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This study aims to analyze how directors' costs are allocated in 

a construction services firms. The number of contractors in the 

country has boasted over 200,000 entities in the last three 

years, to support the Indonesian government's current focus on 

infrastructure development. In turn, these companies’ success 

is strongly led by their board of directors. The board of 

directors’ costs in a construction services company are charged 

to each project using systematic methods to ensure fair 

allocation. The study employed qualitative methods using a 

case study of a road construction firm that handles several 

projects every year. The result of the study found that the firm 

had a good understanding of management accounting methods 

and an effective computer accounting system, enabling fair 

directors’ cost allocation. The findings are significant to be 

used for reference to management accountants in construction 

services companies.  
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A construction services company, more commonly known as a contractor, is a 

business entity that carries out the construction of an infrastructure according to the 

specifications determined by the project owner. An infrastructure construction services 

firm constructs, maintain, or repair public or private infrastructure, such as roads, bridges, 

or irrigation canals [1]. Indonesia currently has around 200,000 construction service 

companies. They are categorized into different groups, grades, place of establishment, and 

other categories [2]. This large number of entities creates a population gap which provides 

the opportunity for the authors to analyze the construction service company segment. 

Construction services companies strategically take on as many projects as possible to meet 

their business continuity [1]. These operations needs a good practice of management 

accounting to be applied in the role of project cost integration [3]. 

An important determinant of firm success is the board of directors, who provide 

monitoring and important resources based on their expertise and network. At the same 

time, however, the board incurs substantial costs on the company, especially when the 

directors are replaced (e.g., severance pay, search and recruitment fee, etc.)  [4]. The 

characteristics of the board, as well, have important implications for firms. These 

characteristics include the board’s size, gender composition, education, and age [5]. A 

board whose gender is diverse may improve the firm’s risk management [6], and directors 

demonstrating transformative leadership could positively influence the firm [7]. This 

condition does not reduce the general rule that strategic alignment, innovation and risk 

management are the drivers of organizational success [8]. 

Directors of construction service firms act as their representatives in their projects. 

They are also involved in the search, planning, execution, and delivery of projects [9].  

Construction companies often have a centralized organizational structure, it needs a good 

strategic management and measurement system [10]. Directors incur indirect costs on the 
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firm. These are head office costs, which are also considered in calculating project cost 

estimates [11]. The allocation of these costs into each project is based on certain 

accounting principles [12]. In general, costs in a construction firm are divided into direct 

costs, indirect costs, head office costs, and project costs. These must be allocated 

appropriately to each project during an accounting period so as to report reasonable 

revenue [13]. Tang [14], in the cost-volume-profit analysis chapter of his book, groups 

costs into direct costs, company administration costs, and marketing costs. Adianto et. al 

[11] divide construction costs into four groups: project group, organization group, client 

and government regulation group, and environmental group. Cahyono et al. [12] analyze 

the revenue of a construction contract by grouping costs into eleven groups based on 

Financial Accounting Standard (PSAK) 34. These include costs directly related to a 

contract and those attributed to contract activities and others stated in the provisions. 

Research Problem and Aim 

Cost allocation methods can be based on, among others, a project’s work hours or 

difficulty [15]. Other methods include profitability modeling and optimization [16] and 

lattice allocations [17]. However, prior research has not used construction services 

companies as case studies in cost allocation. Studies on construction services firms touch 

on cooperation efficiency (Ready & Hardjomuljadi, [18], human resources management 

(HRM) (Nugroho, 2019), and cost efficiency (Adiyanto et al., 2022), but not cost 

allocation. There thus remains a question: how does a construction services firm allocate 

the directors' costs for each project ? 

This study is expected to contribute to a significant knowledge gap in a sector that is 

currently the focus of the government (i.e., construction sector). The results are expected to 

benefit academics, accounting professionals, and construction firms, specifically those 

operating in infrastructure construction. The construction sector, and infrastructure 
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construction segment in specifically, is the current focus of the government, as explained 

above. It is expected that this policy focus will allow the construction industry to further 

grow.  

 

Method 
This study employed qualitative methodology, this methodology put the researchers 

attached to the object of research, this method does not intend to prove any theory, unlike 

quantitative research [35]. The approach used is a case study approach. The case study 

approach is an approach that is used in interpreting the conditions or circumstances of the 

research object. A case study is an in-depth study of individuals, groups, organizations, 

activity programs, or other entities within a certain period. This approach is aimed at 

interpreting and describing the object under study. This method’s results are constructed 

and holistic in nature. The qualitative case study, comprised of four phases, that is, 

foundation phase, pre-field phase, field phase, and reporting phase [34]. 

 

Data Collection 

The research data was collected using documentation (literature on cost allocation) as 

the foundation of the research, or the secondary data. The field data, or primary data are 

collected using interviews with informants in a construction services firm to understand 

how they allocate general costs, especially directors’ costs, to projects [36]. Prior to the 

interview, the informants were informed of the purpose of the study and the information 

collected after the interview. Permission was requested that the interview be recorded and 

transcribed. Transcriptions were manually encoded and analyzed to identify emerging 

patterns or relationships. The respondents in qualitative research should be those who 

understand and can explain the issue being researched [37]. The sample firm was a 

construction services firm in Jakarta (PT. WZK) that focuses solely on road construction 

works.  
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Table 1. Interview Protocol 

No. Question Objective 

1. How are general expenses classified 

within account groups ? 

To find out the directors' costs 

2. What are the components of directors 

costs ? 

To find out the completeness and 

uniqueness of cost recording 

3. How are costs allocated to each 

project ? 

Multiyear projects, short period 

projects, projects with special needs. 

To find out the types of projects, as 

well as the objectives and principles or 

theories used in allocating directors' 

costs. 

4. Is there internal criticism from 

stakeholders regarding the director's 

fee allocation model ? 

To find out alternative cost allocations 

if there is criticism from stakeholders 

5. General discussion around cost 

allocation. 

To find more information from the 

perspective of the management 

accountant at the sample firm. 

 Source: Primary data, 2024 
 

Data Analysis 

               Sekaran and Bougie [38] and Merriam and Tisdell [36] explain that data analysis is 

the process of systematically searching for and compiling data obtained from interviews, 

field notes and documentation. The data are organized, described, synthesized, organized 

into patterns, and inferred to answer the research questions. Qualitative data analysis is 

inductive, where a hypothesis is developed from the analysis of collected data. All data 

collected from the above methods have been analyzed in three phases: data reduction, data 

display, and data conclusion. Content analysis was used in this study to understand the 

contents of answers provided by the informants. Triangulation was also applied, for 
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validity testing, and the results were compared to the theory or principle of cost allocation. 

The informants are also expected to show the SOP of the cost allocation method. 

 

Results and Discussion 
 

Types of Contractors 

Construction services firms in Indonesia are classified into micro, small, medium, 

and large based on their qualification [20] (Table 2). The number of construction services 

companies in Indonesia increasing, it was 159.308 unit in 2020; 203.403 in 2021; 197.030 

in 2022 and 190.677 units by 2023, of which 875.57% were small, 14.3% were medium, 

and 0.97% were large [21]. By legal entity, only 22.85% were limited corporations 

(perseroan terbatas, PT) and 76.52% were in the form of partnership (CV). The largest 

firms were stated-owned (BUMN) [2].  

 

Table 2. Construction Grade (Regulation No. 3/2017 LPJKN) 
 

No. Grade Qualification Project threshold 

1 Micro Individual up to Rp300 million 

2 Small K1 up to Rp1 billion 

  K2 up to Rp1.75 billion 

  K3 up to Rp2.5 billion 

3 Medium M1 up to Rp10 billion 

  M2 up to Rp50 billion 

4 Large B1 up to Rp250 billion 

  B2 Unlimited 

 Unqualified Not registered with the Construction Service 

Development Board (LPJK) or expired permit  

Source: BPS.go.id, 2023 
 

According to specialization, the firms are divided into civil/infrastructure 
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construction, building construction, and special construction. Infrastructure construction 

firms specialize in work related to the construction or maintenance of roads, bridges, and 

irrigation. Building construction firms specialize in houses and multistory buildings. 

Special construction firms are those that carry out both infrastructure and building work. 

Construction projects are categorized into public (e.g., schools, tolls, airports, etc.) and 

private [22].  

Construction Services Expenses 

Tang (2017) divides construction costs into three different groups: direct costs (e.g., 

material, labor, and equipment costs); cost of firm administration; and 

marketing/advertising. There are different treatments regarding the allocation of fixed 

costs, which include head office rental costs, interest on investments, directors' salaries, 

insurance, and building taxes. These treatments are discussed to show how fixed costs are 

allocated to every construction project.   

Standard Accounting Practices - Construction Accounting 

Accounting standards on construction costs, such as PSAK 34, PSAK 72 [13], IAS 

11, IFRS 15 [23], which are implemented by PWC [24], explain that construction contract 

costs consist of:  a) costs that are directly related to a particular contract. b) costs that are 

attributable to contract activities generally and can be allocated to the contract. c) other 

costs that can be specifically billed to the employer according to the contents of the 

contract. Costs directly related to a contract include, but are not limited to: a) field worker 

costs, including supervisors, b) cost of materials used in construction, c) depreciation of 

facilities and equipment used in the contract, d) costs of moving facilities, equipment, and 

materials to and from the contract implementation location, e) facility and equipment rental 

costs, f) design and technical assistance costs directly related to the contract, g) estimated 

repair costs and other costs that may arise during the warranty period, h) claims from third 
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parties. These costs can be reduced by incidental revenue, namely proceeds that are not 

part of regular income outlined in a contract. These include proceeds from the sale of 

surplus materials and disposal of facilities and equipment at the end of the contract. 

Costs that are attributable to contract activities in general and can be allocated to 

specific contracts include: a) insurance, b) design and technical assistance costs not 

directly related to a particular contract, c) construction overhead costs. Such costs are 

allocated using a systematic and rational method and are applied consistently to all costs 

with the same characteristics. Allocation is based on a “normal” level of construction 

activity. Construction overhead includes preparation costs and employee payroll 

processing. Costs that cannot be attributed to contract activities or cannot be allocated to a 

contract are excluded from construction project costs. Such costs include: a) general 

administrative costs for which reimbursement is not specified in the contract. b) general 

marketing costs. c) research and development costs for which reimbursement is not 

specified in the contract. d) depreciation of idle facilities and equipment that are not used 

on a particular contract. Contract costs include costs that can be attributed to a contract 

from the date the contract is obtained until its completion. Additionally, costs that are 

directly related to a contract and incurred to obtain the contract are also included as part of 

contract costs if (1) these costs can be separately identified and reliably measured and (2) it 

is probable that the contract can be obtained. If costs incurred to obtain a contract are 

recognized as expenses in the period in which they occur, then these costs are not included 

in contract costs if the contract is obtained in the following period. 

Previous Research – Construction Services Management Accounting 

Previous research on management accounting in construction services has examined 

construction sector credit [25], also article discussed the contractors financing by Islamic 

banks [26] and article discussed determinants of their financing by Islamic banks [27]. 
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Other studies discuss the construction sector from a macro perspective [28], challenges 

faced by the sector during the pandemic [29], and its  economic challenges [30]. However, 

there is minimum research on cost allocation in construction service companies, even 

though cost allocation is a fundamental aspect of management accounting [12]. Other 

studies have analyzed BOD cost allocation with a contingency approach [4] and cost 

allocation models at engineering consulting companies [15] there was also a study regard 

to PSAK 72, but not for contractor, for real estate property [31]. Previous research were 

also performed and proposed some concepts to manage the construction project cost 

effectively, which means by lean the rationalizing the project cost [3], the contractors must 

have good internal computerized systems [10], if quality, efficiency, and profitability are a 

construction firm’s main focus, then there is a good chance that the use of construction 

accounting or its integration in the construction project management and sustainable 

development process would be of great help [32], simultaneously, present enhancement are 

provided by technology [33]. 

ChatGPT 

Nowadays, using a common simple question in one of the viral website IA era, 

www.chatgpt.com, you will get simultaneously a overwhelmed answers, but not always the 

best solutions.  By typing “define the director's cost allocation for construction firm !”, 

ChatGPT explained five common things, they are : a) Identify the Director’s Costs, b) 

Allocation Bases, c)  Methods of Cost Allocation, d) Calculating Director's Overhead Rate, 

e) Documentation and Review. 

Field Research Object 

PT. WZK is a construction services firm that focuses on road construction work, 

such as public roads, toll roads, and roads at airports and/or roads in mining sites. Projects 

are procured from the public procurement portal belonging to the Department of Public 
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Works and Public Housing (lpse.pu.go.id), in addition to tender invitations from toll road 

operators and other sources of information. The board of directors consists of three 

members. The main task of the board is to procure construction works as the main source 

of revenue for the firm. The managing director is mainly responsible for procuring new 

projects. One director is tasked with managing the progress of projects, and another 

director oversees financial matters. In accordance with the provisions of Law 40, the 

directors are appointed for a certain period. In the last three years, there has been a change 

of directors and in the overhead cost allocation method. 

Road works can be categorized variously. The first category is time, such as single-

year or multi-year projects. The second category is the type of work carried out, either 

constructing new roads or repairing and maintaining existing roads. Other projects may 

include specific work items. Resources such as type of material, heavy equipment capacity, 

number of field employees, subcontractors, and so on vary by project. This volume and 

variety differences in resources for each project are dissimilar to the conditions at the head 

office, where the figures are relatively fixed. The value of the projects carried out by the 

sample firm varies, although its focus is only on projects in the high value category, i.e., 

>Rp50 billion. Over the last three years, the firm has handled an average of eight projects, 

two of which are multi-year.  

Qualitative Data 

PT. WZK is not a public company, and as such its financial information is not 

disclosed to the public. The financial report does not disclose the amount of head office 

cost allocated to each project, as shown in the profit and loss report in Table 3. The report 

does not clarify which projects are profitable and otherwise. Therefore, management must 

further prepare sub-financial reports for each project (Table 4). Each project is led by a 

project leader. The quality of project leaders varies. Association regulations identify three 
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qualifications: junior expertise, intermediate expertise, and senior expertise. These classes 

are based on the leader’s years of experience handling different projects after graduation.  

Table 3. Financial Report – Profit and Loss 

 

Year 20x3 20x2 20x1 

Revenue*                         xxx.xxx xxx.xxx xxx.xxx 

Cost of Revenue xx.xxx xx.xxx xx.xxx 

Gross Profit xx.xxx xx.xxx xx.xxx 

Marketing Expenses x.xxx x.xxx x.xxx 

General Admin Expenses x.xxx x.xxx x.xxx 

Profit before Tax xxx xxx xxx 

Profit after Tax xxx xx xx 

*xxx is representing the data derived from accounting computer systems 

 Source: Descriptive Interviewee, 2024 

 

 

Table 4. Profit and Loss Report – Individual Project, Month X,  Year 20x3 
 

 Company Project A Projrct B Project C 

Revenue* xxx.xxx xx.xxx x.xxx xxx 

Material cost xxx x.xxx x.xxx xxx 

Equipment cost xxx xxx xxx xx 

Labour cost xxx xx xx xx 

Subcontractors xx  xx  

Project margin xx x (x) x 
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Cost allocation BOD xx ? ? ? 

Cost allocation – general xx ? ? ? 

Profit  x x (xx) (x) 

*xxx is representing the data derived from accounting computer systems 

Source: Descriptive Interviewee, 2024 

 

Interview data 

How are general expenses classified into account groups ? 

For accounts, account numbering is included in the same account category as 

company operations. For example, the account code for salary is 42101 (4 = profit and loss 

group, 2 = cost group, 1 = employee cost group). The final two digits signify the type of 

employee cost, e.g., 01 for salary, 02 for overtime pay, 03 for religious holiday allowance, 

and so forth. The firm’s accounting system also has a subcategory with a two-digit code 

called a profit center. Directors belong to profit center 11, whereas the finance department 

belongs to profit center 12. (The finance department here refers to that of the head office.) 

There was also a three-digit project code which may be referred to as a cost center. Each 

project has a unique code, starting from 001. The most recent project number was 752. 

These codes function as project identification numbers. For example, 750 is for a new road 

construction project in Manado, 751 is for road repairs in Malang, and 752 is for road 

maintenance projects at Lampung airport. New data cannot be added for completed 

projects. For example, project 600 could not be added with new data. The director’s salary 

cannot be inputted to any project. The code is 000, similar to those in the accounting 

department. Similarly, salaries of head office employees involved in a project, for example 

the leader of project 752, are also coded as 000. This is also the case for financial staff 

placed under a project and who can be moved to another project (e.g., from 751 to 752).  

 



 

Mohamad Torik Langlang Buana  
 

 

 

 

 

 

 

172 

Table 5. Report - Trial Balance PT. WZK 

 

Account Profit Center Project Rp. 

42101 Salary 11 BOD 000 xxx 

 12 Admin 000 Head Office xxx 

  751 Project (Malang) xxx 

 1x others 000 other specific project xxx 

 15 Project 000 Head  Office xxx 

    

42102 Overtime as above as above xxx 

Source: Descriptive Interviewee, 2024 
 

What are the components of director's expenses ? 

The informant explained about the details of accounts that are used for recording 

the BOD’s expenses. The respondent showed the interviewer the accounting manuals. 

There are groups of accounts and some single accounts that are used for entering the 

original journals. There are different types of costs based on account grouping: Staff 

Expenditure Group; a) Wages, b) Overtime (driver), c) Bonus, d) Fixed allowances, e) 

Religious holiday allowance, f) Coverage, g) Social protection fund (BPJS), h) Income tax 

(PPh 21), i) Training. Those included in this profit center were three directors, one 

secretary, and three drivers. Depreciation Group: a) Director's car, b) Computer (laptop and 

software), c) General costs group, d) Head office rent allocation, e) Official travel costs 

(daily commute, car maintenance and the like). f) Telecommunication, g) Association 

membership, etc. Other cost groups include: a) Personal claim variable group, which is 

almost every day from the secretary. b) Marketing visit costs, recognized when claiming 

reimbursement. c) These two items are not allocated but included in the marketing division 

cost group, d) Project visit costs, which are included in project costs. Marketing visit and 

project visit activities usually include plane tickets, accommodation, and meals. 
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How are costs allocated to multi-year projects, short-term projects, and projects with 

specific requirements ? 

According to the interviewees, cost allocation is reviewed every year when 

preparing the annual budget. This is because the allocation model has to be modified every 

year even when the information changes just slightly.  The office cycle for government 

projects is typically at the start of Q2, and so during Q1 the firm focuses on completing 

delayed or multi-year projects, in addition to year-end evaluations. An annual planning 

meeting is also conducted early in the year. According to the informants, the director’s 

costs and general costs are allocated according to theory, though they have forgotten what 

the theory actually is. The firm’s work is not as complicated as building contractors 

because of its focus on road infrastructure. The most important thing is the type of work: 

construction, repairs, or maintenance. The raw materials are also different: some are 

concrete or cement and some are asphalt. If the position is the person in charge, the work 

must be done earlier by making an asphalt mixing plant. Other differences lie in the work 

tools, where some projects require new and even specific tools, such as asphalt scrapers for 

toll roads and roads in Jakarta. Each project team also understands the factors for heavy 

equipment needs. For example, some works require moving heavy equipment from one 

location to the main warehouse. At the start of the year, an evaluation is carried out (Table 

6) and the annual budget is prepared. Some project managers are also at the headquarters to 

help calculate tenders. Unlike question 3, the respondents did not answer and explain as 

quickly as in the explanation in Table 4. They carefully stated that it is called form C. This 

is because the project profit and loss report is a medium between the project team and the 

office team, centralized between the financial and operational departments. Therefore, the 

cost allocation is between 3–5% of the project value. During Q1, there are usually no new 

projects, and so the overheads are expected to be large because the income is also small (in 

the Profit and Loss Report). 
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Table 6. Allocation Cost Worksheet 

Project type 
 

Class 

New road 10 

Upgrade road 10 

Preservation road 8 

Maintaining road 5 

Tol 8 

Airport 12 

Hauling 10 

Project Location  

Jakarta, Bogor, Tangerang, Banten (Jabotabek) 10 

Capital city, national road 9 

Bush, new road 11 

Owner  

PUPR 10 

BUMN 9 

Private 15 

Source: Descriptive Interviewee, 2024 
 

Is there any internal criticism from stakeholders regarding the targeted cost 

allocation model ? 

Internal criticism mostly comes in the form of psychological criticism from the 

project team, such as the project leader and finance department, especially when the 

project is losing money. Even though this provision is conveyed at the annual meeting, 

input or information contained in the working paper is also conveyed from friends of the 

project leaders. 
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General discussion around cost allocation. 

To validate this allocation figure, the external auditor only conducted a few 

interviews regarding this matter and did not include it in the audit report. It is the internal 

auditor who is more concerned with allocations because he must ensure the reasonableness 

of his directives. In some discussions, information about the uniqueness of the project is 

included in the tender's numerical mark-up factor. 

Analysis 

By comparing the common reference methods, PT. WZK has established a reliable 

and secure cost allocation system that benefits from well accounting software. This setup 

likely allows for efficient tracking and allocation of management costs, making it easier for 

directors to assess and attribute expenses to specific projects based on both qualitative and 

quantitative factors. The emphasis on confidentiality also suggests that the company 

prioritizes data security, ensuring sensitive information is well-protected while maintaining 

transparency in reporting.  

The references that are used to examine the implementation are from common 

method of cost allocation, and also refer to PSAK which only refer to financial accounting 

reporting, not the management accounting. The reference is also use ChatGPT that must 

imply five elements, they are Identification the costs, define the allocation cases, setting 

methods allocation, calculating overhead rate, and documentation and review. In addition 

to these references, the firm has already used effective accounting systems. 

The current cost allocation model of PT. WZK is fairly complete and transparent. 

The respondents were able to maintain the confidentiality of company data. PT. WZK also 

has an advanced computer accounting system, and as such it is not difficult to find the 

management costs for the directors in each period and relate them to project activities (in 

terms of both quality and quantity).  

The factors that according to classical management accounting books have been 
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fully implemented are that the firm uses three groups of factors in making allocations, 

namely project difficulty, project location, and customers or owners. Even though the 

respondents answered the interview questions in no single particular way, their answers 

showed their adequate accounting educational background and their professional 

background. However, some information was not obtained, such as the type of machine 

used and the level of technical difficulty. This is understandable considering that the 

respondent is from the accounting and finance department. The respondent also mentioned 

that there is an annual review of the allocation amount. The review is carried out openly so 

that errors can be properly investigated. 

 

Discussion 

There are several key aspects of management accounting and how they are applied 

in the real management practice, which has impact on their influence on decision-making 

and organizational efficiency: 1) The allocation factors (project difficulty, location, and 

customers/owners) classical management accounting often focuses on allocating costs in a 

way that reflects the underlying drivers of the firm's operations. The three factors 

mentioned — project difficulty, project location, and customers or owners — are essential 

for determining how resources should be allocated or costs distributed across various 

projects or departments. 2) The role of accounting and finance in data collection, although 

the respondents have a solid background in accounting and finance, they lack detailed 

operational knowledge (e.g., types of machines or technical difficulty). This is common in 

many firms where accounting departments are distanced from day-to-day operations. 

The implication here is that while the firm’s accounting department can manage financial 

allocations based on the factors they can control, there are elements that they might 

overlook, which could result in incomplete or inaccurate cost allocation. 3) Annual review 
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of allocation amounts. The respondent mentions an annual review of the allocation process 

to ensure errors are detected and corrected. This shows a commitment to 

maintaining accuracy and transparency in the firm's cost allocation practices. Regular 

reviews are important for several reasons, such as error detection, adaptation to changes, 

transparency and  open reviews that help build trust among stakeholders. 4) Organizational 

efficiency and decision-making, classical management accounting practices such as cost 

allocation based on project difficulty, location, and customer/owner factors, combined with 

a commitment to annual reviews and error correction, significantly influence 

both decision-making and organizational efficiency. 

 

Conclusion 
Based on the interview data and discussion, the research problem of how to allocate 

director costs in construction service companies has been answered. PT. WZK has clearly 

explained a reasonable mechanism for allocating director costs. The size of the general cost 

allocation is an internal requirement for the company, which is a source of strategic 

information so that the company can provide better focus on the project segment being 

worked on. The size of the directors' cost allocation, which in principle is the application of 

general cost allocation principles, is important in creating a culture of mutual ownership in 

the company's operations. These activities will pose challenges that must be overcome by 

stakeholders. This study was limited to one type of construction company. However, by 

comparing it with previous articles, the author shows a complete and clear picture of 

operational activities in construction service companies. Construction services firms focus 

on different types of works, including bridges, buildings, housing, water resources, and so 

on. Another limitation was that the sample firm was not public, so the disclosed 

information was incomplete, for example accompanied by figures and project values. 
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