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A Study on the Introduction of Activity Based Costing in the

Credit-Specialized Financial Company

Hwang Tae-Ho* - Jeon Woong-Soo™

— |1 ABSTRACT

This study analyzed the entire process of costing method currently used in the
credit-specialized financial company who estimate their profit with the self supporting
accounting system that allocates the cost of capital and cost accrued in headquarter
based on traditional costing method. Also, using the concept of ABC(Activity-Based
Costing), the study provided an introductory model, then, verified improvement in the
rationality, fairness of performance assessment, and the introduction validity in the
model through a comparative analysis.

From the result of the analysis, it was observed that the overhead variance cost
before and after the introduction of ABC was from +30.23% to -66.60% while the result
of performance assessment(operating profit and loss) was from -17.31% to +83.07%. This
well describes the different results between allocating the costs by the single measure,
average use of capital, and allocating the costs by 20 selected activity cost drivers on
which the activities of branches cause activities of headquarter, Although the financial
business has a limitation that its selection of cost drivers is strictly dependant on
arbitrary  allocation like the factory insurance costs or maintenance costs in
manufacturing business, the validity of introducing ABC was verified in the analysis on
the variables of branch size. Therefore, the introduction of ABC is not only expected to
be an effective costing method under the environment with greater overhead cost in the
future but also is expected to help improving the reliability and accuracy through an

improvement in the rationality and fairness of performance assessment.

Key Words : ABC(Activity-Based Costing), Costing, Performance Assessment, Credit-Specialized

Financial Company, Financial Institution
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