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Managers have always encountered many cases in doing each of their tasks and they need to make 

decisions. In order to make the decisions related to the goals of planning, control, guidance, coor-

dination of forces and facilities, they are in need of information. One of the most important infor-

mation that they need, is financial information. Accounting systems have been always one of the 

most important sources of financial information in the organization and an important part of infor-

mation that managers need in the field of affairs can be provided by costing system. In this study, 

firstly the research performed on activity-based costing methods based on activity and implemen-

tation of it in the field of health services was reviewed and then the cardiology sector of a public 

hospital in 2015 was examined as a case study. In order to collect the data, accounting documents 

were examined and in order to determine the logical basis for cost allocation, interview and direct 

observation were used. The rate deviation and the number of employees were examined by com-

paring the hourly functions and the salaries of this year and previous years. 

According to the results, activity-based cost price method can be used in all hospitals and clinical 

centers of Iran in order to achieve real and correct costs to prevent the losses resulting from wrong 

costing and also to achieve greater efficiency. 
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Introduction 

Cost price accounting system is one of the management information system which plays crucial role in the decision-making. 

Lack of this system in the center affiliated to the organization removes the possibility of accounting cost price and controlling 

the costs and makes the decision making to provide the better services difficult or even impossible (1, 2). 

In recent years, public sector organizations have been faced with increasing pressure in order to improve their efficiency and 

effectiveness. Policy-makers’ tendency to satisfy the people and direct expectations of taxpayers, pressure of private sector to 

expand the domain and etc. have forced the managers of public sector to think about the issues such as determining the accurate 

cost price of goods and services, improving services, assessing the options of using external services or privatization and 

aligning activities with the organization's mission and strategic plan with more operational perspectives (3-5). 

Health centers are considered as service firms and their major task is to produce and provide diagnosis – treatment services 

for inpatient or outpatient patients. Services provided by health centers are highly diverse and each of them has its own content 
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and complexity. Health centers provide the services during their activities. So, cost prices of services produced in different 

operational centers (main and secondary cost centers) called production cost center, are different. Implementation of cost price 

system provides the possibility of continuously carrying out more effective measures in order to increase efficiency and to 

optimize the activities of health centers by accurate identification of financial-service processes of required management con-

trols. 

Theoretical foundations, background and development of hypotheses 

Given the use of activity-based costing method has been largely eliminated the problems of conventional methods, it seems 

that the method is able to evaluate the performance of various circles of the organization in addition to elimination the problems 

of conventional costing methods. 

With costing and estimating the services costs of that sector, the costs can be compared with the realized revenues of that 

sector and the reasons for created costs can be identified by identifying costly sectors and activity centers and required deci-

sions can be made in order to reduce the costs and/or some measures can be done in order to strengthen the centers, whose 

their activity costs are less than their created costs, and also to enhance the level of their activity costs. In any case, the costs 

caused by inactivity of sector are not absorbed by cost price of production or provided services and they are considered as not 

absorbed costs in decision-making and financial reports. Ridderstolpe et al. (6), in his study in Italy, examined the activity-

based costing pattern designed to measure and control the source consumption and cost for the time of using new technologies 

in health services processes and they show the importance of designing and implementing appropriate costing system in the 

health sector. Also, there was s significant difference between the cost of a heart surgery patient and government tariffs. 

In designing activity-based costing system to calculate the cost price of services in public hospitals (Martyr Faghihi Hospital), 

considering existing tariffsystem in hospital in terms of different aspect of designing and implementing a system which can 

eliminate the existing sharing defects are very useful and essential (7-9). 

Mirian (10), in his research, calculated the cost price of services in diagnostic sectors of martyr Dastgheib Hospital, Shiraz in 

2005 using activity-based costing method and provided an appropriate pattern. In this study, the cost price of all studied ser-

vices was more than approved government tariffs and this difference was statistically significant. 

Asad (11), in his study, calculated bed occupancy rate in ICU ward at night in Ali Shariati Hospital using activity-based costing 

method. According to the identification of relationship between activities and sources, there was significant difference between 

cost calculated using activity-based costing method and the rate announced by the Ministry of Health, Treatment and Medical 

Education in 2006. 

Demeere (12) used time-oriented activity-based costing method in the outpatient clinic to provide the activities leading to 

overhead costs. It reduces non-value activities, establishes a better relationship between special units and helps managers in 

evaluating the performance of different sectors of hospital and providing better services with the use of unused capacity. 

Dejenga (13) used time-oriented activity-based costing method as a tool for allocating costs to activities and by comparing it 

with activity-based costing method used for manufacturing firms, distribution, agricultural centers and also, areas of services, 

particularly hospital, it was found that the advantages of time-oriented activity-based costing method are very important for 

fair allocation of costs. It is useful not only in designing accounting system and new information and profitability but also for 

daily activities of the organization. 

After calculating the cost price of radiology services in Shafa hospital in Kerman using activity-based costing method in 2010, 

it was found that %55.70 of total costs of this sector was allocated to the cost of employees’ revenues, in fact, the highest share 

of costs was allocated to them. So, cost price of services can be reduced by improving the performance, especially correcting 

the measures of human resources management and also standardizing the consumption in order to reduce the consumed costs 

(14,15). 

Investigating the fundamental principles of time-oriented activity-based costing model as an appropriate tool for allocation of 

costs has been addressed as the topics of costing and compared with previous costing models. Time-oriented activity-based 

costing model was able to measure the unused capacity in addition to eliminating the problems of traditional activity-based 

costing models and it can help managers to evaluate the performance of different circles of organization by calculating the cost 

of unused capacity (16 ,17). 

Although, a few studies have been performed on the effects of costs on cost price of hospital services in Iran, but the studies 

performed on health sectors in advanced countries show that the costs related to hospitals affect the cost price of services 

(11,18). 

Foroughi (19) in his study, said that a research on description of a model in order to analyze the process, to implement activity-

based costing and activity-based management in a cardiology sector of a hospital in Sweden, the results showed that imple-

menting activity-based costing system creates a new capability of activity and process analysis, calculates the cost price and 

leads to more appropriate strategic and operational decision-making. 

Mohammadi et al. (18), in his study, calculated the cost of service units between 1977-1998 in a health center in Peru, the 

results showed that calculated cost was much more than the prices received from customers. 

According to provided background, research hypotheses are developed as follows: 

a. With the use of activity-based costing method, how much capacity is there in cardiology sector? 

b. What effects does activity-based costing have on real interest of cardiology sector? 
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Method 
This study is documentary and field-study and it was performed based on studying required sources, documents, interviews 

and observations. 

The process of study can be explained as follows: 

 The study of cost price accounting system, principles and standards related to it; 

 The study of sources related to hospitals’ management, accounting principles of hospitals, budgeting and financial 

accounting and cost price  principles 

 Sufficient knowledge of information and services processes of health centers and hospitals 

 The study of in order to implement the cost price accounting systems according to the conditions and characteristics 

of activities and tasks of health centers. 

 

Results 

Since the main components of the cost price of provided services are direct materials, direct labor and manufacturing overhead 

(provided services) and services provided in hospital are health services, so, in a hospital, consumed material (drugs and 

equipment), direct labor related to each sector of operational sectors (health services sector) and support circles, by related 

cost centers, are identified and can be tracked. For example, in cardiology sector of hospital, the costs of drugs and equipment 

and direct labor are 335.17 $ and 404.80 $, respectively. These costs have been directly tracked by studied sector. Overhead 

production cost (overhead of provided healthcare units) consists of two general parts: 

1. First part of the initial sharing: Indirect production or operating costs (the units providing healthcare ser-

vices) 

2. Second part of the secondary sharing: The costs of support unit are shared to using sectors of services such 

as production or operating units (healthcare units).since support circles don’t service to each other, the 

sharing of these circles with each other is considered zero, so, in this regard, direct sharing method is used. 

About the first part, which is related to indirect costs of providing units of healthcare services, this part is performed through 

first sharing of indirect costs to operating units (units providing healthcare services) and support circles. In this regard, paid 

remuneration costs of employees and doctors can be pointed out that 307.92 $ was allocated to operating sectors of cardiology 

sector (health care). 

About second part, all remuneration costs and other overhead costs were allocated to support circles. Its value is identifies and 

shared between operating sectors (health care) such as cardiology sector and other health sectors according to logical base. 

Given that the costs of remuneration and labor, year-end bonuses, salaries and transportation, maintenance and communication, 

maintenance of office equipment, publication and purchase of journals, water, electricity, fuel, etc. related to support sectors 

such as laundry, nursing office, medical records, medical engineering, services office, facilities and repairmen and other sup-

port sectors is 6233.29 $ and these costs are considered as common costs, these costs is shared between all healthcare sectors 

based on the revenues of each sector. Secondary sharing is listed in table 1-1. 

 

Table1-1: common costs sharing (secondary sharing) 

No. 
Operating sec-

tors(source of income) 
Amount of income $ Share of each sector from common costs 

1 
The operating room, 

anesthesia and surgery 
1902.60 1072.17 

2 Laboratory 192.20 108.31 

3 oncology 685.46 386.28 

4 ICU 1360.20 766.51 

5 Pediatrics 344.89 194.34 

6 Bronco 139.69 78.71 

7 Medical imaging 144.31 81.31 

8 Internal diseases 2771.51 1561.82 

9 Kidney and dialysis 152.86 86.11 

10 TB 940.74 541.58 

11 Heart 951.80 536.37 

12 Mycobacteriology 263.37 148.40 

13 ENT department 64.914 36.57 

14 Emergency room 154.05 86.80 

15 The breath test 298.88 168.42 

16 Audiology sector 4.51 25.42 

17 Physiotherapy 11.34 6.37 

18 Sleep test 17.60 9.91 
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19 Lungs 28.97 16.34 

20 Transplant clinic 41.28 23.28 

21 clinics 330.08 186.11 

total 10801.24 6121.13 

 

It should be noted that since servicing of the circles of hospital to the operating units is not consistency with the basis of 

building area and the number of employees and according to this basis, in the secondary sharing, greater costs are allocated to 

a sector which has greater building area and lower revenue than other sectors and also received less services from common 

circles. So, the proportion of the labor used for realization of revenue is considered as more accurate and more appropriate 

basis for secondary sharing, so these costs (common costs) have been prorated between operating units or sectors (healthcare) 

in proportion to revenue of each unit. 

According to table1 and other information about cost price of cardiology sector, the result of performance (interests and losses) 

and small costs of this sector are as follows: 

Interest of sector= revenue obtained from provided services- cost price of provided services 

Interest of sector= 951.80-606.08=345.72 

Also, small costs of cardiology sector are calculated as follows: 

 
amount 

($) 

amount 

($) 

Materials (drugs and equipment) consumed in sector 

Wages of sector 

Overhead costs of sector (mainly including remuneration) 

Total cost (directly) in sector 

Following items are added: 

The amount of indirect costs shared by circles of support 

and common sectors according to table1 

The amount of the taken costs 

Following items are deducted: 

Costs of Education and Research 

Fixed administrative cost of personnel 

Total costs of Education and Research and fixed adminis-

trative cost of personnel 

The amount of the incurred costs (Regardless of activity 

(percentage) of sector) 

335.17 

404.80 

30.77 

 

 

 

 

 

 

554.40 

107.57 

 

 

 

 

1047.88 

 

536.37 

 

1584.25 

 

 

 

662.05 

 

922.20 

 

Now this issue must be examined that how many percentages was this sector active during the fiscal year of 2014 or in other 

words, how much is the rate of bed occupancy in this sector during mentioned year. Since average bed occupancy rate in 

cardiology sector (all parts) in mentioned year was 65.72%, so, a part of 922.20 $ of incurred cost was related to 34.28% of 

unused capacity, its cost is not considered in price cost of the mentioned sector. So, 65.72% of above costs is reflected as cost 

price of cardiology sector as follows: 

Cost price of cardiology sector= total incurred cost of cardiology sector*65.72%=606.08 

So, the monetary effect of inactivity or unused capacity which is called not absorbed cost, is obtained and accordingly, man-

agement can plan and perform some measures to reduce these costs (not absorbed costs). 

According to the number of employees (45 employees for last year and 35 employees for present year), personnel performance 

and the salary and benefits of last year and present fiscal year, the swings of the cost of salary and rights (including salary and 

rights reflected in the headlines of rights and remuneration reflected in the headlines of production overhead) are justified as 

follows: 

 

Table2. Comparative information of hourly performance of personnel 

 
Staff working hours in 

12 months 

Working hours of one 

personnel in 12 months 

Working hours in 2015 23331.20 66.60 

Overtime hours in 2015 488.45 139.57 

Working hours in 2014 255.20 52.65 

Overtime hours in 2015 512.60 11.40 
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Table3. Comparative information of annual salary of personnel 

 
Total salaries of all 

personnel in 12months 

Salary of one person-

nel in 12 months 

Salary in 2015 20363013.09 1696917.77 

Salary in 2014 10871949.40 905995.77 

difference 9491063.68  

 

Rate deviation= (salary of each person in present year-salary of each person in last year)*number of employees in present year 

Rate deviation=(20363013.09-10871949.40)*35=332187229.70 

Deviation of number of employees= (number of employees in present year- number of employees in last year)* salary of last 

year 

Deviation of number of employees=(35-45)* 10871949.40=108719494.00 

Sum of the deviations of rate and number of employees= rate deviation- Deviation of number of employees 

Sum of the deviations of rate and number of employees=332187229.70 -108719494.00 = 223467735190 

Now, given the obtained cost price which is equal to 606.08 $ and capacity of number of existing bed, cost of each bed per 

year is calculated as follows: 

 

 
Cost price 

= Cost of each bed 
Capacity of active bed 

33.65 $ = 
606.08 

= Cost of each bed 
18 

Percentage of bed occupancy    × number of existing beds  =  percentage of active bed 

17.1874 =27*65.72%   = percentage of active bed 

 

Conclusion 

In this study, it is tried to use activity-based costing methods to allocate the correctly and really. Also, its advantages and 

disadvantages can be practically examined and analyzed by implementing and applying the method in cardiology sector of a 

hospital in Tehran and using real data. Management can use information obtained from unused capacity to revise the cost of 

unused capacity and also it can used value engineering technology to determine how the cost of unused resources can be 

reduced in next periods to use obtained sources of the cost for other services and elsewhere. This increases the efficiency and 

effectiveness of costs in other sectors. 

Since there is a certain tariff in hospitals and health centers, there is no possibility to increase the revenues through the increased 

rate. So, with correct analysis of costs and activities with activity-based costing method and removing additional costs and 

using unused capacities, the costs can be reduced and efficiency can be increased and high quality services can be provided. 

It is suggested to researchers to study on other costing methods and to compare them with mentioned method in future studies. 

Also, designing mentioned method in other sectors of health centers and hospitals will be applicable. 

 

References 

1. Shapourghan, M. (1380), “Accounting system real cost of health care in health centers Social Security, Social Secu-

rity Journal”, Issue I, No 10, 873-891. {In Persian} 

2. Tabarsi P, Nooraki A, Mirsaeidi M, Amiri M, Baghaei P, Farnia P, et al. Representative drug susceptibility patterns 

for guiding design of re-treatment regimens for multidrug-resistant tuberculosis in Iran Respirology, 13 (2008), pp. 

108–111. 

3. Abdul Majid J, Sulaiman M. (2008), Implementation of activity based costing in Malaysia: A case study of two 

companies. Asian Review of Accounting 2008: 16(1): 39-55. 

4. Farnia P, Masjedi MR, Nasiri B, Mirsaedi M, Sorooch S, Kazeampour M, et al. Instability of IS6110 patterns in 

multidrug-resistant strains of Mycobacterium tuberculosis. Epidemiol Infect. 2007;135(2):346–52.  

5. Rasmi Y, Sadreddini M, Peirovi T, Jamali M, Khosravifar T, Dadkhah A, Fatemi T, Rahmati, M, Zargari M, Sharifi 

R. Frequency of ABO blood group in peptic ulcer disease in Iranian subjects. Pakistan Journal of Biological Sci-

encesVolume 12, Issue 13, 2009, Pages 991-993. 

6. Ridderstolpe, L.; Andreas, J.; Tommy,S.; Hans, R.; and H. Ahlfeldt (2002).“Clinical Process Analysis and Activity-

Based Costing at a Heart Center”. Journal of Medical Systems, Vol. 26, No. 4, pp. 309-322. 

7. Rajabi, A. (2003). “Designing and Programming the Activity-Based Costing System to Calculate the Hospital Cost 

(A Case Study: Shiraz Faghihi Hospital)”. Department of Plan and Budget Organization,Report No. 102. [In Persian] 

8. Varahram M, Farnia P, Nasiri M J, Karahrudi M A, Dizagie M K, Velayati A A.: Association of Mycobacterium 

tuberculosis lineages with IFN- and TNF-a gene polymorphisms among pulmonary tuberculosis patient. Mediterr J 

Hematol Infect Dis 6, e2014015 (2014). 

https://www.scopus.com/authid/detail.uri?authorId=14060929900&amp;eid=2-s2.0-70350719539
https://www.scopus.com/authid/detail.uri?authorId=26668066700&amp;eid=2-s2.0-70350719539
https://www.scopus.com/authid/detail.uri?authorId=35112507300&amp;eid=2-s2.0-70350719539
https://www.scopus.com/authid/detail.uri?authorId=35112339000&amp;eid=2-s2.0-70350719539
https://www.scopus.com/authid/detail.uri?authorId=36699827100&amp;eid=2-s2.0-70350719539
https://www.scopus.com/authid/detail.uri?authorId=10839797100&amp;eid=2-s2.0-70350719539
https://www.scopus.com/authid/detail.uri?authorId=36699492500&amp;eid=2-s2.0-70350719539
https://www.scopus.com/authid/detail.uri?authorId=37061965800&amp;eid=2-s2.0-70350719539
https://www.scopus.com/authid/detail.uri?authorId=24280852100&amp;eid=2-s2.0-70350719539
https://www.scopus.com/authid/detail.uri?authorId=14063916700&amp;eid=2-s2.0-70350719539
https://www.scopus.com/authid/detail.uri?authorId=14063916700&amp;eid=2-s2.0-70350719539
https://www.scopus.com/sourceid/3900148614?origin=recordpage
https://www.scopus.com/sourceid/3900148614?origin=recordpage


Mehdi KazemPour-Dizaji et al, 2017 

Pharmacophore, 8(6S) 2017, e-1173575, Pages 6 

 
9. Rasmi Y, Sadreddini M, Jamali M, Peirouvi T, Khosravifar F. Frequency of cytotoxin associated gene A(+) Helico-

bacter pylori in peptic ulcer disease: Difference between gastric and duodenal ulcer disease. Journal of Medical 

SciencesVolume 9, Issue 3, 2009, Pages 146-150. 

10. Miriyan, E. (2006). “Calculating the Cost of Services Based on the Activity-Based Costing in Diagnostic Depart-

ments of Shiraz Dastgheib Teaching Hospital, and Presenting an Appropriate Model in 2006”. M. A. Thesis, Man-

agement and Medical Informatics School of Shiraz University of Medical Sciences. [In Persian] 

11. Asad, K. (2006). “Calculating the Cost of Inpatient Bed at Night in the ICU Ward in Isfahan Shariati Hospital” M. 

A. Thesis, Islamic Azad University, Central Tehran Branch.[In Persian] 

12. Demeere, N.; Stouthuysen, K.; and F. Roodhooft (2009). “Time Driven Activity Based Costing in an Outpatient 

Clinic Environment: Development, Relevance and Management Impact”. Hogeschool-Universiteit Brussel, 

Katholieke Universiteit Leuven, Deloitte Ltd.,Diegem. Health policy, Available at: http://elsevier.com/locate/health-

pol. [Online][7 Jun. 2009]. 

13. Dejnega, O. (2011). “Method Time Driven Activity Based Costing-Literature Review”. QuarterlyJournal of Applied 

Economic Sciences, Vol. 6, No. 1, pp. 7-15. 

14. Mahani, S. (2011). “Calculating the Cost of Services in Radiology Ward in Kerman Shafa Hospital on the Basis of 

Activity-Based Costing in 2010”. The Journal of Toloo-ebehdasht,Vol. 10, No. 1, pp. 50-63.[In Persian] 

15. Peirouvi T, Salami S. GnRH agonist induces apoptosis in seminiferous tubules of immature rats: Direct gonadal 

action. AndrologiaVolume 42, Issue 4, August 2010, Pages 231-235. 

16. Khalifeh Soltani, S. A. and M. Mirzaei Kalani (2012). “Time-Driven Activity-Based Costing (TDABC)”. Journal of 

the Accounting and Auditing Review, Vol. 1, No. 3, pp. 32-47. [In Persian] 

17. Velayati A A, Farnia P, Mozafari M, Sheikholeslami M F, Karahrudi M A, Tabarsi P, et al. . (2014). High prevelance 

of rifampin-monoresistant tuberculosis: a retrospective analysis among Iranian pulmonary tuberculosis patients. Am. 

J. Trop. Med. Hyg. 90, 99–105. 

18. Mohammadi, Y.; Baghestani, E.; Bahrami, M. A.; Entezarian Ardekani, S.; and G. Ahmadi Tehrani. (2013).“Calcu-

lating the Cost of Dialysis Using the Activity Based Costing in Yazd Shahid Sadoughi Hospital, 2011”. Journal of 

Health Accounting, Vol. 1, No. 1, pp. 73-84. [In Persian] 

19. Foroghi, D.; Haghighi Parpari, M.; and A. Rasaiian (2013). “The Feasibility of Implementating the Activity-Based 

Costing in Operational Budget of Government Agencies (A Case Study: Government Agencies of Isfahan Prov-

ince)”. Journal of Health Accounting, Vol. 1, No. 1, pp. 42-67. [In Persian] 
 

https://www.scopus.com/authid/detail.uri?origin=AuthorProfile&authorId=14060929900&zone=
https://www.scopus.com/authid/detail.uri?origin=AuthorProfile&authorId=26668066700&zone=
https://www.scopus.com/authid/detail.uri?origin=AuthorProfile&authorId=35112339000&zone=
https://www.scopus.com/authid/detail.uri?origin=AuthorProfile&authorId=35112507300&zone=
https://www.scopus.com/authid/detail.uri?origin=AuthorProfile&authorId=35112213400&zone=
https://www.scopus.com/record/display.uri?eid=2-s2.0-67949085170&origin=resultslist&sort=plf-f&src=s&sid=6b8961b1b0659370829a1aafb632b3d0&sot=autdocs&sdt=autdocs&sl=18&s=AU-ID%2835112507300%29&relpos=9&citeCnt=1&searchTerm=
https://www.scopus.com/record/display.uri?eid=2-s2.0-67949085170&origin=resultslist&sort=plf-f&src=s&sid=6b8961b1b0659370829a1aafb632b3d0&sot=autdocs&sdt=autdocs&sl=18&s=AU-ID%2835112507300%29&relpos=9&citeCnt=1&searchTerm=
https://www.scopus.com/sourceid/19600164600?origin=recordpage
https://www.scopus.com/sourceid/19600164600?origin=recordpage
http://elsevier.com/locate/healthpol
http://elsevier.com/locate/healthpol
https://www.scopus.com/authid/detail.uri?origin=AuthorProfile&authorId=35112507300&zone=
https://www.scopus.com/authid/detail.uri?origin=AuthorProfile&authorId=24725520300&zone=
https://www.scopus.com/record/display.uri?eid=2-s2.0-77954570523&origin=resultslist&sort=plf-f&src=s&sid=79954638125a82893c005788fff8158f&sot=autdocs&sdt=autdocs&sl=18&s=AU-ID%2835112507300%29&relpos=7&citeCnt=4&searchTerm=
https://www.scopus.com/record/display.uri?eid=2-s2.0-77954570523&origin=resultslist&sort=plf-f&src=s&sid=79954638125a82893c005788fff8158f&sot=autdocs&sdt=autdocs&sl=18&s=AU-ID%2835112507300%29&relpos=7&citeCnt=4&searchTerm=
https://www.scopus.com/sourceid/27111?origin=recordpage

