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ISSUE OF ALLOCATION OF OVERHEADS - THE PRACTICE OF THE
HUNGARIAN HOTEL INDUSTRY

Anomauin. Y pesynomami 3minu Oi3Hec-cepedosuwia 0cobam, AKi npuiMaioms piulenHs, noOmpioHo
6ce Oinvute iHpopmayii. 1lob6 xomnauii moenu ycniuHo KOHKYpy8amu 6 2100aii308aHOMY CEImi,
2nubOKUll aHaniz iXHix OizHec-npoyecie i cMpyKmypu npooyKmy € OCHO8010 OJisl NPUUHAMMS PIUUEHb.
Koukypenyis 3a 3a00801eHHA OYIKYBAHb CHONCUBAUIE 3MYULYE MEHEONHCEPI8 NOCMIUHO CMedCUmu 3a
e8apmicmio C60iX mosapié i Nociye, 3MIHAMU CMPYKMYPU GUMPAm, nepeiioamu C80K YIHO8Y
noaimuxy. 3pocia yinHicms HAsA8HOT IHopmayii npo HYMPiWHI npoyecu KOMIAHIL, XapaKxmepucmuxu
NPOOYKMi6 i nociye ceped 308HIUHIX | HYMPIWHIX 3ayikagnenux cmopin xomnarii. Ilicna Ilepwoi
C8IMo6oI GillHU GUHUKIA nNompeda 6 VHIPIKOSaHili cucmemi OyXeanmepcvko2o 00aIKY 015 YHACHUKIE
eany3i 3 MeGHUMU Xapakmepucmuxamu. Y pesyrvmami yux 3ycunv Oyia cmeopena Yuigikosana
cucmema obnixosux 3anucig 0ias comenvroi iHdycmpii (USALI), sxa cayocums 01 3a008071€HHS
iHopmayitinux nompebd MmeHeodNcepis, 3aAYHeHUX 6 IHOYCMPIIO NOCIye MUMYACO8020 PO3MIWEHHS.
Joxymenm cnupaemvcs Ha 3MICMOBY OCHOBY 00JIKY 6Uumpam, aie 800HOYAC He 3aumae meepooi
no3uyii Woo0o NUMAHHA po3N00iNYy HAKAAOHUX eumpam. Y cmammi 00caioxicyemvcsa npobiema ma
NPAKMUKA  pO3NOOINLY HAKIAOHUX SUMPAM MIXC VUACHUKAMU 20meibHoi THOycmpii  Yeopuunu.
OcHosHa nonyasayis nepeunHo2o 00CIIONCeHHsT 0Y1a NpeOCmasiena comeasiMu, SKi Maromes npagosi
siOHOCUHU 3 uNleHamu Yeopcokoi acoyiayii eomenie i pecmopanis (HHRA). 36ip oanux npoeoduscs 3a
donomozoro anxkemu, sagepuieHoi 8 epyoni 2016 poxy 3a yyacmio 74 pecnouwoenmis. Ha momenm
3aKpUmMms. AHKemy8anHs KiIbKicmb 2omenvHux oO0uHuyw, axi ¢ urenamu HHRA, cmanosuna 398.
Taxum uurnom, comosnicme gionosicmu cxnana 18,59% cepeo unenie. Omoice, uacmra 6ubiproeoi
cykynnocmi cmanosums  7,75% nopisuano 3 955 Oirouumu eomenamu. I[llob6 axmyanizyeamu
pe3yiemamu onumyeants, ¥y mpasui 2022 poxy 0y10 npoedeHo NOBMOPHEe AHKEMY8AHHS 8 PAMKAX
goxyc-epynu, cghopmosanoi xepisnuymeom AHHR (npezudenm, eenepanvruil cekpemap) ma wicmoma
gi0oMUMU  peliOHANbHUMU Tidepamu. Y NOGMOPHOMY ONUMYBAHHI WIIAXOM RUCLMOBUX YU YCHUX
8ionogioeli 831U yuacmo 6 ocib. Pezyremamu emnipuunozo 00ciiodcenHs Ha subIpyi noKazyomo, ujo
VHACHUKU  Y2OPCbKOI 20MenbHOI IHOYCMPIL Nepea)dcHo NOKIA0AomvbCs HA mMpaouyitiHi mMemoou
Po3nodiny eumpam 0718 YOPMYTIOBAHHA NPAKMUKU PO3NOOLTY HAKIAOHUX BUMPAM, Ale 8 MOl Jice 4ac
B0HU, 30A€EMbCS, CNPAMOBAHI HA A0ANMAYIIO CYUACHUX NPOYEOYpP.

Knrouoei cnoea: posnoodin naxnaonux eumpam, USALIL, ¢axmopu eumpam, zomenvha iHOycmpis
Yeopwunu.

JEL Classification: D23, L.83.

Absztrakt: Napjaink valtozo iizleti kornyezetben a vallalkozasok vezetdinek széleskorii informdciora
van sziikségiik ahhoz, hogy a sikeresen versenyezzenek globalizalt vilagunk versenypalettajan.
Sziikseges a dontéseik alapjaul szolgdlo iizleti folyamataik és termékstrukturdajuk mélyrehato elemzése.
A fogyasztoi elvarasoknak valo megfelelés arra kényszeriti a vezetdket, hogy folyamatosan kéovessék
termékeik és szolgdltatasaik oOnkoltségét, a koltségstruktura valtozasait és feliilvizsgaljak
arpolitikajukat. A vallalkozas kiilsé és belsé érdekeltiei korében is megndtt a vallalat belsé
folyamatairol, termékeirdl, szolgaltatasok jellemzdirdl beszerezhetd informdciok eértéke. Az elsé
vilaghaborut kévetben jelent meg a sajatos jellemzokkel biro dgazat szerepldi vészérdl egy egységes
szamviteli rendszer Osszeallitdsanak igénye. Ezen erdfeszitések eredményeként fogalmazodott meg a
Szallodaipar Egységes Szamviteli Rendszere (USALI), mely a vendéglatoiparban érintett vezetdk
informdcioigényének enyhitését szolgalja. A dokumentum a koltségszamvitel tartalmi keretére épit,
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ugyanakkor nem foglal hatarozott allaspontot az dltalanos kéltségek felosztasanak kérdeésérdl. Jelen
tanulmany a magyar szallodaipar szereploi kérében tarja fel az dltalanos kéltségek felosztasanak
kérdéskorét és gyakorlatiat. A Magyar Ettermek és Szallodak Szévetsége tagsdagi jogviszonnyal
rendelkezé szalldashely-szolgaltatok korébol meritett 74 elemii mintat tartalmazo empirikus kutatas
eredménye ramutat, hogy a magyar szdllodaipar szereploi dontéen a hagyomanyos kéltségfelosztasi
apparatusra tamaszkodva fogalmazzdak meg az dltalanos koltségek felosztasanak gyakorlatat,
ugyanakkor latszanak a korszerii eljarasok adaptilasanak az iranyaba tett erdfeszitések. A felmérés
zdrdsakor 398 szdllodai egység volt a HHRA tagja. Igy a vdlaszaddsi ardny 18,59% volt a tagok
korében. Tehdat a minta részesedése 7,75% a 955 miikodo szallodahoz képest. A felmérés
eredményeinek felfrissitésére 2022 majusiban egy megismételt felmérést végeztek a MESZSZ
vezetosegebol (elndk, fotitkar) hat prominens regiondlis vezetobdl allo fokuszcsoport részeként. A
megismeételt felmérésben 6 f6 vett részt irasbeli vagy szobeli vilaszadas utjan. Az empirikus
mintavizsgalat eredményei azt mutatjak, hogy a magyar szallodaipar szerepléi foként a hagyomanyos
koltségallokacios modszerekre tamaszkodnak a rezsiallokdacios gyakorlat kialakitasaban, ugyanakkor
a jelek szerint a modern eljardasok adaptalasara torekszenek.

Kulcsszavak: koltségfelosztas, USALIL koltségfelosztasi kulcsok, magyar szallodaipar

Abstract. As a result of the changing business environment, decision-makers need more and more
information. For businesses to successfully compete in our globalized world, an in-depth analysis of
their business processes and product structure is the basis for their decisions. Competition to meet
consumer expectations forces managers to constantly monitor the cost of their products and services,
changes in the cost structure, and review their pricing policies. The value of available information
about the company's internal processes, products, and service characteristics has increased among
the company's external and internal stakeholders as well. After the First World War, there was a need
for a uniform accounting system to be put together by the participants of the sector with specific
characteristics. As a result of these efforts, the Uniform System of Accounts for the Lodging Industry
(USALI) was created, which serves to satisfy the information needs of managers involved in the
hospitality industry. The document builds on the content framework of cost accounting, but at the
same time, it does not take a firm position on the question of the distribution of overheads. This study
explores the issue and practice of the distribution of overheads among participants in the Hungarian
hotel industry. The basic population of the primary research was represented by hotels with a legal
relationship with members of the Hungarian Hotel and Restaurant Association (HHRA). Data
collection was carried out using a questionnaire, ended in December 2016 with the participation of 74
respondents. At the time of the closing of the questionnaire survey, the number of hotel units with
HHRA membership was 398. The willingness to answer was, therefore, 18.59% among the members.
Consequently, the proportion of the sample population is 7.75% compared to 955 operating hotels. To
refresh the conclusions from the survey, a repeated questionnaire was carried out in May 2022 within
the focus group formed by the management of AHHR (president, general secretary) and the six
prominent regional leaders. A total of 6 people participated in the repeated survey through written or
oral responses. The results of empirical research with a sample show that the participants of the
Hungarian hotel industry mainly rely on the traditional cost allocation methods to formulate the
practice of dividing overheads, but at the same time, they seem to be in the direction of adapting
modern procedures efforts made.

Keywords: allocation of overheads, USALI, cost drivers, Hungarian Hotel Industry.

Introduction. The business processes of the participants in the hotel industry form
a complex system over which the control, management, and coordination mechanism
are overseen by the senior manager and the heads of the various departments.
Consequently, the operation of hotels is characterized by a heterogeneous scope of
activities, a diversified organizational structure (departments, segments), exposure to
seasonality, and a high fixed cost ratio within the cost structure. In the case of capital-
intensive enterprises similar to the hotel industry, fixed costs significantly affect the
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success of diversified activities and business models with a decentralized
organizational structure. The representatives of the international literature [3, 4] agree
that cost information reduces the need for information in management decisions the
most. Blocher et al. [3] study emphasize the importance of determining production and
service costs, which provides the company with essential information for areas
affecting its future operations, such as cost calculation, inventory value determination,
planning, cost analysis, and performance evaluation, supporting operational and
strategic decisions. The knowledge about the cost structure of the enterprise, the
identification of the factors affecting the evolution of costs, and the most accurate
determination of the unit cost of the cost bearers - i.e. products, services, processes,
various suppliers, and stakeholders - fundamentally influences the quality of
managerial decisions, i.e. the long-term competitiveness and effectiveness of the
enterprise. In line with the international literature, Hungarian accounting experts [1, 7,
8, 12] also highlight the importance of cost allocation methods when determining the
calculation of unit cost. Several experts believe [3, 4] that an inadequate cost
accounting procedure can lead to incorrect inventory value, product line definition,
resource allocation, distortion of the strategic approach, imprecise determination of
success factors, and a reduction in competitive advantage.

The Uniform System of Accounts for the Lodging Industry (USALI) has been
available for participants in the hotel industry for nearly a hundred years, which, in
terms of content, is suitable for meeting the requirements of financial accounting
(preparation and compilation of reports) and management accounting (facilitating
management decisions). To date, the document has gone through several editions.
Still, at the same time, it does not take a position on the methodology for dividing
general costs, which play a dominant role in the sector's cost structure.

In addition to the description of cost allocation and cost allocation models, the
study does not avoid the overview of mainstream economics, and the methodology
applied in the hotel industry (USALI) to determine the cost calculation and then goes
on to describe the results of the primary research conducted among the participants of
the Hungarian hotel industry.

The purpose of cost allocation and cost allocation models. Examined from a
historical point of view, the cost allocation practice of enterprises was fundamentally
shaped by the changes in the economic and operational environment and conditions of
the enterprises, as well as by the information constraint of responses to the changes.

The issue of cost allocation came to light in the middle of the 19th century, when
the wvalidity of economic calculations provided by the narrow product range
dominating the production structure of industrial companies was questioned. The
increase in the complexity of the production structure and the separation of
management and ownership rights required the acquisition of a new management
approach. The owners of large companies - as information users - demanded detailed
information about the production costs of the products. The managers of the
controlling production and supporting decisions had to deal with the role of indirect
costs (overheads), which represent an increasingly large share of the cost structure [16,
1]. The international dimension of the development history of cost allocation serves as
a reference point with some generally reasonable procedures and methodologies. The
noted representatives of the international hotel industry [e.g. 16] do not differentiate
between the sectoral and the cost allocation procedures developed mainly in
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economics, which are divided into the following stages depending on time [16, p.
141]:

a) the period between 1900 and 1940: the highlight of traditional total cost
allocation (industrial revolution);

b) the period between 1940 and 1980: the era of variable cost calculation and the
definition of the narrowly interpreted break-even point of organizational units;

c) the period between the 1980s and the end of the 1990s: the approach to cost
allocation based on activity and process;

d) the late 1990s - nowadays: cost allocation is based on market standards,
consumer needs, and expectations.

The literature uniformly calls the methodological framework developed in the first
two stages traditional. In contrast, the latter is called modern, strategic costing
procedures (Figure 1).

Cost allocation methods
Af"!!!’ ER‘R’“"H*
Actual cost calculation Estimated cost calculation
f///// i Ths
e Sa = v Tk
Total costing Partial Total cost basis Standard Activity
costing estimated cost costing based
calculation costing

Figure 1. Cost allocation methods
Source: Beke [1, p. 22]

According to Laab [10], the development of cost calculation procedures can be
approached from two directions. On the one hand, progressing from actual cost
calculations to estimated cost calculation, on the other hand, partial cost calculation
procedures were developed in addition to total cost calculation methods. Musinszki
[12] emphasizes the work of the Anglo-Saxon scientific management movement in the
development of the allocation of general costs to calculation units, as well as the
allocation of resource use to products of the continental trend; at the same time, in the
case of the latter, he praises the development steps taken in the direction of
determining the cost center.

The traditional total cost allocation system focused on cost efficiency. Until the
industrial revolution, the primary purpose of accounting was to register receivables
and liabilities. The birth of modern cost accounting can be linked to the spread of
heterogeneous product structures, growing company sizes, and complex production
processes due to the prosperity of the textile, railway, and metal processing industries.
During the period of limited product selection and the homogeneous product structure,
the task of cost calculation was to monitor the direct use of labor and materials. They
did not deal with the allocation of overheads (indirect, fix costs) to products or the
costs of capital commitment. The purpose of the total cost allocation system is to
allocate the costs incurred in the context of the company's operation to products using
cost drivers.
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During the partial cost calculation, only variable costs are allocated to the
calculation units. Three well-known methods are differential costing, direct costing,
and standard costing. Of the three, the direct-costing method is the most widely used in
practice, in which methodology only the costs directly adjusted to the level of capacity
utilization are charged to the product. It provides information on how much of the
product's sales revenue covers the fixed costs and the desired result. Different
solutions to the direct-costing procedure can be the following:

» Single-level - directly incurred costs can be charged to the product.

» Multilevel - the fixed cost block is divided into different fixed costs, which are
assigned to the cost driver, but only if the costs can be assigned directly without an
initial percentage surcharge.

The movement that includes modern procedures (estimated cost calculation
methods) began in the early 1980s. Satisfying market expectations shifted attention
from standardized processes to customized mass products and services. The target of
the new cost calculation procedures was the increasing level of overheads and the
determination of the price and quality characteristics of individualized products. The
interpretation of the cost bearers from the range of products and services to the view of
processes, consumer circles, sales/supply channels, and market segments was
reassessed [6, 18]. The specific coverage approach of products and services is replaced
by the need to know the total cost.

The literature indicates the purpose of cost allocation as follows [1, p. 91; 3, p.
226-227]:

» Determining the actual costs of organizational units, departments, and products
- to determine the cost-effectiveness of separate departments within the organization
and the profitability of different products and stock evaluation.

» Encouraging decision-making - lower-level managers should act independently,
following the goals of senior management.

» The fair justification of costs and rewards — i.e. the fair assessment of rewards
earned by managers for their efforts and skill, as well as the effectiveness of their
decision-making.

» Motivation - on the one hand, cost allocation can make managers responsible
for controlling costs; on the other hand, it can also become a source of conflicts due to
the conflicting interests of individual-organizational units.

In Blocher et al. [3, p. 83-84], in the case of service sectors, the importance and
role of cost allocation are justified by the existence of organizational units in the
organizational structure, similar to production companies.

The USALI's framework for overheads allocation. After the First World War,
there was an increase in the demand from the sectors with specific characteristics to
compile a coordinated form of financial statements. The Association of the Printing
Industry assumed the role of the initiative in England in 1913. The Uniform System of
Accounts for the Lodging Industry (USALI), published by the Hotel Association, was
among the first in the USA. The document published in 1926 was based on the
accounting system accepted in the United States (US GAAP - General Accepted
Accounting Principles) and served as a suitable framework for determining and
publishing the business results of those involved in the hotel industry. In addition,
USALI assists in compiling financial statements and reports to be prepared for external
and internal stakeholders [9].
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In connection with establishing the result, USALI treats the various activities
within the business unit (hotel) as separate responsibility centers. In its understanding,
the hotel as an investment center is structured as a profit center of the different
activities (segments), where the different departments' units perform the cost and
revenue centers. Therefore, the basic principle used during the concept is the so-called
"responsibility accounting," which examines the impact of the human factor on
operations. Furthermore, the concept emphasizes that the manager can only influence
and control the activities within the company that it has real insight into. The USALI
defines 32 separate units (segment, department) within the hotel. Due to the nature of
the department, the managers of the different departments have different views on the
development of the department's revenues and expenses. Therefore, USALI
distinguishes between profit centers and cost centers. Profit center managers are
responsible for revenues and costs, while cost center managers are responsible for cost
trends. The concept is based on the methodology of multi-step partial cost calculation
within the framework of traditional cost management when determining the efficiency
of different departments. First, the distributable part of the indirect costs is allocated
against the margin amounts of the different segments, applying the cause-and-effect
principle. At the same time, the result of the period is determined by deducting the
undistributed costs of the responsibility centers (Figure 2).

LODGING
Net sales revenue
(=} Variable cosis (<)

FOOD AND
BEVERAGE

Net sales revenue

SPORT
Net sales revenue
(=} Variable cosis (=}

WELLNESS
Net sales revenue
(=} Pariable cosis (=}

Groass profit (-} Variable cosis (=) Gross profit Gross profit
Gross profit
- ) - )

Indirect cosis of
Department

Indirect cosis of
Department

Indirect cosis of
Department

Indirect cosis of
Department

— = = =

UNDISTRIBUTED COSIS OF DEFARTMENTS (administrative and general costs,
marketing, maintenance, energy, insurance, mandagement fees)

=
| EEITDA (Eaming Before Interest, Taxes, Depreciation and Amortization) |
)
| UNDISTRIBUTED FIXED COSIS iInterest. Amortization. Taxes) |
=

| Met Income |

Figure 2. Overheads allocation based on USALI
Source: Persi¢c—Jankovi¢ [16, p. 230]

Based on the USALI guidelines, the allocation of overheads has the following
options [16, p. 396]

1. Direct method - indirect costs are allocated exclusively to the profit centers,
with the help of cost drivers such as the sales revenue, wages, or the square meter.
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2. Indirect or incremental method - gradually allocates indirect cost to profit
centers by giving the overheads of service departments to other departments (that is,
profit center and other - cost center - departments).

3. Reciprocal or algebraic method - the most accurate and accepted practice. We
can also talk about cost allocation between the service units during the procedure.

USALI does not take a position regarding the cost drivers to be used during the
allocation of costs, leaving it to the officials within the hotel. Therefore, when
choosing a relevant factor, it is necessary to explore the nature of the cost driver and
its interrelationship between overheads.

A group of international accounting specialists [15, 3] points out in their studies
that using only one factor (cost driver) in the distribution of overheads to cost bearers
cannot lead to accurate results. Their findings are traced back to the analysis of the
evolution of the types and groups of costs that can be found in the framework of
overheads, as well as the cause-and-effect relationship between factors. According to
their opinion - especially in the case of enterprises characterized by the structure of the
hotel as a center of responsibility - there is a cause-and-effect relationship between the
types of overheads and the cost factors (e.g., product, department). Therefore there is
not only one factor (cost driver), which in itself would express the development of the
level of overheads and the intensity of the relationship between the cost bearers.

The cost allocation factors, the cost drivers. The international literature places
the appearance of the traditional cost accounting methodology - which forms the basis
of USALI - at the beginning of the 20th century, which was developed to produce the
information required by the industrial revolution. The characteristic of the period was
that the focus was on determining and monitoring the direct labor costs of some
standardized products for the production structure of the companies. The allocation of
overheads of production into products was carried out in proportion to the direct labor
costs. Today, the internal structure of the total cost has undergone a significant change,
in which the dominance of direct labor costs has been replaced by the dominance of
overheads. The unanimous opinion of accounting experts [1, 3] is that, due to the
gradual reduction of direct labor costs in the cost structure, their use as a cost driver is
now unsuitable, as it can lead to incorrect cost determination.

We can see a diverse picture about of use of cost drivers in the allocation of
overheads, however, the problem that arises in all of them is the justification of their
application. As a general practice, wages are used as the cost driver under labor-
intensive production conditions, while working hours under -capital-intensive
production conditions. Due to the complexity of the processes and related systems of
businesses operating in today's business environment, the company is usually forced to
use sophisticated cost drivers when allocating indirect costs to cost bearers. Such a
cost drivers is included in the following table [7, 17] (tabl 1.).

Enz — Potter [5] investigated the impact of the customer mix and the variety of
products (rooms, food, retail, etc.) offered at the hotel on undistributed operating
expenses and profitability. Their empirical research findings are based on 40 entities
belonging to hotel chains in the North-America. Results of the statistical analysis show
that increasing costs associated with an expansion of product/service variety are
compensated for with incremental revenue. The same cannot be said for an expansion
of a property’s customer mix. According to their finding most of a product/service
variety’s undistributed operating expenses are related to two key cost drivers: available

302



Acta Academiae Beregsasiensis. Economics
Bunyck 1 (2022) 1. szam (2022) Volume 1 (2022)

and occupied rooms in a hotel. Patiar [13] analyzed cost allocation practices among
Australian hotels. His empirical research examined the role of the Food&Beverages
(F&B) activities (departments, segments) during the implementation of activity-based
cost allocation methodology. From the practice of the 19 item sample, he concluded
that overheads are not allocated to determine the costs of F&B department.

Table 1.
Possible Cost Drivers according to Activities in the different Functional Areas
Functional Areas Activities Cost Drivers

Issue of purchase orders
Inspection of materials

Materials Management Number of purchase orders

Storing of materials Value of materials stored
Stores Management Servicing of requisitions Number of requisitions
Inspection and Verification Number of times inspected
Stock Taking Value of stock
Quality Control Testing of Samples Number of batches produced
Demand Creation Increase in sales
Marketing Advertising Increase in sales
Despatches Number of orders
Number of  employees

Recruitment of employees )
ploy recruited

Personal Management -
Maintenance of leave records and
Number of employees

attendance
Research and Development | Research Number of research Projects
.. Setup Cost Number of production runs
Machining -
Power cost Machin hours

Source: Singh [17]

In the theory and practice of accounting, the following three approaches to the
distribution of overheads have mostly become established:

» simple allocation calculation (application of uniform cost driver),

» allocation calculation with equivalent numbers (application of different cost
drivers for the company's departments and products),

» additional cost driver allocation (application of different cost drivers along the
activity).

The first two methods belong to traditional cost accounting, while the third,
activity-based costing, provides much more accurate cost calculations in line with
today's cost accounting expectations [11].

Accounting experts [1, 2] agree that cost allocation can be carried out based on
cause-and-effect criteria or based on arbitrary allocation. According to Beke [1, p. 93]
"we speak of a cause-and-effect allocation if there is a cause-and-effect relationship
between the cost and the cost driver." If there is no significant relationship between the
cost to be allocated and the applicable cost driver, then we are talking about arbitrary
division.

The cost drivers to be used during the arbitrary allocation are the following [1, p.
93]: working hours, wage costs; production unit proportional; material cost
proportional or production cost proportional.

When applying the arbitrary allocation, the performance of the managers and
employees of the department burdened with the cost does not affect the amount of the
cost to be charged to the department, so the total costs of the product or department do
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not provide accurate information about the cost of the product and the operation of the
department. In contrast to easy-to-apply, arbitrary systems, cause-and-effect cost
allocation systems, such as activity-based costing, give a much more accurate and
sophisticated picture. Cause-and-effect cost allocation systems with low error costs
and high accuracy generally use more cost drivers.

Limitations of the USALI's methodology. The traditional cost allocation
methods underlying USALI are based on production volume. The basis of the
procedure is that at the level of the products, the direct material and labor costs can be
identified, while the overheads are divided among the cost bearers along a suitably
chosen cost drivers. However, a fundamental problem with overheads is that, while the
cost pool where the costs are incurred is known, it is difficult to justify the cost driver,
i.e., the distribution level to the cost bearers. Moreover, due to the arbitrarily chosen
cost driver, the exact distribution of overheads does not take place, so in connection
with the "burdening" of individual cost bearers with overheads, we can speak of
underflow or overflow compared to the actual, real situation, which process results in a
distortion of the cost of products or services.

Blocher et al. [3] emphasize that the traditional cost accounting procedure used by
companies with broad product structures, highly heterogeneous business processes,
and customer base provides distorted cost information for several reasons:

» its primary purpose is to provide information on the total value of the stocks;

» when allocating overheads to cost bearers, use a cost factor suitable for the
company or organizational unit (department, segment) as a whole, such as direct labor
hours;

» tacitly marginalizes the possibility of long-term analysis (fixed costs cease to
exist in the long term);

» the group of managers aware of the distorting effects of traditional cost
accounting, to "correct" the process, tend to use incorrect modifications in cost
information, regardless of their actual effects.

While the goal of the total cost accounting procedure is to cover general costs,
variable cost accounting, which supports the decision-making process, does not always
lead to the coverage of all costs. Due to this shortcoming, there was an incessant
demand for developing a new, more perfect method, which serves as an effective aid
to managerial decisions and provides suitable support for determining the unit cost.

Several sectoral experts in the hotel industry [16, 14] see the root of the solution to
the traditional cost allocation problem in implementing modern, so-called activity-
based cost accounting (ABC) method. From their point of view, the source of the
advantage primarily comes from the fact that three-quarters of the hotels' cost structure
is indirect, and the so-called it consists of uncontrollable costs, which is precisely the
basis for the creation of the activity-based cost accounting procedure. This view is also
confirmed by Cooper-Kaplan [4], according to which the advantages of the
methodology can be exploited by companies that face high and rising costs, have a
broad product and service line, customer base, process structure, or combinations of
these.

Methodology. The empirical part of the study builds on the sample statistics of
research exploring the use of cost allocation procedures among participants in the
Hungarian hotel industry. The basic population of the primary research was
represented by hotels with a legal relationship with members of the Hungarian Hotel
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and Restaurant Association (HHRA). Data collection was carried out using a
questionnaire. The data collection ended in December 2016 with the participation of
74 respondents. At the time of the closing of the questionnaire survey, the number of
hotel units with HHRA membership was 398. The willingness to answer was,
therefore, 18.59% among the members. Consequently, the proportion of the sample
population is 7.75% compared to 955 [19] operating hotels.

To refresh the conclusions from the survey, a repeated questionnaire was carried
out in May 2022 within the focus group formed by the management of AHHR
(president, general secretary) and the six prominent regional leaders. A total of 6
people participated in the repeated survey through written or oral responses.

During the primary research, we use a 5-point Likert scale (extreme values of the
value scale: 1-completely disagree, while 5-completely agree) to reveal the cost
allocation method followed by the hotel units, which is evaluated based on the
arithmetic mean and standard deviation of the answers.

Characterization and evolution of the cost structure of the statistic sample.
Before proceeding to the presentation of the primary research results, it is advisable to
examine the cost structure of the sample population and its evolution. The
development of the cost structure was obtained from the accounting data that can be
extracted from the financial statements of the hotels participating in the survey.

From figure 2, shows the dominance of material expenditures, including
proportional costs prevails, while the rate of amortization, which can be interpreted as
a fixed cost gene, is negligible (fluctuates between 5.47-11.45%). On the other hand,
the share of personal expenses, treated as a critical factor from the sector's point of
view, fluctuates between 29.67-32.44% and increases somewhat with the onset of the
epidemic situation (by 4.95 percentage points, to 37.98%).

80,00%

59,00% 57,58% 57,98% 57,83% 56,11%
60,00% ’ °
45, 10% 9%
40,00% 67% ,22% ,16% ,02% A4%
20,00% o 45%
’ 18% % 41%
I4§,§6% I 5,01% I 8% I 4,74% I 4,85% 6 06%
0,00% || | | -
2015 2016 2017 2018 2019 2020
B Material expenses M Labour costs Amortization B Other expenses

Figure 3. Proportion of expenses in the sample (between 2015-2020, %)

Source: own editing

Belak [2, p. 17] emphasizes that the interpretation of direct labor costs as
proportional costs in labor-intensive sectors is questionable. The expertise and
experience of human resources employed in the hotel industry is the most valuable
element of the company's intangible assets, i.e., it is a key factor in generating and
achieving sales revenue. In this approach, the fixed cost part accounts for 35-50% of
the cost structure of the sample statistics in the examined time frame, which places the
issue of cost allocation methodology at the center of our analysis.
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Results. The critical comments against the USALI recommendation are
formulated against the unit cost calculation methodology used for short-term
efficiency based on the partial cost calculation procedure. The survey results give an
idea of the formulation of a similar value judgment if we ask about the decision-
supporting role of the cost accounting practice that forms the basis of unit costing. The
opinions about the applied procedure praised its role in supporting managerial
decisions with short-term consequences. According to survey results 87.9% of the
respondents (58 answers out of 66 respondents) believe that the applied cost
accounting practices achieve strategic goals.

Today's business environment places demands on the management of hotels - the
emphasis on quality, the broadening of the range of services, the reduction of the life
cycle of products/services, the spread of flexible service systems, the rapid
development of technology, the various processes - logistics, procurement, data
processing, etc. - gaining ground - among which staying in the competition can be
achieved by applying procedures that ensure the calculation of the total cost. The
existence of overheads and their inappropriate allocation are the primary sources of
inaccurate determination of unit cost calculation. Within the cost structure of
Hungarian hotels, for a quarter of the respondents (response rate 52.70%), the share of
general costs exceeds half of the total costs (Table 2).

Table 2.
The proportion of overheads ratio within the cost structure
. Frequency Proportion
Proportion (N) (%) Cumulate value (%)

Less than 25% 6 15,38 15,38
Between 25,1-50% 23 58,97 74,35
Between 50,1-75% 9 23,08 97,43
Above 75,1% 1 2,57 100
Total 39 100 100

Source: own editing

Let's examine depending on the ratings of the hotel. We can state that the
expansion of the service portfolio results in a change in the same direction in the
proportion of general costs within the cost structure (Table 3).

Table 3.
The average level of overheads based on the hotel ratings
Hotel rating Not rated | 2stars | 3 stars 4 stars Sstars | Average
Average of the overheads 20 10 39,82 49,05 50 45,06
(%)
Frequency (N) 1 1 17 19 1 39

Source: own editing

Regarding the applied practice of cost allocation, it is typically based on the
methodology of traditional cost accounting (54 respondents - 72.97% - allocate general
costs to the same extent or with the help of a different projection base) (Table 4, with
several answer options).
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Table 4.
Practice of overheads allocation (multiple answer options)

. Frequency | Proportion
Practice (N) (%)
The different departments of the hotel equally allocate the overheads 12 19,67
Departments of the hotel use different factors (cost drivers) to allocate

42 68,85
overheads
It is implemented along the lines of activities and processes (e.g. based on 5 82
the ABC method) ’
Not allocated 2 3,28
Total 61 100

Source: own editing

The most frequently used cost driver (66 answers, with multiple answer options)
was the sales of revenue, the ratio of all costs, the number of guests, the number of
materials used, and the floor space and working hours (Table 5). Under the other
options, we received two answers; in both cases, the number of doses was mentioned.
Among the answers did not mention projection bases such as labor cost ratio,
inventory value-based allocation, or activity time requirement.

Table 5.
Cost drivers used during the allocation of overheads
(multiple answer options)

Number .
(;OSt Revenue Total C(.)St of Usefl Square Working Other | Total
drivers proportion materials hours
customer
Frequency
32 16 7 6 2 1 2 66
(N)
foﬁoo)pomon 48,48 24,24 10,61 9,1 3,03 1,51 | 3,03 | 100

Source: own editing

Among the cost driver bases that form the basis of modern methodology, the
following methods were identified in terms of processes and activities (5 respondents,
with multiple answer options):

- management-related processes: 4 answers (80%)

- accommodation (check-in and check-out) activities: 3 answers (60%)

- cleaning services: 2 answers (40%)

- laundry services: 2 answers (40%)

- purchasing activities: 2 answers (40%)

- additional services (e.g. swimming pool, wellness): 2 answers (40%)

- marketing activities: 1 answer (20%)

In the case of the examined hotel units, the average numerical value of the
simultaneously applied processes as cost factors is low in international terms; as a
result of the empirical research, this value is 3.6 for hotels, while its standard deviation
is 6.26. From this point of view, the primary research results are similar in many
respects to international surveys [e.g. 14]. In addition to the processes, we cannot talk
about the practice of other cost drivers (e.g., consumer circle, market segment, supply
chain, etc.) considered modern in the literature by international results [6] in Hungary.
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Table 6.
The practice and limitations of determination of unit cost (multiple answer
options)
I;‘;:_ Freq- Tot Fre-
Determining the unit cost of the product or service | Yes q cy No | uency a] |duency
N N
The unit cost is determined precisely 24 | 44,44 | 30 | 55,56 | 54 | 72,97

The difficulties encountered during the unit cost
calculation can be attributed to:

- Inaccur'flte allocation of overheads (application of 44 | 7719 | 13 | 22.81 | 57 | 77.03
inappropriate methodology)

- Different nature (versions) of products and services | 45 | 80,36 | 11 | 19,64 | 56 | 75,68
- Complexity of products and services 50 |8621 | 8 | 13,79 | 58 | 78,38
Source: own editing

From the opinions expressed about the unit costing practice, 44.44% of the
respondents (24 answers) evaluated it as adequate. For two-thirds of the sample
population (72 responses, 66.2%) the accounting policy does include unit cost
calculation, but slightly more than half of the respondents (56.8%, 42 responses), - a
total of 57 responses with 77.0% participation - consider it appropriate for basing
future business decisions (Table 6). The shortcomings noted concerning the
regulations, which limit decision-making to satisfy consumer needs, can be traced
back to the complexity (86.21%) and breadth (80.36%) of the supply structure. In
comparison, a significant proportion (77.19%) is the incorrect allocation of costs
which is compatible with the results of international survey [e.g. 14, 11].

In May 2022, six of the AHHR management and members of the focus group
made up of regional leaders (8 people) participated in the repeated survey. The
respondents confirmed the importance of the role of cost information in a sector
characterized by an increasingly lively competitive environment and a changing
economic situation (e.g., COVID-19, the war in Ukraine), which pushes the sector's
actors in the direction of learning and applying more modern unit costing methods.
Two emphasized the importance of USALI in supporting management decisions,
while two also emphasized the priority of "survival mode" over cost information in the
management's view under the conditions caused by the COVID-19 pandemic in recent
years.

Conclusion. The study summarizes primary research results on the cost allocation
and unit costing practices of enterprises in the Hungarian hotel industry. The empirical
research was based on hotels that are members of the HHRA. The communication of
the results of the practical examination is carried out by the development of the
historical approach to the sectoral characteristics and theoretical foundations, so the
conclusions obtained from the responses of the 74-item statistical sample serve as a
suitable framework for exploring the cost allocation practice of the Hungarian hotel
industry, as well as for assessing the degree of integration into international practice.

The primary research results draw attention to the dominance of the traditional
cost accounting method used in cost allocation in the Hungarian hotel industry. The
ratio of sales revenue to total cost appears among the factors used as a cost driver for
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the distribution of overheads, while activity-based cost accounting method, considered
a modern methodology, is present in only 8.2% of the respondents.

In contrast to the traditional approach, where the application of a uniform cost
driver on the inventory value of enterprises can be traced back to the homogenous
product structure and the practical rise of the unchanged business environment, the
participants of the Hungarian hotel industry are faced with modern cost allocation
solutions that are better adapted to the heterogeneous supply portfolio of the sector and
the hectically changing intense competitive environment with its sprouts. Furthermore,
the application of modern methodology conveys reliable information about the
profitability of products and services, which is a necessary prerequisite for developing
an optimal product structure and pricing policy, which serves as a starting point for the
efficient use of resources. This conclusion can be confirmed due to repeated inquiries
in the focus group.
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