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Abstract

This paper evaluates the situation regarding the use of the Activity Based Costing calculation method in the
sphere of industry construction in the V4 countries at the present time. The objective of the paper is to describe
the strengths and weaknesses of the ABC method in comparison with the traditionally used method of
allocating costs, analyse the use of calculation methods in the construction industry in the Slovak Republic,
the Czech Republic, Hungary and the Republic of Poland, and present recommendations on the basis of the
analysis results. In the paper we describe the current trends in the construction industry, the conditions for
suitability of implementation of the ABC method, the possibilities of its use in company practice. The ABC
method is more accurate than the traditional calculation methods, so we would recommend companies which
do not have the costing method in place should consider the possibility of using the method, despite the initial
high deployment costs. In companies where the overhead cost ratio is more than 40% of the total cost, the
traditional costing method is not sufficient to accurately allocate indirect costs, and therefore we recommend
that an ABC method be used for such businesses. ABC focuses mainly on the precise allocation of overheads,
thus achieving an accurate tracking of the flow of costs and their causes, reducing the resources used and
reducing overall costs.

We prepared our own questionnaire for analysis. The questions were answered by the company workers who
do cost calculations and who are responsible for the cost calculations. The survey was conducted at company
level. The total group of companies from 4 countries represented 204 companies. We also evaluated the
results statistically. We focused the analysis on construction industry companies as one of the key sectors of
the economy. We highlighted the benefits of the Activity Based Costing method, the study was focused on the
construction industry. But similar conclusions could be applied to other industries as this method is flexible,
adaptable to different environments, adaptable to different company sizes.

Key words: Activity Based Costing method, construction industry, Hungary, the Czech Republic, the Slovak

Republic, Poland, traditional cost calculation

1. INTRODUCTION

Businesses compete with each other, especially at the
level of managing activities and processes. Only those
businesses that carry out their processes and activities
with the highest level of quality, in the smallest amount
of time and at the lowest cost have the greatest chance
of surviving in the competitive battle. Thus, the value of
the business necessary to satisfy the customer becomes
one of the key factors of business success. The essence
of cost management is in managing, re-evaluating and
improving key business processes and activities. The
basis for determining the processes and activities of any
organization is the needs and requirements of the
customer, i.e. why and for whom the organization works
and what is its mission. An accurate calculation of a
product or service that reflects the actual cost of a
particular product is an essential piece of information
necessary to manage processes. Businesses that want

to succeed are focused on the effectiveness and
flexibility of their own actions and processes and their
optimization. One of the tools that enables it is the
Activity Based Costing method (ABC).

Therefore, the paper focuses on the evaluation of the use
of this method in business practice. We compare the
current opinions of the authors on this method, generally
evaluate its advantages, and point out the negatives. We
compare the ABC method with the so-called traditional
calculation method, the aim is to point out the suitability
of ABC method for business practice. The research has
focused on the construction sector as one of the key
sectors of the economy. The basis is a questionnaire
survey in a set of construction companies in all V4
countries, where we find that businesses are often not
informed about the possibility of cost management using
other than traditional calculation methods. The goal is to
bring other cost management options to the attention of
managers, and to encourage consulting companies
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providing services and ABC software about its need and
suitability.

2. LITERATURE REVIEW

According to Kaplan [1], [2], [3] Activity Based Costing is
an approach to solve the problems of traditional cost
management systems. These traditional costing systems
often can not accurately determine the actual costs of
production and the costs of related services.
Consequently, managers made decisions based on
inaccurate data, especially when there are several
products. Instead of using broad arbitrary percentages to
allocate costs, ABC seeks to identify cause and effect
relationships to objectively assign costs. Once costs of
the activities have been identified, the cost of each
activity is attributed to each product to the extent that the
product uses the activity. In this way ABC often identifies
areas of high overhead costs per unit and so directs
attention to finding ways to reduce the costs or to charge
more for costly products.

new modern method of calculating the cost of individual
processes, products and customers, which eliminates
the inaccuracies of traditional methods of the last century
(overhead calculations, covering post).

Pokorna [6] states that the search for factors that affect
the efficiency of business is one of the main problems of
business economists for several years. Activity-Based
Costing (ABC) is a management tool that provides
additional and more accurate information on the costs
and company performance, thus contributes to better
manager decision making, and thus has potential to
affect the financial performance. The ABC expansion
among enterprises in the Czech Republic is currently
comparable with neighbouring countries, although the
extent of its use is lower.

Duh [7], Greasley, Smith, [8] argue that Activity Based
Costing is an effective method not only for managing
costs but also for strategic decisions. It is shown that
businesses that know and optimize their processes are
ready for changes caused by the external environment.
Business Process Management is an integrated system
that focuses on activity-based management as a way to
continuously increase customer benefits and thereby the
profits of the company. It consists of three basic
elements: Process Management, Cost Analysis using
ABC, Balanced Scorecard. [9], [10], [11] argue that
process management can affect the level of costs,
profits, value added, and other attributes of the
business’s value-creation processes.

The ABC method is the main tool. The main areas of

benefits of process management are: strategic
management, process re-engineering and improvement,
evaluating product and customer profitability,

improvement of the view of costs of the business and its
functional parts [12], [13].

The prerequisites for this management method can be
created using the ABC method, which is a suitable tool
for tracking and measuring processes [14], [15], [16].

In modern manufacturing organizations, performance
measurements play an important role in providing
strategic directions and developing appropriate
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operational policies and methods. One such method is
the activity-based costing (ABC) method which
calculates the cost of activities and helps in making
decisions on product mix and price for improving the
utilization of resources and minimizing the cost of
production. Even now, some  manufacturing
organizations use traditional calculation methods
depending on their market forces and characteristics.
One of the most important decisions to be made is about
the type of costing system that would be suitable for an
organization. The role of direct labor in modern
production environments has decreased, but at the same
time, the level of support services has increased.
Traditional methods of calculating the cost do not take
into account this increased complexity and still distribute
overhead costs by reducing their working base or even
do not take into account overhead costs [17], [18].
Traditional cost accounting methods were developed at
a time when direct costs of labour and material factors of
production were dominant and when changes in
technology and consumer demand were not so fast. The
problems with traditional cost accounting emerge when
indirect costs (such as maintenance, insurance,
production preparation, etc.) amount to significant sums
or are even higher than direct costs. Activity Based
Costing is a commonly used tool and has practical
significance for the specific conditions of agricultural
production, where it can be used to achieve the
improvement of cost management [19], [20].

Activity Based Costing represents the universal
management instrument that is used not only for the
purposes of cost calculations, but represents the tool
enabling effective cost reduction. In addition to these
advantages, the ABC method has also its restriction as it
is more demanding in terms of the volume and structure
of the data processing. In case of its application, it is
therefore necessary to consider carefully all the benefits
and costs associated with its implementation [21], [22],
[23].

The extensive ABC use is associated with higher quality
levels and greater improvements in cycle time and
quality, and is indirectly associated with manufacturing
cost reductions through quality and cycle time
improvements. However, on average, extensive ABC
use has no significant association with return on assets.
Instead, weak evidence that the association between
ABC and accounting profitability is contingent on the
plant’s operational characteristics [24], [25].

Activity Based Costing system is a system that focuses
on the costs of the various activities required to produce
a product or service [26].

The ABC method is a progressive instrument of
controlling. It enables to assign costs to products
according to actually used up activities and resources.
The method is designed for more accurate scheduling of
indirect costs (overheads); as a schedule using the
causal relationship between activities (processes) and
individual performance [27].

The main principle of the ABC is placing the activities
among the source costs (taken over from the
accountancy) and the products. One of the biggest
benefits of the ABC system is the interconnection of the

IJIEM


http://en.wikipedia.org/wiki/Cost_management
http://en.wikipedia.org/wiki/Cost_management

Hudékova Stadova

costs arising from the accounting, processes and costs
of products into one system [5].

Cohen [28] indicate that the possibility of future
implementation of ABC is related to the degree of
satisfaction from the currently used cost accounting
system. Companies that do not intend to adopt ABC
(ABC deniers) were found to be more satisfied with their
existing cost accounting system in comparison to ABC
supporters. They also report the characteristics of
companies that still have complete ignorance of the ABC
technique (ABC unawares).

In the last two decades, business environment has been
changing rapidly with fierce global competition. Firms
using the traditional costing system were forced to
change from their old system traditional-cost method and
to accept the newer cost system, better known as the
activity based on costing (ABC system). The new system
is able to support and enhance decision making of the
decision makers, besides being adaptable to the new
business environment [29].

In addition to these positives, it is necessary to point out
the possible disadvantages of the ABC calculation
method. The main disadvantage is the time-consuming
nature of the method in the absence of a primary record
of the necessary data. This may mean that management
focuses more on obtaining the necessary cost data for
each activity rather than on improvement of these
activities. Obtaining information is an additional cost for
the organization [30].

It is important to note that ABC is only one method for
allocating indirect costs, it does not reduce production
costs (material or labour costs), but it helps management
to understand which products consume the most
resources, and therefore this method gives options for
informed decision making. The ABC method focuses
only on corporate overhead, capital costs are not taken
into account [31].

The objectives of the paper are to describe the strengths
and weaknesses of the ABC method in comparison with
the traditionally used method of allocation costs, analyse
the use of calculation methods in the construction
industry in all V4 countries, as well as present
recommendations on the basis of the results of analysis,
to get the ABC method into the awareness of company
managers as a suitable alternative to the obsolete so-
called traditional calculation methods.

For the analysis, we chose the construction industry,
which is one of the key industries. In Slovakia, it creates
around 7% of all jobs in the country. In the countries of
the European Union, construction currently accounts for
9% to 10% of GDP, representing a quarter of the total
output of European industries.

Based on the above, we have identified research
questions:

What types of calculation methods are used by
construction companies today?

What are the advantages, resp. disadvantages of ABC
method in practice?
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How many companies in the construction industry know

the ABC method and how many companies actually use
it?

3. MATERIALS AND METHODS

3.1 Sample and data collection procedure
In order to fulfil the objectives of this paper, we compiled
a set of companies active in the construction industry in
each country, divided the businesses into groups by size
(by number of employees) and analysed the use of the
ABC method for each group. In the Slovak Republic, the
analysed set contained 56 businesses, 52 in the Czech
Republic, 47 in Hungary, and 49 in the Republic of
Poland.
For the purposes of analysing and discovering the use of
calculation methods in individual businesses, we
developed a questionnaire with the following questions:
1. What is the size of your business by number of
employees (0-9 employees, 10-49 employees, 50-249
employees);
2. Questions about usage of the Activity Based Costing
method in business practice with following answers:

e we do not know the method,

e we know the method, but we decided not to use

it,

e we are currently introducing the method,

e we already use the method,

¢ we used the method but it was not successful);
3. Why you do not use the ABC method when it knows
about it?
4. How long have you been using the ABC method?
5. Has the ABC met your expectations?
6. Why the method was not successful
companies that used it and stopped using it)?
The results obtained are presented in tables and graphs.

(among

The research sample is a selected group of companies
in the construction industry with comparable
representation from all V4 countries - 204 enterprises in
total. The questionnaire questions were answered by
employees who are responsible for cost calculations in
the company. The survey was conducted at the company
level.

Question 1 from the guestionnaire is evaluated in the
analytical part using a table and a graph.

The results of question 2 from the questionnaire are
processed in the tables, namely the counts are
mentioned, expected counts are calculated, and pivot
tables are used, as well as a table of percentages. In
addition, all answers from question 2 are shown by
graphs.

The results and findings of the other questions from the
guestionnaire are described in the text.

In addition to this analysis, we also presented an
example of a cost calculation in a construction company
using the traditional cost allocation method and at the
same time using ABC.

3.2 Characteristics of calculation methods
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Costs in the calculation system can be determined using
the traditional cost allocation method based on the direct
and indirect cost breakdowns: direct costs are added
directly to the actual output, indirect costs are charged
primarily to economic centres and then allocated to
individual outputs. Using the ABC method, direct costs
are added to cost objects directly (as with the cost
allocation method), indirect costs are attributed to
activities. Thus, in the area of direct costs, the ABC
method does not bring about any change, its substantial
contribution is to the allocation of indirect costs.

In theoretical works, Activity Based Costing (ABC) is a
method of cost calculating referred to as new, modern. It
allocates the costs to individual processes, products and
customers, eliminates the inaccuracies of traditional

Everything in

Resources the organization

Consume Traced by Resource Drivers

What is actually

Activities being done

Consume Traced by Activity Drivers

- Products or services
- Customers
- Etc.

Objects
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methods from the past century (overhead calculations,
cover contribution).

It provides reliable information for both strategic and
operational decisions, as it shows the causal relationship
between the origination of costs in the business and
revenues from sale to the customers.

The main principle of the ABC is the "insertion" of
activities between the costs of resources (bookkeeping)
and products (Figure 1). In this way, a logical link is
established between costs by type and activity on the
one hand (each cost is incurred by an activity) and the
relationship between the costs of activities and the
products (the costs of the product equal to the sum of the
parts of the costs of the activities required for its
manufacture — e.g. procurement of supplies, production,
sales, etc.), on the other hand.

Resources
4
Allocate | Allocation
Basis
: - Products
Objects - Services

Figure 1. Activity based costing vs. traditional methods

Traditional method of preparing the calculation
(overhead calculation - absorption costing) is a
traditional, less demanding calculation, still used in many
manufacturing and non-manufacturing businesses. It is
used in enterprises where different kinds of products with
varying production costs are produced in various
technological processes. Its principle is to allocate direct
costs (directly logically attributable to products, orders,
or services provided), and the remaining indirect costs
(overheads), which are calculated as mark-ups (or
overhead rates) in the calculation formula.

One identical (common) budgetary base is selected for
all types of production overhead costs, and equally, one
identical budgetary base is selected for all types of
administrative overhead costs.

The mark-up method is suitable for smaller, simpler and
less dynamic businesses with low indirect costs. This
traditional cost allocation method, that allocates
overheads to a unit of production based on labour or
machine hours, often leads to incorrect unit costs: for
example, large overhead costs are disproportionately
allocated to large volume products produced in large
batches and conversely, too little of the overhead costs
is allocated to low-volume items.

Activity Based Costing helps to eliminate this problem by
allocating overheads to products depending on the

extent to which these products contribute to the
overhead costs.

4. RESULTS AND DISCUSSION

4.1 The importance of measuring human capital
and investment  to human resource
development

In the construction industry, the two methods of
calculation are most commonly used — the traditional
cost allocation and ABC methods. In the case of the
traditional cost allocation method, the relationship
between outputs and their varying intensity of
consumption of resources and the activities of the
business is lost. By contrast, the ABC method monitors
use of costs for specific outputs in relation to individual
business activities. In the traditional cost allocation
method for assigning costs to outputs, we see that the
business’s cost information is broken down by centres
and outputs, under ABC it is by activity (activity). Indirect
performance costs are, in fact, directly related to
processes. The processes necessary to create a
concrete result lead to an increase in costs, which makes
them more complex and numerous. While we try to find
out the relationship between production and
consumption of resources in the traditional method, ABC
is concerned about the causal relationship between
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processes and resource consumption. Thus, processes
generate costs and individual outputs consume these
processes.

From the point of view of the traditional cost allocation
method, we monitor the yields and costs in the economic
centres, as well as their economic results. By contrast, in
the ABC method and its cost centres, we compare real
costs with planned costs, resulting in a difference
between these data. For ABC, we need to adjust cost
tracking by concentrating it into cost pools. These cost
pools have the task of capturing costs according to the
whole and according to aggregated activities. The
traditional method assigns overheads to individual
centres, while the ABC calculation systems assign
overheads to each major activity rather than individual
centres.

The ABC method assigns costs to products and services
and other cost items from the cost pools of activities by
using the allocation base of the appropriate support costs
of activities. The traditional method assigns costs to
products by using an allocation base based on the
number of units, direct labour costs, machine hours, and
so on.

The ABC method requires high entry costs for both
introduction and maintenance, whereas the traditional
method is undemanding in terms of introduction and
maintenance. The ABC method gives more accurate
calculation of the cost of individual outputs, while under
the traditional method the cost of the products is accurate
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throughout the business, but they are not correctly
assigned to each output. The ABC method requires an
accurate distinction between product value-adding
activities and other activities not adding external or
internal value; the traditional method does not distinguish
costs adding value from costs not adding value to the
product.

According to the International Association of Financial
Executives Institutes (IAFEI, 2016) 10% of companies in
the construction industry worldwide use the ABC
method. In 2016, 31% of companies combined the
methods of Benchmark, ABC and Balanced Scorecard.
Several CFOs were invited to comment on ABC/ABM.
The CFOs indicated that this alternative cost allocation
method is being used as a result of the increasing
proportion of indirect costs in total costs. They confirmed
that the ABC/ABM method is a solution to improve the
understanding of cost-creating mechanisms.

4.2. Analysis of the Advantages
Disadvantages of the Calculation Methods

and

To better compare the advantages and disadvantages of
both methods, we give an example of cost calculation
based on the traditional method and the ABC method in
a construction business - cost calculation for 1 m3 of
perimeter masonry of from POROTHERM 44x25x23.8
bricks.

Calculation of costs by the traditional method:

Direct material.......coooiiiiii
DireCt Wages....coviiiiiiiiiiii e
Production costs (80 % of direct wages).............
Admin costs (30 % of production costs).............
TOtal COSES..iuuiitiiiiiiiii i e

Calculation of costs using the ABC method:

Production of mortar.......coccveviiiiiiiiiiii
Installation/removal of scaffolding....................
Brick masonry of 440 mm thickness..................
Market research and preparation of site.............

Site equipment

Construction management...........coovvviiiinniinnn.
SUPPIYING. it s
L= 1117 oo ) o
Depreciation - scaffolding.........ccoceeeviiiiinnnnn.

Management......ooii i e
Health and Safety and Fire Protection................

Miscellaneous business costs

Total COSES. vt

0.42

Difference between costs calculated using the traditional and ABC methods:

Total costs determined using traditional method

Total costs determined using ABC method.........
Difference between methods............ccocvveininnnn.

123.08 EUR/1 m3 of masonry
120.85 EUR/1 m3 of masonry
2.23 EUR/1 m3 of masonry

Figure 2. Calculation of costs using the traditional method compared to the ABC method

The main shortcoming of the traditional method is that
the processes (activities) that are not involved in the

creation of the given output are also attributed through
the overhead to the total cost of the output (product). This
leads to assigning costs to outputs which are not
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responsible for them. A significant part of the costs are
overheads, which are allocated to the individual outputs
using an allocation base. Most often, problems arise from
an inappropriately determined allocation base and hence
also from an imprecise calculation of the overhead for
the costing units.

By contrast, the main benefit of the ABC method is the
precise allocation of overhead costs to a costing unitin a
business using advanced manufacturing technologies,
given the high share of overheads in total costs, with a
larger share of overhead costs directly attributable to
outputs. The ABC method considers the cause of the
cost to be an activity rather than production, thus
improving the way in which the overhead costs are
attributed to outputs with more accurate and reliable
calculation of the full total costs. The ABC method gives
more accurate information about the costs of part-
activities in the business. It is flexible because, besides
performance costs, it assigns costs to processes,
customers, etc., it provides more accurate information for
managers in decision-making and planning through
activity and capacity management instead of resource
management. It is highly probable that the opportunity to
reduce costs is found when we achieve the same result
at lower costs or find opportunities to increase profits.
The information provided by the ABC method does not
only serve for one-time substantial changes (re-
engineering) but also for slower but lasting changes in
the company. The ABC method works as a tool by which
the organization and its employees can better
understand how their business works, the cause and
effect of certain activities, logically showing how the
costs flow from resources through activities to cost
objects (outputs).

However, the ABC method does not have only benefits.
Its main shortcomings are that it establishes numerous

Table 1. Distribution of firms by country and size
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cost pools and, together with cost drivers, multiplying the
data on costs, which raises the need for a large amount
of input and output data disproportionately burdening the
administrative apparatus. The method is not applicable
or suitable for all types of businesses. It has high
demands on the skills and experience of workers during
its introduction and causes changes in the current way of
conducting in-house accounting. Businesses lack
experience of deploying it and it also requires high
financial demands for additional work, new way of
recording, software, employee training, and so on. We
are not just talking about the financial costs that are
available from normal accounting, but also about hidden
costs, i.e. the cost of time and effort of many workers in
various business activities. Excessive investments can
threaten the business.

The main disadvantage is the high degree of complexity
of the volume and detail of the surveyed data, the
discrepancy of the method for enterprises with a low
share of overhead in total costs. ABC calculations are
aimed at detailed and complicated costing, requiring
change of approach to data and specialized software.
This means that introducing this method for the business
is primarily a major burden, whether material, financial or
in terms of work.

4.3. Use of the ABC Method in the Construction
Industry in the V4 Countries at Present

The analysed set of businesses in the construction
industry were first divided into size groups (by
number of employees) in all V4 countries. We
used the results of the questionnaire, described
in more detail in the methodical section of the
paper.

Country 0-9 employees 10-49 employees 50-249 employees

The Slovak Republic 13,72% 9,31% 4,41%
The Czech Republic 14,22% 7,35% 3,92%
Hungary 6,86% 10,29% 5,89%
The Republic of Poland 3,43% 15,69% 4,91%
Precentage total 38,23% 42,64% 19,13%

Source: Own table

All enterprises included in the research were 204 (of
which in SR - 56, CZ - 52, HU - 47 and PL - 49). The
group of small enterprises (0-9 emploees) represented
38.23% of all enterprises, the group of medium

enterprises (10-49 emloyees) represented 42.64% and
the group of large enterprises (50-249 employees)
19.13%.
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Companies by size

4. 91 %
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The Republic of Poland —— 3 437 15,69%
P 5 30% o
Hungary I 6,36 % 10,29%
. S 3,92%
The Czech Republic * 14,22%
. S 4 41% o
The Slovak Republic S = o — 13,72%
0,00% 2,00% 4,00% 6,00% 8,00% 10,00% 12,00% 14,00% 16,00% 18,00%

W 50-249 employees

Source: own graph

10-49 employees

Hm0-9 employees

Figure 3. Number of analysed businesses by size in V4 countries

Most of the businesses in the survey were in the second
size category (43%), the largest group of respondents in
the Republic of Poland and Hungary. The second largest

group was businesses with a number of employees from

0 to 9 (38%). In the Slovak Republic and the Czech
Republic, these companies represented the largest
share of the total number of respondents.

Table 2. Use of the Activity Based Costing method by businesses in the construction industry in the V4 countries —

the table of count

Answers

Number of businesses by size

0-9 employees 10-49 employees 50-249 employees

SK cz HU PL SK cz HU PL SK cz HU PL
Do not know about the method 11 11 8 3 9 2 7 14 2 1 0 3
lIJDSoeknow about the method, but do not 3 5 1 2 5 3 3 7 1 1 4 2
Currently introducing 5 5 3 1 0 3 5 4 2 2 3 0
Use the method 7 7 2 1 6 7 6 5 4 4 5 4
e e aneton ut twas 0ot 5 g0 | o fo [0 |02 o o |01
Total 28 29 14 7 19 15 21 32 9 8 12 10

Source: Own table
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Table 3. Use of the Activity Based Costing method by businesses in the construction industry in the V4 countries —
the table of expected count

Answers Number of businesses by size

0-9 employees 10-49 employees 50-249 employees

SK (074 HU PL SK Ccz HU PL SK cz HU PL

11,0 7,8 4,5 2,9 7,5 4,0 6,7 13,1 3,5 2,2 3,8 41
Do not know about the method

Do know about the method, but do not 4.5 50 24 16 31 2.6 36 7.2 14 14 2,0 22

use

3,5 5,6 3,3 0,7 2,4 2,9 4,9 3,3 1,1 15 2,8 1,0
Currently introducing

8,0 10,0 3,9 14 54 5,2 5,8 6,5 2,6 2,8 3,3 2,0
Use the method

Tried the method, but it was not 1.0 0.6 0.0 04 0.7 0.3 0.0 2,0 0.3 0.2 0.0 0.6

successful for them

28,0 | 29,0 | 14,0 7,0 19,0 | 15,0 | 21,0 | 32,0 9,0 8,0 12,0 | 10,0
Total

Source: Own table

Table 4. Use of the Activity Based Costing method by businesses in the construction industry in the V4 countries —
in percentage of total

Answers Number of businesses by size
0-9 employees 10-49 employees 50-249 employees
SK Ccz HU PL SK Cz HU PL SK Ccz HU PL

Do not know about 19,6% | 21,2% | 17,0% 6,1% 16,1% 3,8% 14,9% | 28,6% 3,6% 1,9% 0,0% 6,1%

the method
Do know about the 5,4% 9,6% 2,1% 4,1% 8,9% 5,8% 6,4% 14,3% 1,8% 1,9% 8,5% 4,1%
method, but do not
use

Currently 8,9% 9,6% 6,4% 2,0% 0,0% 5,8% 10,6% | 8,2% 3,6% 3,8% 6,4% 0,0%

introducing

12,5% | 135% | 4,3% 2,0% 8,9% 13,5% | 12,8% | 10,2% 7,1% 7,7% 10,6% 8,2%
Use the method

Tried the method, | 3,6% 1,9% 0,0% 0,0% 0,0% 0,0% 0,0% 4,1% 0,0% 0,0% 0,0% 2,0%
but it was not
successful for them

50,0% | 55,8% | 29,8% | 14,3% | 33,9% | 28,8% | 44,7% | 65,3% | 16,1% | 15,4% | 25,5% | 20,4%
Total

Source: Own table

Table 2 shows the numbers of enterprises in absolute tables). Table 4 shows answers in the percentage. Table
value by questionnaire question (broken down by 5 4 is followed by Chart 3, regarding the answers to
answers to question 2). For a more in-depth statistical question 2.

analysis, Table 3 shows the expected counts (using pivot
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Do not know about the method

40,00%

30,00%

20,00%

10,00% I I I

0.00% « 1.1 - - n
SK CZ HU PL|SK CZ HU PL SK CZ HU PL
0-9 employees10-49 employees 50-249

employees

Number of businesses by size

Currently introducing

2,00
0,00

8,00%

6,00%

4,00%

2,00% - 11
0,00%

SK CZ HU PL SK CZ HU PL SK CZ HU PL

50-249
employees

0-9 employees10-49 employees

Number of businesses by size

Tried the method, but it was not
successful for them

,Q0%
o . i .
SK CZ HU PL SK CZ HU PL SK CZ HU PL

50-249
employees
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Based on the analysis of the selected companies
operating on the Slovak market, we found that as many
as 22 businesses (39%) do not know about the ABC
method. On the other hand, up to 17 businesses (30%)
use the Activity Based Costing method and another 7
(12.5%) are currently introducing the method. Only two
companies said they tried the ABC method, but it was
not successful. Nine companies (16% of all respondents)
know the method, but have decided not to use it.

The largest share of Slovak companies, which said that
they did not know the ABC method, are companies with
a number of 0-9 employees. By contrast, only 4% of large
businesses do not know about this calculation method.
Only small businesses up to 9 employees said they tried
the method, but it was not successful for them.
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Figure 3. Use of the Activity Based Costing method by
questionnaire answers

In the Czech Republic, almost 35% of the companies
surveyed in the construction industry use the ABC
method, of which 7 were small, 7 were medium-sized
and 4 were large companies. The second largest group
(27%) were companies that did not know about the
method.

The results obtained in Hungary showed, as in other
countries, that many companies (32%) do not know the
ABC method. However, this was true only of medium-
sized and small companies and not of even one large
company. On the other hand, the percentage of
businesses using the method is high - 27.5% of
businesses use the method and another 23.5% are
currently introducing it. None of the companies in this
country indicated that they tried the calculation method,
but without success, which indicates that Hungarian
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companies that have implemented the ABC method are
also satisfied with it.

In the Republic of Poland, up to 41% of businesses said
they did not know the ABC method, with companies of
10 to 49 employees representing the largest share. That
said, 22.5% of businesses said they knew about the
method but did not use it. 10% of Polish companies in
the construction industry are currently introducing the

The Slovak republic

4,00%
\

|

Hungary

Source: Own graphs

Hudakova Stasova

method, specifically small and medium-sized
businesses. Among the large surveyed companies, none
of the methods currently applied. In the Republic of
Poland 20% of businesses are currently using the
method.

The Czech Republik

2%
\

The Republic of
Poland

B do not know of the method

= do know of the method, but do not use

M currently introducing

H use the method

tried the method, but it was not successful
for them

Figure 4. Use of the Activity Based Costing method in percentages in every country
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Based on the results obtained, we note that the ABC
method is quite often used by the companies in the V4
countries. Every business surveyed had the opportunity
to comment and clarify why they chose the ABC method.
The most common responses were to increase business
competitiveness, control business processes, increase
efficiency, reduce costs, improve and simplify
management, manage cost efficiently, increase flexibility
of performance, productivity, flexibility, reduce storage
costs. These responses largely correspond to the
aforementioned advantages of the ABC method.
Companies that stated they use this method also
responded to the next question about the length of use
of Activity Based Costing. The most common responses
were 2 to 4 years, and none of the companies have been
using the method for more than 5 years. Businesses
using the method have said that they have the same
benefits in practice as we stated in analysing the
strengths of the ABC method, but they also stated that
the implementation of the method was very demanding
both in time and in financial terms. They stated that in
some cases it took a long time for employees and
business management to gain a command of the
method.

Conversely, the most common answers to the question
of why companies opted not to use it were similar to the
generally recognized shortcomings and weaknesses of
the ABC method. Businesses said that introducing such
a costing method is very demanding both financially and
in time. In most cases, they encountered the reluctance
of management and staff to introduce new procedures
with insufficient expertise of the workers who would use
the method. In particular, small companies are reluctant
to use this method precisely because of the lack of a truly
skilled workforce that will start using it. Large companies
with more than 50 employees had less problems with
unskilled employees. These businesses have often said
that instead of using ABC methods, they use other
traditional or non-traditional methods of calculating costs
that have worked well for them or they do not have to
make efforts to apply new methods.

Businesses that stated they know the ABC method, but
chose not to use it, use a different costing method. Most
commonly, traditional methods such as traditional cost
allocation (using an allocation base), the simple division
method, or an internal method developed by internal
programmers.

The results of the analysis showed that companies in the
V4 countries are very often not informed about the
possibility of cost management using other than
traditional calculation methods. As in almost every
country the largest proportion of companies were those
who had not encountered the ABC method or had no
further information on how to use this costing method, we
encourage companies providing ABC services and
software to start informing firms more about this
possibility by distributing prospectuses, physical
company visits, and organizing various training sessions.
The ABC method is more accurate than the traditional
calculation methods, so we would recommend
companies which do not have the costing method in
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place should consider the possibility of using the method,
despite the initial high deployment costs.

The use of ABC in business practice can take two forms:
a one-time model — e.g. a strategic ABC model, or as an
operational model for regular monthly or quarterly
evaluations that are part of the ordinary controlling
process.

A one-time model serves to analyse the selected period
or part of the business (processes, products, customers)
in order to examine the necessary connections. The
typical example is the calculation of the resulting
calculations for products during the selected period. In
the one-time model, ABC data connections with other
data sources (IS modules) need not be addressed and
targeted simplification is used that does not have a
significant effect on the result. One-time ABC models can
be used for resulting calculations, what-if analysis,
occasional process optimization, product or customer
portfolio, strategic ABC models and strategic planning.
Operational models for regular monthly or quarterly
evaluations are suitable for businesses with dynamically
changing conditions (prices, discounts, quantities
produced, input costs). Here, as a rule, monthly
calculations are required, it is necessary to systemically
address the connection of ABC with primary records in
the information system modules. The model produced
must be detailed to take into account the specificities of
the costs and their causes. Monthly calculations are
performed in specialized software (e.g. MonetABC),
which is an extension to the transaction system and is
generally linked to data exports and imports.
Implementation of an operational model takes longer
because it is usually an attempt to maximize the
automation of monthly calculations. Operational ABC
models are used for monthly results calculations, support
for employee motivation to keep track of process costs,
ongoing process optimization, product and customer
portfolios, business negotiation support.

3. CONCLUSION

The current trend in the construction industry is the
streamlining of own production. In particular, businesses
focus on the strengths of their manufacturing activity and
stop doing the construction work which they can buy
cheaper and better from a third party (subcontractor -
outsourcing). Subcontracting activities such as: selecting
optimal subcontractors, planning and organizing
subcontracting, subcontracting directly on site and
control also increase overheads, thereby increasing the
share of overheads and, conversely, the share of direct
costs decreases relatively.

In companies where the overhead cost ratio is more than
40% of the total cost, the above-mentioned traditional
costing method is not sufficient to accurately allocate
indirect costs, and therefore we recommend that an ABC
method be used for such businesses. ABC focuses
mainly on the precise allocation of overheads, thus
achieving an accurate tracking of the flow of costs and
their causes, reducing the resources used and reducing
overall costs.

The suitability of the application of the ABC method in a
particular business can be judged on the basis of the
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fulflment of the basic criteria; a high volume of
overheads (overhead costs must account for at least 40-
50% of total costs), a high number of diverse outputs, a
large number of customers, high degree of automation of
production, high number of different business activities,
high proportion of auxiliary, support and servicing
activities. The decisive question of whether or not to
implement the ABC method is the return on resources
invested in this change. Since the ABC method is a
change of view and thinking, the quantification of returns
is very difficult. And precisely the suitability of introducing
the ABC method for specific companies could be the

focus of further research.

It would be beneficial to

analyze and propose criteria for how a company can
determine if a method is appropriate and beneficial for it.
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