingthod for cost allocation.
The cost accounting system has to be designedchn &umanner, which makes
it easy to determine and classify costs. While cletermination is a process
which is also required for the purpose of exterepbrting, cost classification is
extremely important for internal management repgttiln addition, without
this process, there is no enforcement of the dtmtagion process. This would
make it impossible to determine the cost of a paldr product and evaluate
product profitability.

Cost classifications directly enable cost allogatiBor the cost allocation
purpose, costs need to be classified accordindngofdllowing criteria: time
period, management function, accounting treatmesteability to studies, cost
behavior, decision significance, and manageriatrobfCherington, Hubard &
Luthy, 1985). It is important to emphasize that shene cost can be included in
several or in all cost classifications. Howeverl thle cost classifications
mentioned above do not have the same significancedrticular accounting
purposes.

For the purpose of cost allocation, the relevast ctassifications are: a)
traceability to studies; b) management function ahdccounting treatment.
These cost classifications are needed to be prdigethe accounting system
of a faculty in order to enable the cost allocafwocess. The most important
cost classification for the cost allocation procasd evaluation is classification
related to accounting treatment. In order to prewite cost allocation process,
all costs of a particular accounting period areoeisged to study programs.
Generally, costs of study programs are determireedllacosts enabling the
institution to function, i.e. directly or indiregtirelated to the programs. At an
individual institution of HE, they include salariard all other indirect costs.

Direct costs are can be attributed to particulast aubjects, i.e. study
programs. Indirect costs, or overheads, are thosts gvhich cannot be traced to
particular programs. Therefore, these costs neéd #@ilocated to the individual
study programs by using appropriate accounting aisthThe costs occurring
become expenses in the same period in which tleenaurred and are matched
to revenues of the particular accounting periodthat way, costs have an
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immediate impact to the financial result in theipeof their appearance, which
includes all administrative costs. The completeoanting cost treatment is
shown by Figure 1.

OCCURRED EDUCATION PROVIDED
COSTS IN PROGRESS STUDIES

Figure 1. Accounting cost treatment at an inskitntof HE

There are three main programs at the UniversityZafireb and its
constituents, where the ABC method could be used:

1. program for basic activities;

2. program for additional activities;

3. program for support activities.

Based on those main and sub activities that arershim Figure 2, we can
recognize cost objects or particular services ef Wmiversity of Zagreb. The
main cost objects areundergraduate, graduate, and postgraduate studies,
scientific and research projects or commercialqmtsj.

*Teaching acfivities:

. ... *Scientific research and artigtic activities:

Basic activities *Development activities;

» Continues training of employees;

* Students interest organization and students programs.

» Aditional teachingactivitiesthat are not founded fr om state
budget in the whole amount (seminars, summer school,

- - specialist postgraduate studies, efc.);

Additional activities « Aditional scientific and artigitic activities (local and

internaltional programme:. Projects, etc.);

*Other aditional activities such ag publishing, sales product
resulting from scientific, artistic and professional activities.

* Activities related to student standard, sports, cultural and other

- activities and other activities that are not directly related to

Support activities classes;

» Activities of general interest for croatia and otherusers
(library, infromation, efc.).

Figure 2. Activities at the University of Zagreb
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Table 4. Cost categories and cost drivers for tméversity of Zagreb

Cost categories Cost drivers

—

1. Gross wages and other expenses for employed$ours or some other relevant coefficien
(bonuses, awards, severance pay and fees) and
payroll;

=3

2. Compensation of employees (i.e. teaching at| Hours or some other relevant coefficien
undergraduate studies, working at some
commercial projects);

3. Intellectual services; Service fee per hour

4. Material and energy costs (materials, energy,| m%m/lit. or spent resources
small inventory);

5. Costs of services (telecommunications, m?/m3/lit. or spent resources
transport services, rent);
Current and investment maintenance; Spent unitsimber of maintenance
Financial costs (interest, insurance, etc.); Depends on the nature of financial costs:
maintenance, new programs, lifelong
learning...
8. Furthermore, other expenses if they are None

specifically mentioned in the contract
concluded between the universities and relevant
ministries.

Source: Authors

From the previous table, it can be seen that tisene depreciation as cost
category. The reason for that is the usage of thaifred accrual basis, instead
of the full accrual. The costs of procurement éfi assets are not capitalized
and they are not systematically apportioned onmee tor functional basis as
expenses during the period of useful life. Themfdahe annual amount of
depreciation is not calculated - the cost of assgter becomes an expense of
the reporting period, in which the asset is puretdadhis principle applies to
downpayments in the process of procurement, as aellinvestments in
progress, regardless whether the process of proeumteis not completed, or
that asset is not ready for use.

Regarding the potential to provide information laglke system, we believe
that the combination of different methods for cwatking and cost allocation
would be most appropriate. The ABC method couldvigie® cost allocation
through activities, but cost tracking could be d@meugh cost places which are
more convenient for a traditional allocation system

53



Management, Vol. 17, 2012, 1, pp. 33-57
I. Drazi¢ Lutilsky, M. Dragija: Activity based costing asreeans to full costing — possibilities...

4. CONCLUSION

As costs of higher education are constantly inéngasvhich is followed
by growing demands on universities - both in edooa&nd research, it is very
important to track and control costs in an appaipriway. The first step in
responding to these claims is to identify the dts of university activities,
which requires the implementation of the full cogtimethod. The full costing
method usually stands for the ability to identdglculate and allocate all direct
and indirect costs of all the university’s actig#tj including projects. In this
context, the ABC method should not be necessaryeder, the majority of
European universities do not use any cost allocatiethod and that reflects on
their systems of funding.

The EU study report has shown that the main resolts ABC
implementation at EU universities could be manddsin: improving the
quality and reliability of financial statements asignificant data from which
the efficiency indicators are calculated; effectigentrol of resources and
monitoring of qualitative and quantitative inforneet; improvement of
financial management and decision-making process nignitoring the
administration through reliable accounting inforiboat The ABC method
would achieve an efficient evaluation of economizfprmance - not only of
individual institutions, but also of special progi® and projects, as well as
international projects, conducted by an institutidrnerefore, the possible
implementation of the ABC method on Croatian ursitégs is a very important
topic.

Through the establishment of the ABC model, demanids national and
European scheme of financing are also fulfillediowhs followed by additional
benefits for University of Zagreb — at the level ioflividual constituents
(institutions), as well as on the university leviebr those reasons, it is very
important to analyze experiences of EU universitiest have successfully
implemented full costing. In this context, this papdentifies major drivers,
benefits and barriers for potential implementatioh ABC at Croatian
universities.
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ABC METODA KAO METODA OBRA CUNA POTPUNIH TROSKOVA —
MOGU CNOSTI | OGRANI CENJA EUROPSKIH SVEUCILISTA

Sazetak

U ovom se radu raspravlja o m@gestima i ogramienjima za implementaciju metode
ratunovodstva troSkova zasnovane na aktivnostima, kextode obréuna punih
troSkova europskih svéiliSta. Analizirali smo tekéu praksu i trendove u razvoju
metoda alokacija troSkova na sv@igtima u EU. Preciznije, analizirali smo trendove
tekutu situaciju na svaiilistima u zemljama EU, kao i klfine probleme provedbe
ABC metode u akademskom okruZenju. Na temelju doblv rezultata, predlazemo
smjernice za razvoj sustava okwaa punih troSkova na Sw#liStu u Zagrebu, i to na
temelju sljedéih parametara: kategorija troSkova, troskovnih kéja icimbenika koji
kreiraju troSkove. U ovom se radu pokazuje da, aingavnim zahtjevima za
ucinkovitim upravljanjem u akademskom okruzenju, telo mali postotak sveiiliSta
prihvaca sustave obtana punih troSkova. Kao najvaznija ogeamija identificirali
smo: otpor promjenama, nepouzdane podatke u péstojgatunovodstvenim
sustavima, nedostatak predanosti menadZmenta ng@apreke. Stovise, smatramo da
bi jedan od izazova u implementaciji sustava zaanog na punim troSkovima mogla
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biti ¢injenica da su sveiliSta i dalje orijentirana prema ostvarivanjutmda, a ne i
prema kontroli troSkova. Mitim, pozitivni trendovi u provedbi metode obwaa
zasnovane na punim troSkovima stitio Pritom posebno naglaSavamo primjere
sveuiliSta u Portugalu te Liverpoolu, koja su uspjeamplementirala metodu ABC ali

i razmatramo pokreta, ogranienja i prednosti koji iz nje proizlaze.
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