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Activity-Based-Costing for Survival Management of Real

Estate Development & Construction Industry

Lee, Jeong—Min
Full-time lecturer, Wonkwang Digital University

Abstract: Thanks to restructuring after IMF, the financial structure of the domestic

real estate construction industry has been greatly improved. However, its equity capital rate
is still low and its profitability has not vet been well improved. The fact is that about 92%
of companies registered at the construction association as of the end of 2002 recorded the
net profits of less than 500 million won for this term (ncluding companies in the red). As
a result of analyzing the frends of sales cost rates and construction-cost constituent rafes
for the past 10 vears, it was found that there was a big change in construction-cost
constifuent rates. Material costs and labor costs had gradually decreased and outsourced
processing costs had greatly increased. In this regard, I would like to raise a question in
argument that the difficulty in management of the real estate construction industry resulted
at least from the change in cost constitution.

The activity-based costing system has been introduced fo calculate product costs precisely
in the manufacturing industry. While we tried to save direct costs as part of efforts to
receive less manufacturing overhead costs, the activity-based costing could be developed as
one of management renovation methods.

The activity-based costing will be introduced, not as a simple cost control method but as
a management renovation method, and finally it will be a management method by which
the real estate construction industry will grow steadily.
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ABC is superior to existing costing methods as shown below,

1) We can find comparative advantages in its processes by construction stage when

compared with other companies.

@ It provides information which is useful in deciding on contracts from executives’ point

of view on the condition that profits go beyvond short-term furning points of profit and

loss.

@ Things can be easily expressed not with accounting terms but real estate construction

terms.

Besides, it is a method by which the purpose of management can be switched from

external financial reports to business administration, and the extended ABC will play an

important role in business administration.
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