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Costs and their potential savings present one of the most important factors of company effectiveness. The aim of
this article is to emphasise the problems of methodical procedure of outsourcing application which is regarded as a
basic tool through which it is possible to save costs of service company processes in a particular firm in woodworking

industry.
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1. The aim and work methodology

The aim of this article is to analyse and conse-
quently make more effective the organization of ser-
vice process of performed personnel activities in a
woodworking company Drevona s.r.o. since the prob-
lem concerning their planning, division and manage-
ment seems to be more and more serious. The pro-
cess of this work was carried out through the fol-
lowing steps:

— Survey of personnel activities and their or-
ganization carried out in the company and identifica-
tion of their executors.

— Proposal of alternative solutions leading to
higher effectiveness of performed personnel activi-
ties.

— Selection of the most suitable solution and
concentration of personnel activities to a newly cre-
ated working post in the organizational structure (i.e.
through partial centralization).

— Assessment of effectiveness, benefits and
formulation of costs saving through comparison of
current situation to alternative solutions.

2. Analysis of a current state in the company
in the area of human resources

Drevona s r.o. is a production company aimed
at production and sale of office, school, laboratory
furniture, furniture for bank institutions, insurance
companies and shops, including office accessories and
all services connected complex interior furnishing.

2.1. The area of human resources manage-
ment

Employment in the company is stable enough
but during a year they register some changes in the
number of employees which result from objective
causes, e.g. retirement, labour relation termination,
etc. In spite of strong domestic and foreign competi-
tion the company succeeded to keep and even to
increase employment.

A part of personnel activities is carried out in
the company (at different managerial levels and vari-
ous locations) and one part is executed through

outsourcing. (V. Galajdova, 2001) A list of common
personnel activities which are executed respectively
are not executed and the way of their execution i.e.
through self-supporting by its own employees or
through an external company is provided in the table
number 1.

2.2. Analyses of personnel activities

Several employees at different managerial lev-
els and also an external company deal with human
resources management. To name some of personnel
activities carried out in the company we can men-
tion especially ones concerning recruitment of new
employees, their training, registration of number of
employees, hours worked, days off, etc., activities
in the area of work safety and health protection and
lays off. Most of the activities are of administrative
character and they are regularly repeated. (M.
Vetrakova, M. Sekova, J. Durian, 2001) (table 1)

Activities executed through the form of
outsourcing are connected especially with the area
of elaboration of new labour contracts, notices, em-
ployment confirmation or wages and salaries figures
and activities concerning wage or remuneration
policy. External firm regularly in monthly periods pro-
cesses details for wage accounting.

Apart from the above mentioned activity the
external company provides surveys about the num-
ber of days off and rests of number of holiday, hours
worked, overhours worked and the amount of pos-
sible annual limit of overhours due to a particular law.

Personnel activities which are carried out di-
rectly in the company by its own employees includ-
ing determination of individual functions which ex-
ecute or check them are in the table 2.

2.3. Outsourcing of personnel work

At present consultant firms recommend orga-
nizations to focus on the most important essence of
their activity (so called ,core business”) and utilize
outsourcing for other service processes (e.g cater-
ing, property protection, accounting service, compo-
nents production). The term outsourcing means “uti-
lizing of external services”. Requirements and neces-
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Table 1. List of personnel activities and their executors

executed

PERSONNEL ACTIVITY

Drevona

non-executed
external company

Personnel strategy determination

X

Human resources planning

o

Work analysis

X

Recruitment of employees

Selection of employees

Allocation and adaptation

Education and development

il talls

Career management

Employees data registration

Employees assessment

Remuneration, motivation

Hours worked registration

ol iellalte

Wages accounting

Communication with insurance companies

Creation of surveys and statistics

~
ltalks

Management of labour relations

and company culture

Charge of employees

Data source: own

Table 2. Matrix of executed personnel activities

Performing function

Personnel activity agent | boss

foreman

economists | registration man | technician

Hunting of employees X

Recruitment of employees in R X

X

Recruitment of employees THP X

Data about employees

Monthly record of situation

ellalle

Working out od monthly reports

ke
| <

Inspection of job tickets

Awarding of bonuses X

Surveys for company managment

Internal trainings for employees

Monitoring of certificates validity

Salary administr. and remuneration X

Registration and issuing of OOPP

Data source: own

sity of costs cutting often force companies to make
decision to set some additional and specialized ac-
tivities apart from their own ones. Since managers
do not often consider activities of personnel depart-
ment as key ones and necessary to keep the position
of a company on more demanding market - but at
the same time they know that these activities must
be carried out due to different reasons - they use a
form of outsourcing and external firms promising costs
reduction and higher service quality look after ac-
tivities of human resources department.

Utilization of outsourcing brings a lot of advan-
tages but is connected with some risks of its applica-
tion.

Advantages of outsourcing (R. Kampf, 2007):

- acustomer may fully concentrate on his own

line of business and is not busy with other additional
although important activities,

- outsourcing provider due to competitiveness
maintains development, qualification of his employ-
ees and safety of his services in such a way that
customers could not afford,

- an economic advantage considering the fact
that a customer pays for provided services individual
regular financial sums against single huge investment
which he should have made if he had to arrange the
activities himself.

Disadvantages of outsourcing:

- confidential information in foreign hands -
administration of various data and information by the
other company is always a delicate thing,

- dependance on a foreign subject, which may
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be influenced only through a careful selection and
signing of a high quality agreement, which takes into
consideration all necessary and inevitable aspects
concerning the cooperation,

- utilization of own employees who know all
the habits, have experience and practice in a com-
pany. The organization has invested to their educa-
tion, personal development several times, so it would
be a pity to lose the employees.

4. Results

The main reason why it was decided to analyse
the processes and organization of executed person-
nel activities was that the results of external firm,
their quality, time of delivery and complexity do not
correspond with the expectations of the company.

To be able to determine possible solutions it is
necessary to know what the expectations of the
company concerning examination and reengineering
of executed personnel activities organization are.
These expectations also present a limit for proposed
alternatives:

— execution of personnel activities is more
clear, i.e. authorities and responsibilities are allocated
to individuals and are included into their scope of
employment,

— speed up of information flow concerning per-
sonnel and its movement which is necessary for su-
pervisors,

— higher quality of administrative activities
connected with human resources management, es-
pecially when they prepare surveys, reports and sta-
tistics,

— assurance of flexibility of all executed per-
sonnel activities and prevention of duplicity of these
activities and their unreasoning delegation,

— the company would accept positively if it
would be possible to cut costs resulting from execu-
tion of required personnel activities. The condition,
however, is that the cots would not exceed the sum
equal to Skk 1, 050, 000 (exchange rate 32.50 SK /
1 EUR).

4.1. Alternatives of solution

It is possible to carry out three alternatives of
solution to solve problems concerning execution of
personnel activities and their organization:

Alternative 1

To continue in execution of personnel activities
inside the company and to utilize the services of an-
other company in a form of outsourcing only for spe-
cial activities, the difference is that a detailed in-
spection and analysis of activities executed inside
the company will be done.

Alternative 2

To let the execution of necessary and required
personnel activities to external (supply) firm which
will carry out them on behalf of the company and
the company will pay for it. The company itself will
decide and will be liable for selection of the employ-
ees based on the offer, lay-offs, determination of the
sum of bonuses, generation of job tickets, care of
work safety and health protection (WSHP) and fire
protection (FP), assurance of personal protective
means since the above mentioned activities cannot
be executed in an external form.

Alternative 3

To take on a specialist for human resources
management — personnel professional whose scope
of employment would be the execution and responsi-
bility for all personnel activities executed in the com-
pany and the other ones which should be performed
and also performance of some activities (wage ac-
counting) which is currently executed by an external
firm.

4.1.1. Costs analysis

Monthly costs for the services of external firm
are Skk 50, 000 including VAT. If we consider the
fact that some activities are executed inside the com-
pany through its own employees in different time
periods and duration, total monthly or annual costs
concerning the services connected with personnel
activities increase by additional costs resulting from
working activities of these employees. These costs
present wages of employees who participate in per-
sonnel activities mostly of administrative character
whether they create wages administration or devel-
opment of various surveys and reports connected
with human recources. In calculations we will take
into consideration months in which the average num-
ber of workdays was 20 and activities of the follow-
ing employees:

A foreman performs the following personnel
activites: fills in job tickets based on turns-out, cal-
culates the amount of bonuses based on performance,
assures, distributes and records personal protective
means, administrates personal cards of employees,
etc. He performs these activities during two work-
days a month and his monthly salary is about Skk
20,000.

7 foremen x 2 days x proportionate wage per
day (20000/20) = Skk 14,000 /month

Registration man ensures records of hours
worked, overtimes and develops basic surveys. To-
tally these activites take 1 workday in a month and
his monthly salary is about Skk 15,000.

13 men x 1 day x proportionate wage per day
(15000/20) = Skk 9,750/month
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Group leader is responsible for bonuses alloca-
tion, selection and lays-off in a category of workers
and registration of data-entry forms and data-leav-
ing forms and inspection of rules observance by em-
ployees. Performance of these activities takes about
1 day in a month and his monthly salary is about Skk
27,000.

2 group leader x 1 day x proportionate wage
per day (27000/20) = Skk 2,700/month

Economist works out different surveys and re-
ports for company management, ensures inspection
and completes documents for wages accounting,
registers hours worked, overtimes, sickness absences
and other obstacles to work and their checks in ac-
cordance with maximum permitted limits due to laws,
checks surveys from individual operation units. She
also develops annual statistics, finds out and updates
data about employees, registers labour contracts and
their amendments, ensures and reallocates luncheon
vouchers and is responsbible for their administration.
Performance of these activities takes about 2 days
in a month and her monthly salary is about Skk
19,000.

3 economists x 1 day x proportionate wage per
day (19000/20) = Skk 2,850/month

Mechanical technician ensures registration of
various certificates of employees, completed courses
and trainings, looks after trainings dates, ensures
specialized courses and trainings, suggests employess
who will participate in courses and trainings, allo-
cates employees in a category of workers/blue col-
lars to individual workstations during winter mainte-
nance and urgent repairs. Performance of these ac-
tivities takes 1 day in a month and his monthly sal-
ary is Skk 22,000.

1 mechanical technician x 1 day x proportion-
ate wage per day (22000/20) = Skk1,100/month

Annual costs for external firm: (50 000 x 12)
= Skk 600,000

Annual costs made inside the company: (30 400
x 12) = Skk 364, 800

Costs analysis of alternative 1

If we did not change actual situation in the area
of human resources management, i.e. personnel
activites would be divided into these executed in the
company and those executed by external firm - the
sum of costs could be the same as it is now, eventu-
ally it could increase by costs necessary to finance
specialized training of all employees who in any form
participate in personnel activities performance. It
concerns foremen, registration man, economist, ac-
countant, mechanical technician and groupsr lead-
ers. The total number of these employees is 27. The
above mentioned training would be organized in a

form of seminar through an educational institute and
its participants would learn about the rights and du-
ties resulting from Labour Code, Law concerning
work safety and health protection and other corre-
sponding laws and regulations. We also take into
consideration that during a year some changes in leg-
islation will be made and it will bring the requirement
to repeat or renew the training. To save some costs
only selected employees would be supposed to par-
ticipate in the training — foremen, economists (11
people) who would consequently inform the rest of
involved employees — groupsr leaders, registration
man. Costs concerning internal trainings must be
added. Its aim would be to synchronize and consoli-
date the process, registration, reports, statements
and surveys developed by individual employees. Costs
necessary to organize this training could be about
Skk 15,000 (also required materials, settlement of
travelling expenses, refreshment are included) even
if the training would be performed in the own pre-
mises of the company and with the assistance of its
own employees.

Annual costs for external firm: (50 000 x 12)
= Skk 600,000

Introductory specialized training for required
number of employees: (1 000 x 27) = Skk 27,000

Retraining for necessary number of employees:
(1000x 11) = Skk 11,000

Internal training for required number of employ-
ees: Skk 15,000

Annual costs made inside the company: (30 400
x 12) = Skk 364,800

Costs analysis of alterantive 2

If the alternative solution number 2 is to be
carried out almost all personnel activities are sup-
posed to be executed by an external firm. Not only
the external firm which currently provides services
to the company but also selection of another special-
ized organization would be considered.

Based on submitted price offers and results of
negotiations with potential partners the company
could decide and choose the most suitable co-opera-
tion. In the process of selection the only restriction
could be the price for performance of ordered per-
sonnel activities and consultancy services which
should not be higher than Skk 65,000 included VAT
per month.

It is necessary to be aware of the fact that
practically it is not executable to let only an external
firm to perform all the activities. Tasks like adminis-
tration and registration of turns-out, proposals and
approval of bonuses would have to be executed by
the own employees. An external firm could under-
take the activities which are currently executed es-
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pecially by economists (development of tables, sur-
veys, reports) and mechanical technician (monitor-
ing of different employees certificates validity, or-
ganizational assurance of specialized courses,
trainings and retrainings in the area of WSHP (work
safety and health protection), FP (fire protection),
operation of building machines, regular trainings for
drivers, etc.). It would be possible to save one hun-
dred per cent of costs (proportional wages) for these
employees. Personnel activities carried out by a fore-
man would be limited to suggest bonuses and inspect
job tickets which would play a function of work pres-
ence evidence, carried out by the employees them-
selves in a category of workers / blue collars. Assur-
ance of personal protective means and records of
personal cards of employees could be included in
competencies of external firm. Saving of time and
consequently of wage ratio would be approximately
2/3, so the final costs would present the sum equal
to 1/3 of Skk 14,000 /month, totally Skk 56,000 in
a year. Costs savings concerning emloyees respon-
sible for registration would also be 2/3, in some case
even one hundred per cent, if they stopped monitor-
ing and registration of employees presence at work
by a registration man and instead of that each em-
ployee would register his own workcomings,
workleavings and breaks during working hours in his
job ticket. All the job tickets would be send to an
external firm at the end of month to process them.
So the possibility to introduce a system under which
registration men would not perform any personnel
activities will be considered. Consequently there will
be no costs concerning execution of personnel ac-
tivities. Minimal savings would be gained for the po-
sition of group leader, since only registration of data-
entry forms and data-exit forms (questionnairies,
entrance and exit letters including doctorrs approval,
education data, information concerning practice and
attended courses) would be taken out of his compe-
tencies. Since these activities are rarely performed
and do not present an important part in regard to

other activities, there is no time saving and no change
in wages ratio then. Costs will remain the same -
Skk 2,700/month, total Skk 32,400 - i.e. they will
be the same as in the case of execution of solution
number 1.

Annual costs for external firm (65 000 x 12)
= Skk 780,000

Annual costs made inside the company: (56 000
+ 32 400) = Skk 88,400

Solution no. 3

If they decided to establish a department of
human resorces management in Slovasfalt s. r.o. and
concentrate all possible personnel activities there,
the costs would concern an office establishment and
equipment, costs connected with the process of re-
cruitment and hiring a suitable experienced candidate
— an officer for human resources management — i.e.
personnel clerk (costs for advertisements, interviews
with candidates), his/her training and regular special-
ized retrainings or further education. As in solution
number 2 foremen or group leaders will have to per-
form some inevitable activities. Their proportionate
level of wages (Skk 88,400/year) will also in this
solution present costs of the company aimed at per-
sonnel activities execution.

Personnel clerk annual wage costs:
(30 000 x 12) = Skk 360,000

Other company employees annual costs:
(56 000 + 32 400) = Skk 88,400

Office equipment — furniture, PC, software:
Skk 80,000

Recruitment and selection of a new employee:
Skk 10,000

Training concerning wage programme:
Skk 5,000

Specialized trainings during a year: Skk 5,000

The following table brings transparent organi-
zation and final sum of costs which exist now and
which would be made if particular alternatives of
suggested solutions would be executed: (table 3):

Table 3. Actual situation and individual solution costs comparison (in Skk)

Types of costs Actu.al Solution

situation 1 2 3
Single-use costs 42,000 0 95,000
Annual costs — external firm 600,000 | 600,000 | 780,000 -
Annual costs — HR department - - 360,000
Annual costs - company 364,800| 364,800 | 88,400 | 88,400
Other annual costs 15,000 15,000 2,000 | 20,000
Annual costs for trainings 11,000 0 5,000
TOTAL 979,800 | 1,032,800 | 870,400 | 568,400

Data source: own
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Description of indiviudal costs types:

Single-use costs — costs for establishment and
equipment of the office for personnel clerk, (equip-
ment, PC, software modul for wages processing) in
solution no. 3. In solution no. 1 single-use costs for
entrance specialized and internal training of employ-
ees who would participate in personnel activities
exectuion is considered.

Annual costs — external firm — costs which ex-
ternal firms charges for services delivery based on a
concluded contract for work.

Annual costs — human resources department —
are the costs for wages of personnel clerk who will
work in the department of human resources man-
agement.

Annual costs — company — costs made inside
the company as proportional parts of wages of the
employees who in different range and form partici-
pate in execution of personnel activities which can-
not be performed by external firm. In solution no. 1
it concerns proportional parts of wages of groupsr
leaders, economists, mechanical technician, foremen
and registration men. In solution no. 2 and solution
no. 3 it concerns only proportional parts of wages of
foremen and groupsr leaders.

Other costs per year — are the costs for tele-
phones, postal charges, accounting forms, paper and
office supplies purchase for solution number 1 and
3. For solution number 2 only costs required for com-
munication with external firm are expected.

Annual costs for trainings — in solution number
1 we take into consideration repeated trainings in
personnel area which will be attended only by a nec-
essary number of employees, so not all employees
who will carry out particular personnel activities will
participate. In solution number 3 we suppose trainings
of one employee — officer in charge of human re-
sources department.

4.2. Selection of the most suitable alterna-
tive

After assessment of the results acquired through
three above mentioned methods where individual al-
ternative solutions were compared, it seems that the
best way how to organize personnel activities in the
company is to establish its own human resources
department — presented by alternative — solution
number 3. The most important argument in selection
of optimum solution is at first comparison of costs
required to implement individual solutions. If entry
costs required to establish the department and se-
lection of a suitable candidate are considered then
annual costs saving brought by execution of this so-
lution in comparison to solution number 1 (continu-
ing in original system of work, but there is a condition

to organize a specialized training for employees) pre-
sents annually the sum of Skk 464,400 and also en-
try costs of initial specialized training of employees
are taken into consideration.

In comparison to alternative solution number 2
(if all personnel activities were executed in a form
of outsourcing by an external firm), annual costs sav-
ing would be Skk 302,000. But we can assume that
not all shortages and problems would disappear if
we carried out this solution. Even if we started to
co-operate with a new firm it would take some time
to co-ordinate activities and find a suitable way of
co-operation and communication. The disadvantage
of this solution is lower functionality because required
information flows would be directed from the com-
pany to external firm and then back.

Alternative solution number 3 — brings more
advantages in comparison to other solutions — also
from the point of view of time saving — then the
functionality of execution of necessary personnel
activities is achieved. An indisputable advantage is
high quality performance of activities since they con-
sider to hire a qualified and specially skilled experi-
enced personnel clerk. The risk concerning wrong or
delayed wages accounting, registration, surveys and
statistics would decrease to a minimum level in com-
parison to solution number 1.

Implementation of the alternative that we sug-
gest would bring savings equal to approximately 52%
of actual annual costs necessary to execute person-
nel activities. But because the solution number 3
considers establishment of a new organizational unit
— department of human resources management —
they will need Skk 95,000 to ensure its equipment.

5. Conclusion

Outsourcing is one of the tools which enable a
company to release its potential blocked in the areas
which do not belong among the key activites. Basic
assumption to utilize outsourcing effectively and suc-
cessfully is to express its possible economic and un-
economic benefit. In our case we analysed a possi-
bility to apply outsourcing to arrange selected per-
sonnel activities of a transport company and we
brought a proposal which includes three alternatives
how to solve the task. Basic measure of assessment
was a comparison of costs of individual alternatives
and of uneconomic criteria through the value analy-
sis.

If we want to compare costs necessary to en-
sure the process (activity), in our case personnel ac-
tivities carried out by the company itself - to the costs
which would be necessary to pay to external com-
pany for it - we can use methodology of process ori-
ented costs calculation — ABC costing. It requires
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detailed identification of processes with segmenta-
tion to main and side activities and methodical un-
derstanding of overhead rates costing calculation.

Since this calculation requires monitoring of costs
of individual processes and company activities - it is
essential to provide a special software and to main-
tain a specific procedure of application of ABC cal-
culation for these flows of information. (K.
TEPLICKA, 2005)

This work is a result of solution of the project
titled VEGA 1/0360/08 Functional and design pa-
rameters for the evaluation of economic effective-
ness of outsourcing in wood working companies.
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