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At present, the Higher Educational Institutions 
(HEIs) in India are drifting through a state of 
severe financial spasm. This condition has been 
chiefly attributed to the growing budgetary 
shrinkage in terms of fund allocation to higher 
educations by the government over the past 
decade. In addition, the emergence of private 
players coupled with the paradigm shift in the 
funding pattern have been adding vulnerability 
and posing threats to the existence of not only 
to those institutions that heavily rely on the grants 
received by the central or state government and 
funding bodies like UGC, but also to the self 
financed institutions competing intensely on price 
front. The prevalent milieu enforcing the HEls to 
look inward and scan the robustness of its 
existing cost management methodologies and 
its efficacy to mobilize the available resources 
optimally. The existing costing methodologies 
practiced in most of the HEls in India are not 
uniform and mostly follow the traditional costing 
methodologies directed towards fund 
management. Now, the situation is reverse and 
universities and other institutions are jostling with 
the paucity of funds required for sustenance. The 
battle to sustain calls for a suitable cost 
management model, which would act more like 
a management tool for improved decision 
making. Here, an Activity Based Costing (ABC) 
methodology is advocated in the form of Activity 
Based Management (ABM) over the other 
costing techniques. In tandem with the available 
objective evidences pertaining to the over 
whelming success of ABC in the form of ABM 
and its proliferating acceptance as a 
management tool for decision making in the 
universities across the developed nations like 
U.K, Australia, U.S.A, New-Zeland, Canada, 
Spain etc., it appears justifiable to applaud the 
supremacy and suitability of this methodology 
in context to HEIs in india. 
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INTRODUCTION 

SECTION- | 

Since independence, the Higher Educational Institutions (HEls) 
in India have undergone a multifaceted transformation in 
consonance with the other industries. The magnitude of 
turnaround in terms of institutional capacity is evidenced by 
the fact that during Independence and till today, the number 
of universities has increased from 20 to 457 and colleges from 
500 to more than 20,677 (UGC, 2008). The significant 
turnaround was registered in tandem with the introduction of 
economic reform policies in 1990, which referred to sustained 
efforts towards privatization of higher education in India. The 
privatization was initiated broadly in two ways viz. financial 
privatization through reduction in public expenditures, which 
implied the cost recovery measures in conformity with the 
structural adjustment policies, and direct' privatization of 
higher education (Tilak, 2004). It has been observed that most 
of the reform measures recommended in higher education 
centered on improving efficiency in the functioning of public 
institutions and mobilizing resources from non-governmental 
sources (Varghese, 2000). The effect of structural reform is 
endorsed by the fact that the share of higher education in total 
education expenditure of both Central and State governments 
rose to 14.2 percent during 1981-82 to 1991-92, but fell to 
12.7 percent during 1992-93 to 2003-04 (UGC, 2008). Thus, it 
connotes that the relative priority given to higher education 
declined after 1992-93. On contrary, the elementary education 
has been receiving maximum attention because of government's 
social obligation towards the constitutional *Rights for 
Education" for all children. As a matter of fact, the government 
is left wìth the Hobson's choice but to suggest ways and means 
to mobilize non-governmnental resources for higher education. 
Punnayya committee report (1993) suggested the various ways 
to mobilize the resources, which includes raising fee levels; 
Raising of resources by institutions through consultancy and 
sales of other services; Introduction of self-financing courses 
and; Revitalization of student loans (Tilak, 2004). Another face 
of turnaround has been unveiled in the form of rapid growth of 
private (unaided) HEIs in India. The growth is supported by 
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the fact that at present, there are 28 private 

universities and numerous self-financed private 

colleges affiliated by the different universities and 

approved by AICTE. 

University Grants Commission (UGC) is the 

largest stakeholder as well as the implementer of 

planned resources to universities and colleges. The 

paradignm shift in the funding pattern of UGC clearly 

echoes the impetus of growing budgetary shrinkage 

in higher educations. In the 11" plan, UGC has 

charted out a comprehensive plan for making 
disbursement to the HEIs based upon a set of 

performance indicators (like, research initiatives, 

imparting quality education, effective utilization of 

resources etc.). In addition, a sound financial 

management information system (FMIS) has been 
advocated for monitoring the programme efficiently 
in the HEIs. All the financial information received 

from the university should be in a precise format 
that should have a software backing. This will 
facilitate quick decision, better fund flow and efficient 
financial monitoring of the programme (UGC, 2008). 

Struggling with the financial crisis because of 
reduced allocations on one hand and escalating 
expenditure on the other, HEIs will have to look for 
alternate sources of revenue and explore the ways 
and means of reducing costs (Rani, 2006). A note 
on higher education by National Knowledge 
Commission (2006) suggested that universities 
should use their land as a source of finance. The 
prevalent costing methodologies practiced in most of the HEls in India are not uniform and mostly follow the traditional costing methodologies directed towards fund accounting for statutory compliances. The battle to sustain calls for a suitable cost 
management model, which would act more like a 
management tool for improved decision-making. Here, an Activity Based Costing (ABC) methodology is advocated in the form of Activity Based Management (ABM) over the other costing techniques. 

Against this backdrop, this paper focuses on developing and implementing a cost management model in the form of ABM for HEIs in India. The article is divided into five sections. The first section being introductory one deals with the overview of the financial management of HEIs in India. The second section deals with the present cost management system in the HEIs in India in a comprehensive way. The next section explores the relevance of ABM model in context to HEIs. The fourth section discusses the phase-wise implementation of ABM in HEls in India. The last 
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section concludes the discussion. 

SECTION- I| 
COST MANAGEMENT SYSTEM OF HES IN INDIA 

The prevalent costing methodologies practiced in 
most of the HEIs in India follow traditional COsting towards the statutory compliance to the funding 
methods for their expenses reporting directed agencies and most often guided by the instructions of CAG, GOI. The higher education sector nostly resorts to budgetary accounting in combination with cost centre accounting for tracking of the costs incurred in performing the various activities and delivering the outputs. The budgetary accounts ensure the justification to the resources allotted: where as cost centres furnish the cost allocation in a broadly defined heads. The expense reports of most of the universities are generally designed to furnisk cost allocation in a broadly defined heads. These heads normally reflect the aggregation of the allied cost sources. The c0sts that are not direct in nature put into the overheads cost pool. Thus, the main obiective of the administrators is to fully use the resources assigned and ensure that their total expenditures do not exceed the allocated budgetary amount. 

A comprehensive study of financial statements of various universities in India reveals the fact that there is no uniform and structured costing pattern and administrators are restricted to the job of Fund 
Accounting for statutory compliances through dispensation of the allotted funds to the identified 
cost centers. It has been observed that the anomaly 
in the costing pattern is cardinally contributed to 
the complex structure of HEls in India results in, a 
complicated financing pattern, which precisely 
depends upon their objective and size (Mathur & 
Pattanayak, 2004). The universities mostly receive 
funds in the form of Plan grant for development and 
planned investments and Non-plan grants 1or 
maintenance. Study of Income & Expenditure 
statements of some of the selected universities such 
as BHU, JNU, ISM University, Visva Bharat 
University, reveal that expenditures are furnished 
in two broad categories viz. Plan and non-plan 
expenditures, Plan expenditures consist of a pool 0t 
allied cost centers pertaining to the construction and 

other capital expenditures and non-plan 

expenditures include administrative, 
academic 

program, comnmon services and general charges, 

library, salary and allowances, 
examinations, 

students' services etc. In case of ISM, both Plarn and 

non-plan expenditures are exhibited in two 
broad 
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heads viz. Establishment expenses and Other 
Administrative expenses. Thus, the study clearly 
connotes the fact that HEIs in India greatly require 
a uniform costing pattern. 

Based on a study, Powar (1995) observed that 
the HEIs in India have received least efforts in the 
field of cost analysis and management in comparison 
to the other countries. There has not been any 
significant attempt to estimate the costs of higher 
education programmes, which are offered through 
a cross section of universities under the aegis of 
central and state governments. Powar (1995) further, 
advocated for the unit costs analysis, which can best 
be used for educational planning, efficiency 
measures, resource mobilization and resource 
allocation in HEIs. Tilak (1985) attempted to analyze 
the cost of education in India. He highlighted the 
importance of cost analysis in higher educations; 
described taxonomy of costs of education; and 
discussed alternative concepts of unit costs of 
education and several other conceptual and 
analytical issues. 

Universities in India are sitting on a huge 
repertoire of untapped resources. No efforts have 
been made in the past to explore and exploit the 
available resources by the universities. The reason 
behind this indifference lies in the fact that funds 

were adequately & easily available in the past to 
higher education sector directly by the government 
and government-run funding bodies. Now, in the 
reverse situation where the cost structures of the 

universities are being constantly tested in the 
competitive market place, the universities have no 
comparable mechanism to detect and root out 
efficiencies. The above facts manifest a growing zeal 

of the university administrators to adopt a costing 
methodology that would suffice their needs for 
sustenance and prolonged viability amid the 
competitive forces. Thus, in the prevalent milieu, 
HEIs require a robust cost management model, 
potent enough to cover the entire gamut of cost 
information, which can satiate the needs ranging 
from resource management to rational pricing 
through cost optimization. 

SECTION- III 

RELEVANCE OF ABM IN HIGHER 
EDUCATIONAL INSTITUTIONS 

Robertson et al (1998) conducted a study on HEIs 
and argued that, ABM is likely to be the most 
appropriate in complex and highly diversified 
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organizations that have high support overheads and 
operate in highly competitive environment. The 
knowledge of how much each cost centre within a 
university spends, by type of expenditure, does not 
provide insight about how much it cost to produce 
and deliver university products that may be derived 
from a heap of cost centers. An ABM system 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. The Activity Based 
Management cannot be performed unless & until 
ABC is implemented at the operational level. This 
justifies the fact that ABC is inevitable for ABM. ABC 
helps in assigning the costs from the identified 
resource centers to the various activities performed 
at the process level and also, designed to allocate 
the cost of each activity and its contribution to the 
final cost objects at the output level. ABM uses the 
data provided by ABC for internal decision-making 
and strategic analysis in different business 
environment (Chandra & Pattanayak, 2008). The 
operational view of ABM model is described in the 
Figure-1. 

Activity 
Management 

Define (1) 
Activitles 

Identify Drtvers 
& Acttvity (2) 
Measures 

Assign costs 
To activities (3) 

Develop (5) 
Performance 
Measurements 

Manage (6) 
Processes & 
Work 

Activity 

(4) 

Costtng 

Assign costs 
From acttvities 

To cost objects 

Acttvity based 
Product 

Costtng 

Source: Adopted from James, M.R. (2000): Management 
Accounting: Concepts, Techniques & Controversial Issues, 
Chapter 8; accessed at http:/ /maaw.info/ chapter8.htm., 
p-5. 

Figure 1: Operational view of ABM Model 

Cooper & Kaplan (1990) observed the diminishing 
importance of traditional costing methodologies in 
the organizations where overheads functions have 
exploded and direct costs represent a small fraction 
of corporate costs. The efficacy of ABC methodology 
was advocated to overcome the intricacies of 
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overheads. Cropper & Cook (2001) argued the merit 

of ABC methodology in allocating the overheads 

correctly by classifying the activities analogous to a 

hierarchy first described by Cooper (1990). This 

approach recognizes that not all overhead resources 

are consumed in proportion to the number of outputs 

produced. Coy and Goh (1995) advocated the use of 

Activity Based CostÉng within a University 

environment, particularly the method of allocating 

the overhead costs. Thus, ABC helps focus 

institutions' attention on improving activities, which 

will have the biggest impact on course costs. 

Granofet al (2000) demonstrated how ABC could 

be used to manage more effectively in universities, 

government and not profit organizations, Instead of 

measuring traditional "inputs" of salary and 
administrative costs, ABC provides a methodology 
to measure the costs of "outputs". Westbury (1997) 

in association with HEFC (Higher Education Funding 

Council) for England and Wales applied ABC 
methodology to develop costing guidelines for sound 
costing information to underpin decision making in 
HEIs. JCPSG (2000) in consistent with the 

guidelines of HEFC (1997) proposed costing 
guidelines for HEls based on the principles of Activity 
Based Costing (ABC), which was termed as 
Transparent Approach towards Costing (TRAC). 

A growing bodies of literature along with the 
available evidences pertaining to the over-whelming 
success of ABC in the form of ABM in the universities 
across the developed nations like U.K, Australia, 
U.S.A, New-Zeeland, Canada, Spain etc. justify the 
supremacy and suitability of this methodology in 
context to HEls of India. Thus, ABC methodology in 
the form of ABM has been advocated over the other 

costing techniques for the development of a suitable 
Cost management model. 

SECTION- IV 

PROCESS OF IMPLEMENTING ABM IN 
HEIs VIS-Å-VIS INDIA 
Based on his study titled The Implementation Stages of Activity-Based-Costing and the impact of 
contextual and Organizational Factors", Krumwiede (1998) argued that implementing Activity Based Costing (ABC) requires advancement through several stages if full infusion, known as Activity Based Management (ABM) is to be achieved. The stages include all the steps adopted by Cooper and Zmud (1990) for IT (Information Technology) implementation in an organization. The IT 
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implementation process is categorized as six sequential stages: initiation; adoption; adaptation; acceptance; routinization; and infusion (Cooper and Zmud 1990). JCPSG (2000) proposed a number of steps that institutions in UK would follow to implement its costing guidelines termed as TRAC approach. The TRAC methodology is broadly based on the principles of Activity Based Costing (ABC) 
The process outlined here is in consonance with the process adopted by JCPSG (2000) in the HEls of UK and also, incorporates steps used by Cooper and Zmud (1990) for IT implementation in 

manufacturing organization. 

Initiation (Imperatives for change) 
The initiation' stage occurs when there is press1Ire 
to change an existing system, which arises fro 
organizational need, technological innovation or 
external competitive threats, and a search for 
solutions (Changruksut, 2002). In context to HEIs 
the forces that drive change and configure 
imperatives for transformation include: 

Requirement of government for improved public 
accountability 
Growing sense of universities towards the 
satisfaction of stakeholders 

Improved information for internal management. 
The process of initiation' is proportionate to the 
degree of requirements from the regulatory 
authorities (government, audit, and funding bodies) 
through introducing necessary costing guidelines, 
which would inculcate the sense of public 
accountability and fairness towards the costs 
incurred and prices charged. The main driver for 
the successful implementation of ABM model in HEls 
is the scale of requirement by the Government for 
institutions to demonstrate the full costs of research 
and other publicly funded activities in order to 
improve public accountability. TRAC model laid 
down three costing standards, which would meet 
the government objectives for improved publie 
accountability. The costing standard includes 
Information Standards, Costing Process Standards, 

The stakeholders in HEIS Comprise of funding 
agencies (governmental/ non-governmental). 
government (MHRD), management, administrators, 
and students. The necessity of the universities for a 
robust costing system depends upon the level of 

consciousness of the funding bodies towards the 

fairness of the funds expensed and a fair & 

reasonable view of total costs for each resea 
Sponsor type. Crooper & Cook (2001) based on a 
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study pertaining to the implementation of ABC in 
HEIs of U.K argued the significance of the support 
of funding agencies and the external sponsors. In 
the 11 plan, UGC has charted out a sound Financial 
Management Information System (FMIS) for 
monitoring the programme efficiently in the HEIs. 
All the financial information received from the 

university should be in a precise format that should 
have a software backing. This will facilitate quick 
decision, better fund flow, and efficient financial 
monitoring of the programme (UGC, 2008). The 
growing consciousness of the biggest funding 
institution i.e. UGC in India manifests that ABM is 
inevitable in HEIs of India. 

Many institutions wish to improve their costing 
information and systems for their own internal 
management. Some of these benefits will only 
become clear once institutions begin to see the 
possibilities that arise from having robust 
information on the way their resources are currently 
deployed (JCPSG, 2000). The management 
motivation to introduce ABCis cardinally influenced 
by the need to have detailed information on value 
added and non-value added activities followed by 
the need to be competitive in terms of price quality 
and performance (Anand et al, 2005). 

The requirement of an effective control 
mechanism is unavoidable for the overall cost 

management of the HEIs. This can be achieved by 
appointing an appropriate institutional committee 
(Audit) that will not only confirm the compliance to 
the costing standards but also ensure the accuracy 
and the robustness of the data. It is a clear 
requirement of accountability and of satisfying 
research sponsors, that the cost calculated by this 
approach is supported by audit trails by which 
institutions can demonstrate the validity of their cost 
calculations (JCPSG, 2000). The process of effective 

Satiafrctlon af Stakeholders 

Figure-2: 

Adoption 

Effective 
(Audit) 

Manatement of 

Acceptability of ABM Jstem 
(Tnternal management) 

control mechanism 

'Adoption' involvesa decision to invest the resources 
necessary for implementing ABC (Changruksut, 
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2002). In this stage, approval has been granted fromn 
top management to implement ABC and invest the 
required resources, but analysis has not begun yet 
Cooper and Zmud (1990). The support from the top 
management is necessary in this stage and 
consensus is developed to invest resources necessary 
to accommodate the implementation effort. JCPSG 
(2000) suggested that the commitment of head of 
the institution is significant for the successful 
implementation of transparency approach (a form 
of ABC). 

Adaptation (Designing & Development of 
ABM Framework for HEIs) 
This stage mainly deals with the conceptual 

designing, development and installation of ABM in 
HEls. That is, the implementation team analyses the 
resource costs and links them to activities. Then, 
team members cooperate to identify cost drivers and 
to trace these activities to outputs, such as students, 
support service etc (Changruksut, 2002) .The 
conceptual designing phase is probably the most 
critical stage, because the design of the model 
determines what data are to be included and how 

the results will be used (Holst et al, 1996). The 
process outlined here for the development of model 
is compatible with costing guidelines proposed by 
HEFC (1997) for HEIs in UK. 

1. Identification of Financial & Operational 
Resources and associated costs 

Activity costs are calculated by ascertaining the cost 
of the resources consumed for performing the 
activity. An important step therefore, is to define the 
operational and financial resources consumed by an 
activity, such as staff, equipments, facilities, supplies 
and services and any other items used in the 
performance of activity. The cost information is 
extracted from the general ledger. 

2. Defining activities and Processes 
This step includes identification of all-possible 

activities and development of Activity Dictionary; 
determination of time allocation methods; and finally 
preparation of activity sheet in the form of time 
allocation schedule. 

I) Activity Dictionary 
It includes all the activities corresponding to the 

major functions: Teaching (T), Research(R), Other 
activities (0) and Support activities (S). The listing 
of activities assigned to Faculty/Staff members is 
described in the table-1 
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FUNCTrIONS 

TEACHING 

RESEARCH 

OTHER ACTIVITIES 

SUPPORT SERVICES 

8 | 

FUNCTIONS 

TEACHING 

Total 

RESEARCH 

TOTAL 

OTHER 

Total 

Table:1: LAsting of aotivitles asnigned to Faculty/8taff membere 

ACTIVITIES 

SUPPORT 

II) Time allocation method and preparation 
of Activity Sheet 

SERVICES 

This describes a range of methods, which can be 
used to allocate academic, and other staff time. 

Cropper & Cook (2001) based on a study observed 
that approximation of the resources such as, 
facilities, equipments, accommodation and 
consu mables consumed by various areas of 

expenditure can be obtained but main difficulty lies 
in the division of academic staff costs between 

different activities. JCPSG (2000) suggested time 
allocation approach that includes annual 

Total 

ACTIVITIES 

Giving Lectures, Seminars, "Tutorinls, Preparing materials, 

Supervising projecta, Workshops and Lab works, Field work, Organizirng and visiting 

placernments, credit-bearing coursCs, Non credit-bearing COurses, External 

Cxamining, vet-

GRAND TOTAL TIME (%) 

Assessment, Marking and Examnination 

seas And other commercial teaching. 

Rescarch and Experimental development, Training and Supervision of research fcllows, Speculative work to investigate potential ideas 

serviccs not rclated to teaching and research. 
Residence and Catering, Hcalth services, Consultancy, Public Serviceg and other 
Time tabelling, Examination services, Admission work, Drafting research and other project proposals, Referring papers, Administrative services 

Table-2: Format of Time Allocation Schedule for Individual Faculty/Staff Member 

ACTIVITIES 

A 

B 

including External 

C 

D 

E 

Examining, All award 

F 

G 

projects, 

H 

K 

retrospective method; and In year method. A method is considered robust if it involves individuals recording their own tine (i.e. this is not done on their behalf by their head of department); over sthort time periods (e.g. weeks, months, and termsi of urhich there should be at least three in a year: and covering a whole year (JCPSG, 2000). Once the tim allocation method is decided, the 'Activity Sheet' is 
prepared which contains a detailed distribution st 
time to perform the various activities by individual 
staff. A format of time allocation schedule is 

described in Table-2. 

% TIME OF JOB HOURS 

% time on Teaching 

% time on Research 

% time on Other Activities 

% time on Support Services 

100% 
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