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Nowadays, universities are facing pressure to innovate itself since
decreasing student applicants, increased demand for investments to
educational systems and transparent financial management. To this
end, financial and non-financial information become essential for
effective decision making.

However, studies that have been carried out since 1980 have
shown differences by researchers in methods of cost classification,
recognition of depreciation on fixed assets, and especially computation
of allocation base in indirect cost calculation although the studies are
aiming at the same purpose. Furthermore, these studies have not
been made practical application on field.

In order to overcome major limits of preceding studies, firstly the

study theoretically examined the concepts of college education cost



management, secondly established an education cost calculation model,
and finally allocated indirect costs of “A” University based on its
latest 3-year annual financial reports. Among indirect costs, costs
which were possible to be traced to their cost objects were allocated
to their cost objects, and costs which had arbitrary cost objects were
allocated to correspondent department according to the cost allocation
base.

Total indirect costs which are a sum of education indirect costs
and administration indirect costs ranged from 682 million won to 1,598
million won, and the average indirect costs figured 932 million won.

In order to assign indirect costs to each department, indirect
costs were distributed to each team, then each team’s activities were
analyzed, and allocation bases for each activities were identified, and
finally the costs were allocated by using weighted average. The
activity analysis resulted in identifying 66 unique activities upon 15
teams. Then 10 allocation bases were established among the 66
activities.  After this process, indirect costs were allocated to each
department.

This study examined the appropriateness of the allocation bases
and the effects on indirect cost caused by the allocation bases through
conducting correlation analysis and multiple regression analysis. When
performing those statistical analyses, 3-year accumulated data was
used for more appropriateness because yearly data had only 22
observations. However, in year 2003, a number of construction related
expenses occurred due to a construction of a new building. Thus, the
study used a dummy variable between 2003, 2004, and 2005 for
multiple regression analysis.

According to figures presented in the yearly and the 3-year



analysis, it was found that the number of current students, the number
of male students and a total number of applicants were highly
associated. Also, the number of temporarily contracted lectures, the
number of courses and the number of professors (including temporarily
contracted lectures) were highly associated. It could cause
multicollinearity. Therefore, the study conducted a multiple regression
analysis excluding the number of male students, the number of
applicants, the number of temporarily contracted lecturers and the
number of professors. The result showed that the number of current
students, the dollar amount of plant and equipment, the occupied area,
and the number of professors were significant independent variables.
In the case of yearly analysis, adjusted R figured 0.99442 in 2003,
0.99723 in 2004 and 0.99854 in 2005. In the case of 3-year analysis,
adjusted R® indicated 0.84603, and 0.96109 with dummy variables,

which can be explained to have strong correlation coefficient.

This study was conducted to allocate indirect costs by using the
Activity-Based Cost method, and correlation analysis and multiple
regression analysis were followed.  However, following limits are
pointed out.

1. The cost allocation method by activity analysis may be
subjective by individual researchers due to the lack of preceding
studies.

2. Allocation bases were selected in accordance with activities
disregarding the problem of multicollinearity.

3. This study may not reach a general conclusion since it only

modeled one university.



Based on this study’s academic result, following further studies
are suggested to be carried out.

1. Before indirect costs are allocated for a university cost
calculation, various allocation bases should be determined and forecast
indirect costs by performing correlation analysis and multiple
regression analysis.

2. Generalization on allocation bases is necessary by utilizing data
of various universities.

3. Further studies should be able to forecast trust-worthy cost
information by analyzing accumulated data and utilizing advanced

statistical methods.



