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The financial management of a university is becoming increasingly complex. Recent cuts in
government funding, greater student enrolments, expectations for better outcomes from their
education and for programs that are tailored to the market needs, are demanding public
universities to become more cost effective. University managements thus need to scrutinize their
spending and demonstrate that resources are being used effectively and efficiently. Universities
must strive to work on controlling costs while aggressively working to address faculty and
administrative productivity. To achieve this, university needs a new costing methodology such as
activity-based costing (ABC) that can link the accounting data to the university strategic plan as
well as performance measures for better resource allocation. Universities can use the ABC
method to identify how faculty members spend their time by activity area and the funds allocated
by activity. Despite the increasing interest in ABC in recent years, very little have been reported
regarding ABC use in institutions of higher learning. Based on a case study, this paper provides a
discussion of how ABC approach can be implemented in the specific context of Malaysian
university.
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1. Introduction

Accountability has become a challenging issue for higher education in Malaysia. Increasingly,
institutions of higher learning and in particular public universities have been required to increase
undergraduate enrolment, both local and overseas, and to meet student expectations for better
outcomes from their education, and for programs that are tailored to the market needs. Public
universities also need to respond positively to the new challenges presented by digital economy.
They need to take a new approach to the provision of information and communication technology,
information delivery and the support of teaching and learning to enable them to achieve their
strategic objectives and to compete with others. Efforts to meet these new requirements will
further contribute to the already high costs of higher education. The escalating costs couples with
reduction in government funding are demanding public universities to manage their costs better.
For public universities, simply increasing the course fees, in particular undergraduate programs,
without proper justification is not possible. Thus, university managements need to scrutinize to a
greater degree their spending and demonstrate that resources are being used effectively and
efficiently. They must strive to work on controlling costs while aggressively working to address
faculty and administrative productivity. Effective cost management systems should help them with
analytical information and feedback necessary to create value for their institutions. To achieve
this, universities need to find a new costing methodology such as activity-based costing (ABC)
that can link the accounting data to the university strategic plan as well as performance
measures. While many universities in developed countries such as the United States, United
Kingdom and Australia have implemented activity-based management (ABM) as a decision
support system that can accurately determine the true cost of many of their products and
services, the method is still new to most universities in Malaysia. Therefore, this paper attempts
to highlight the advantages of ABC methodology for use within Malaysian institutions of higher
learning.

2. Traditional Cost Management
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Financial accounting information remains the primary source of management information in many
organizations, including higher education institutions. However, as Johnson and Kaplan (1987, p.
1) observed, “today’s management accounting information, driven by procedures and cycles of
the organization’s financial reporting system, is too late, too aggregated, and too distorted to be
relevant for managers’ planning and control decision”. The reason is that traditional costing
systems focused on managing costs by means of cost-based budgets, standards, and variances,
established at the departmental or unit level. In such a system, many of the volume-sensitive cost
drivers are attached to the overhead costs as an economical means of ensuring a proper match
between revenues and expenses. This approach tends to over- or underestimates the costs of
products or services based on misleading measures, thus resulting in erroneous decisions
(Cokins, 1996).

Today, organizations including higher education institutions need to focus on processes and
activities costs, as well as performance measurements for quality attributes such as customer
satisfaction, reliability, cycle time, flexibility, and productivity. The critical success factor of any
organization require continuous involvement in managing all activities to ensure that a high-
quality service is provided in the most efficient and effective manner. This means that using
Generally Accepted Accounting Principles (GAAP) are not very useful in planning, managing,
controlling, and directing activities, because they do not provide information on how an activity is
accompanied (Robertson et al., 1998).

3. Activity-Based Costing and Management

There is a growing body of literature over the last decade, which argues that, compared with
traditional costing systems; ABC offers important advantages to many organizations, in particular
services industry. Despite its slow diffusion rate, ABC method is now an accepted element of the
accounting and control systems of industrial and service firms, and it has been employed in both
governmental and not-for-profit organizations, including institutions of higher learning.

ABC is a methodology that is designed to provide managers with more accurate product and
service costs, clearer insights into what causes costs to exist and what drives costs and more
relevant information for strategic decision-making. ABC information reflects the activities
performed in the institution, the resources consumed, and the purpose of those activities. It
provides a focus on activities not visible through traditional accounting. With this information,
managers can make better decisions about “what happens in the business?", “who does what in
the business?”, and “what do activities cost?”. This redesign process will lead to higher levels of
productivity while either maintaining or decreasing costs.

ABM, on the other hand, refers to the use of ABC information to understand and to make
beneficial changes in the way institutions do their business. It is a strategic tool that allows
managers to quantify the value of products or services; use a common language for baselining
and benchmarking process; look at their activities with a process view; and choose courses of
actions based upon ABC information. Other management initiatives such as balanced scorecard
and performance management also draw upon the knowledge created by ABC (please refer to
Maiga and Jacobs (2003) for detail explanations). Strategic ABM information can provide vital
financial and non-financial measures of performance to support the four perspectives (financial,
customer, internal business process, and learning and growth) of the balance scorecard project.
Briefly, ABM is a discipline that focuses on the management of activities as the route to improving
organizational performance and the value received by its customers.

4. Comparing Traditional Cost Management to ABM

Page 2 of 9



Traditional cost management systems often allocated overhead costs to services or departments
primarily to distribute the overhead for financial reporting purposes. The systems allocate costs
via a one-step process (for example, costs directly to products, services or customers) using
several simplistic allocation methods, which often produce inaccurate and thus misleading
information. It also fails to understand that the range of activities performed within an institution
are what causes costs to exist and that each of these activities are driven by unique, as opposed
to simplistic, characteristics. By contrast, ABM system focuses on the activities performed to
produce or service cost objects. The system assigns costs via a two steps process (for example,
tracing the department costs that have been grouped by cost element to activities that consume
those costs, and then tracing the activity costs to specific product or service that consume those
activities). This approach enables the activity analysis, identification of resources consumed by
activities, and resources to be managed by managing activities.

5. ABM in Higher Education Institutions

According to Robertson et al. (1998), service organizations such as higher education institutions,
need costing systems to perform three primary functions: financial reporting for management and
statutory purposes; understanding the costs of activities, products, services, channels and
customers; and providing feedback and insights to management on what causes costs. To date,
ABM appears to be the only tool that is able to deliver information to service sector organizations
that satisfies the last two of these primary functions. It is able to achieve this through determining
an institution’s major processes or activities; determining the activity cost or performance;
determining the output or output measure; tracing the activity cost to various cost objects such as
services, courses or programs and students; and evaluating process or activity effectiveness and
efficiency.

Achieving excellence in higher education requires the critical evaluation of academic and support
activities (Tatikonda and Tatikonda, 2001). However, public universities like other public sectors
have a tradition of managing operations through budgetary control of cost centers, for example,
faculties and departments. Financial performance is often measured by comparing actual and
budgeted results, where most of the costs of a particular cost center come from resources that
have been committed in advance. This simple financial practice has led to university
management not having accurate knowledge of the costs of the products or services that are
provided or the cost of different student types enrolled. Simply having the accurate knowledge of
how much each faculty and department within a university spends, by type of expenditure, as
normally reported in the financial statements, is not sufficient as it cannot reveal how much it
costs to produce and deliver university products and services. With ABM system, university can
gauge the amount of resources that are consumed by individual cost centers and customers, and
by the activities and processes that deliver the products to customers. This process will identify
the true costs of producing and delivering services to the university’s customers.

Therefore, in light of the recent cuts in government funding and numerous other challenges facing
Malaysian higher education sector, it is highly timely for Malaysian universities and in particular
public universities, to have accurate and precise knowledge of all their costs. This requires
accurate and timely cost information on all of the universities activities. To achieve this,
universities can employ ABC methodology to link the costs of the products and services they
provide, such as courses or programs, research, publications, and consultations, to the revenue
they receive from these resources. It is via understanding this linkage and the relationship
between customer type, pricing, resource allocation, and capital expenditure, that a university can
make strategic decisions regarding the student type it should target, the courses it should
provide, the most suitable delivery method and the appropriate mix and allocation of resources
required to achieve its strategic goals and objectives (Granof et al., 2000). Furthermore, a
university could use ABC approach as a tool to match utilization of resources with faculty
missions; obtain a better sense of the effectiveness of academic staffs’ time and effort
differentiation within faculties; discuss with deans and department heads the efficient and most
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effective allocation of resources to meet the needs of the faculty, department, and university;
organize the information in a way that makes sense across units; and act as an essential public
relations tool (Cox et al., n.d.).

Results from several case studies suggest that ABC methodology can successfully be
implemented in an academic environment. For example, Gordon and Charles (1998) reported
that several universities in the United Kingdom that have implemented ABC found the use of ABC
accounting has helped them with tighter financial management and resource allocation. Ernst &
Young with the cooperation of several Australian universities has published ABM methodology for
use in Australian higher education institutions (Robertson et al., 1998). Granof et al. (2000)
demonstrated how ABC can be used by universities and other governmental organizations to
manage costs more effectively.

6. ABM Implementation Approach

Robertson et al. (1998) outlined four stages in implementing ABM. Stage one involves the
identification of the project goals, scope and objectives, including the types of management
decisions that are expected to be based on the results of this project. For example, university
may wish to cost programs, courses or even subjects; student types; commercial activities and
operations; and public services. Costing activities is second of these four stages. This stage
focuses on defining activities performed within the institution (for example, undergraduate and
postgraduate instructions and academic advising, university or other funded research, academic
support, research support and administration, student service, and marketing); and gathering
data that will enable costs (resources), from the general ledger (for example academic staff
salaries and allowances, and other operating expenses), to be attributed to activities via resource
drivers (for example, percent of time allocated by academic staff to each activity). Stage three is
fully costing cost objects. This stage involves performing cost object analysis; and gathering
activity driver information (for example, number of students in each program) to attribute activity
costs to cost objects. The data collection methods for stages one, two, and three involves, among
others, surveys, interviews and workshops. Reporting is the final of these four stages and it
involves the generation of costing reports such as activity cost report, activity unit cost report,
program cost report, and student cost report. Finally, to transform the paper model to a working
model, the institutions should consider purchasing a specialized cost management software tool
such as SAS Activity Based Management that possesses the functionality to import files from the
general ledger and other data collection points. Other points to be considered are the availability
of Online Analytical Processing (OLAP) feature and its capability to integrate with third-party
software such as advance statistical software tools.

7. Case Study

This case applies, using SAS Activity-Based Management software, the concept of ABC to the
business activities of an academic faculty, which is part of (and benefiting from resources of) a
larger university setting. As a pilot project, the objectives of this study are to demonstrate an
improved conceptual model for measuring the costs of services provided by knowledge workers
(academic staffs) in a university setting; and to address some of the issues and challenges facing
the university in implementing ABC.

The Faculty of Accountancy is one of thirteen faculties in Universiti Utara Malaysia (UUM). It
consists of 18 associate professors, 21 senior lecturers, 86 lecturers, 1 administrative officer and
10 administrative support staffs. The faculty has direct responsibility for two undergraduate
programs, Bachelor of Accounting (Honors) and Bachelor of Accounting (Information
Systems)(Honors); a master program; and a PhD program. In addition, it offers several courses
for other undergraduate programs, MBA and DBA programs in other faculties. Likewise, the
faculty receives academic services from other faculties. As typical in many universities in
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Malaysia, the academic staffs engage in three broad categories of activities, whereby each
activity comprises several sub-activities, as follows: teaching (undergraduate program,
postgraduate program, PhD); research (university-funded, nationally funded, internationally
funded); and service (public services, professional services, university services, faculty services).
In addition to these three main activities, several academic staffs also hold various faculty
administrative positions and/or serve on several faculty and university committees. Academic
staffs and in particular professors and associate professors are also expected to serve in editorial
board committee of local and international journals, committee members of academic and
professional organizations. In terms of resources, the faculty receives its resources from the
university based on its annual budgeted funds. These include accounts for salaries and
allowances, traveling allowances, utilities, supplies, and maintenance.

7.1 ABC Model

In this study, the faculty ABC model was developed in two stages. The first stage allocates costs
that are within the control of the faculty. The largest of these is faculty salaries and allowances.
The second stage adds university costs that benefit all faculties. While many departments or
centers provide a variety of services to faculties, this study focuses only on three

departments/centers that contribute most to the faculty, which are academic affairs department,
computer center, and practicum center.
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Figure 1: Design of ABC Allocation System
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7.2 First Stage

As illustrated in Figure 1, the academic resource costs (faculty salaries and allowances) were
assigned to four-activity cost pools (research, service, teaching, and PhD advising). The
assignment was based on general guidelines as to the activities engaged in by different
categories of academic staffs (professors, associate professors, senior lecturers, and lecturers).
Typically, professors and associate professors are expected to spend their time on research (40
percent), teaching (40 percent) and public service (10 percent) activities. In many cases, they
also devote some of their time (10 percent) advising PhD students. On the other hand, senior
lecturers and lecturers are expected to spend more time on teaching (60 percent) than research
(30 percent) and service (10 percent) activities. However, if a professor or an associate professor
holds administrative positions such as dean, deputy dean, or head of department, the percentage
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will be adjusted accordingly: administrative (40 percent), teaching (30 percent), research and
publication (20 percent), and public service (10 percent). Having assigned the academic costs to
the four activity cost pools, the teaching costs were then assigned to each of the four academic
programs. The assignment was based on the proportion of students that were enrolled in the
particular program.

Expenditures relating to staff and other administrative costs were assigned to the following costs
pools: teaching support (70 percent), research support (20 percent), and service support (10
percent). The research support and service support costs were then assigned to the research
outputs and service outputs, while teaching support costs were assigned to the specific academic
programs based on the proportion of students that were enrolled in each program.

7.3 Second Stage

In the second stage, several university costs such as the costs of academic affairs department,
computer center and practicum center were identified and assigned to the academic programs
accordingly. Academic affairs department provides academic-related services such as academic
advising, course registration and graduation to undergraduate students. The department keeps
records of the number of students of each program it serves, which was used to estimate and
assign the department costs to the respective programs. Computer center provides, maintains
and repairs computers in computer labs at the university. It also maintains and repairs computers
of both academic and administrative staffs. The center keeps records indicating affiliations of the
courses, program and faculties that use its computer labs facilities. It also keeps tracks of the
computer services provided to staffs. Accordingly, it is able to provide the number of uses (hours)
by each of the course, program and faculty, which can be used to estimate and assign the costs
to the teaching activity at the faculty. The costs of the staff computer services was assigned
(based on the number of service hours provided to each faculty) to the service, research and
teaching activities. Practicum center provides services by finding places for the final year students
to do practicum in industry. The center keeps records of the number of students of each program
that uses its services, as well as the lecturers visiting the practicum places. Therefore, number of
students was used to assign the costs provided by the center to the programs at the faculty.
Figure 2 exhibits a sample of activity module (with assignment paths) taken from SAS Activity-
Based Management software.
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Figure 2: Example of Activity Module in SAS Activity-Based Management Software
7.4 Results

As shown in Table 1, cost information presented in a traditional, account-oriented fashion
provides information about the costs of resources being supplied (in this case, by the Faculty of
Accountancy) to make it possible to carry out the faculty/university mission. However, an ABC
perspective on the same data provides, previously unavailable, information about what the faculty
or university is getting for their money. It also provides managerial information useful in assessing
the faculty’s efficiency in delivering its various educational programs, research and services
outputs. This information, unquestionably, can be used by UUM management as a basis to make
budget allocations among faculties, programs and activities. If ABC is implemented across all
public universities in Malaysia, the same information can be generated and used by the
government to make appropriate budget allocations among universities according to their core
businesses (teaching, research, and services), or even used the information as a basis to classify
the universities as either a research or a teaching university. In longer terms, effective costs
management would ultimately reduce public universities dependency on government funding.
While the results provide interesting insights of what ABC information can do to help faculty or
university management make decisions around its core businesses, it is important to note that the
results discussed in this section cannot be generalized beyond the faculty to which the model is
applied. The model used simplified drivers and driver quantities for assignment exercises and did
not include many relevant university costs. Therefore, they may not provide accurate and details
costs information, as they should. Nevertheless, they are of interest because, for the first time,
they point to the types of findings that application of the model can produce and to classes of
issues and challenges that can be encountered in Malaysian universities environment.

8. Issues and Challenges

The accounting and information system of the faculty, which is part of UUM campus-wide
information systems, is insufficient to support ABC and would require a major overhaul before it
would be able to do so. Like the systems of many public universities in Malaysia, UUM campus-
wide information systems focus on transaction processing system but lack emphasis on analytical
processing system. In other words, the systems are not designed to provide management-related
information (please refer to Ismail et al., 2007, for discussions on IT governance, funding and
structure issues facing public universities in Malaysia), and certainly did not capture necessary
data to “cost out” services, programs or activities (Granof et al., 2000). Distributing/assigning
costs between faculties and departments (inter-module and intra-module) may not be possible
without sufficient supporting data.

Table 1: Annual Faculty of Accountancy Costs: Comparison of Traditional and ABC Cost
Reporting

Traditional Reporting ABC Reporting
RM Percent RM Percent

Academic salaries 6,511,000 83% Research 2,367,204 30%
Other than University 1,669,662 70%
academic:

Administrative 290,400 4% National 519,981 22%
salaries

Traveling 140,750 2% International 177,561 8%
allowances

Utilities 159,000 2% Services 783,362 10%

Supplies 106,620 1% Public services 171,166 22%

Rentals 168,000 2% University 185,028 24%

services

Page 7 of 9



Maintenance 248,000 3% Faculty services 355,324 45%

Others 199,050 3% Professional 71,842 9%
services
Teaching 4,672,254* 60%

B.Acct.(Hons.) 2,636,075 56%
878,692 19%
B.Acct.(IS)(Hons.)

Master 914,491 20%

PhD 242,996 5%
Total 7,822,820 100% Total 7,822,820 100%
expenditures** expenditures

* Teaching costs did not include the university services costs totaling RM550,000.

9. Conclusion

The higher education sector will see a significant difference between the past and future trends.
Changes will occur more frequently, more intensely, and in a more competitive, global
environment. By nature, a university is concerned with information, and the role of information in
the delivery and creation of knowledge. Information technology revolution will radically transform
universities, causing a redefining of students, academic and administrative staff members’ roles,
needs, and expectations. The establishments of private universities such as Multimedia
University and Lim Kok Wing University, and twinning degree programs with renowned foreign
universities like Nottingham University and Melbourne University, which offer first class facilities
and tailor-made programs further add to the challenges facing public universities in Malaysian.
The management of public universities thus needs to embark on a more effective cost
management system that are flexible, timely and provide information critical to support their
decisions. ABM methodology is one alternative for public universities to consider to covert to
competitive entities. This study discusses about the possibility of implementing ABC approach in
Malaysian higher education. While a more comprehensive study, possibly with the help of a
consultant would provide a more meaningful and conclusive ABC model for universities, public
universities is urged to travel in the direction towards which this paper is pointing. This is
important, as the achievements of public universities in the next decade will be measured in large
part, by the way, university management manages costs and effectively uses them to make right
management decisions. The image of UUM, as a management university, will be reflected by its
ability to attract best students from both local and overseas and the reputation of professors
working in the university.
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