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COMPARED ACTIVITY-BASED COSTING CASE STUDIES IN
THE INFORMATION SYSTEM DEPARTMENTS OF TWO
GROUPS IN FRANCE: A STRATEGIC MANAGEMENT
ACCOUNTING APPROACH

INTRODUCTION
This paper analyses the strategic management daotgumconcept with an
instrumental point of view. We try to show in wrattend the ABC developments
could be included in a strategic approach of theagament accounting and to test if
the ABC is a relevant tool to drive the strategy.
Our reflexions conduct us to explain that the ABEtmod seems to be a relevant
strategic management accounting tool. Its featsinesild permit a refined analysis of
the organizational architecture so that we couldewstand the link between the
operational and strategic management. Then wehisshypothesis using a “state of
the art” approach and two case studies.
It is the reasons why the first part of the papertisesizes the strategic management
accounting stream, with a link with cost managenasmt ABC, and the second part
exposes a taxonomy of the reasons why using the Afthod and the strategic
potential of the ABC models in this context. In winaeasure could the recent ABC
proposals (stakeholder ABC, time-driven ABC, ...nferce its strategic potential? In
a third part, we confront our developments to tle&freality with two case studies.
We have studied two ABC developments in computiegasitments of two groups in
France, industrial for the first one, banking foe tsecond one. These case studies
enable us to conclude about the interest of AB@riege the strategy. Are the ABC
studied Strategic Management Accounting tools?

1. STRATEGIC MANAGEMENT ACCOUNTING AND ACTIVITY-BAS ED
COSTING
In this part, we develop the Strategic ManagemesdoAnting concept with a focus
on the ABC method. With the first developments ahowe wonder if the ABC
method could be a Strategic Management Accountiol t

1.1The concept of Strategic Management Accounting

The conventional approach to management accou@nthony, 1993) discloses an
opposition among the processes of strategic maragigemanagement control and
operational control. Johnson and Kaplan (1987)arghat the coordination between
these processes is difficult to obtain. The Stiatépnagement Accounting stream is
a concept and practices trying to solve this diffi¢c of coordination.

There has been a growing interest in S\dfce the early 80’s (Simmonds, 1881
In a firm, a SMA instrument exists when it can cecinstrategic and marketing
decisions to operational ones. Under the SMA caneep put together work insisting
on marketing aspects (Roslender and Hart, 2003) veortt insisting on strategic
dimensions (Shank and Govindarajan, 1989). Fomaits, Simmonds (1981) and
Bromwich (1990) suggest using qualitative and ewkrmeasures with three
dimensions of analysis: the products & customeheirtlevel of satisfaction for
instance) dimension, the competitive (level pernend and the environmental one.

ZIn our meaning, SMA refers tearious other expressions like Strategic Costirtgat&gic Control
(Bromwich, 1990) and Strategic Cost Managementriglaad Govindarajan, 1989).
% Simmonds has been the first one to use this esiores



The concept has been deepened over the years (W1865).

Three SMA types could be specified (Teller, 199%@41).

- A SMA restrictive approach. In this context, Mgeanent Accounting is a tool to
decline the strategy and to control it. It is agiag approach of the control of the
strategy that does not justify a deepen analysistidtegic cost drivers. A few
indicators to observe the competitive environment do test the customers’
expectations seem enough. It is useless to quedimmrganizational architecture.
This type of SMA does not need to increase the kedge.

- A SMA medium approach. In this context, Managem&ocounting is a tool to
validate the strategic hypotheses. This time, & Isading perspective of the strategic
control which requires analysing more deeply thesategic hypotheses. In fact they
are key success drivers that management accowsgtaglong the firm’s value chain.
In that way, Shank and Govindarajan (1989) expilaat the key value drivers are in
fact Cost Drivers that the ABC method is able tbipwevidence.

- A SMA extended approach. In this context, ManageimAccounting is a
fundamental part of the Strategy design and leadligs approach requires three
conditions:

1. Strategy design and leading have to be strarminected.

2. The management control system has to be inteeagh a similar way as the
concept of interactive control designed by Simd96). According to the strategic
situations and the environmental uncertainties,atlhor explains that the managers
choose some management accounting tools that becueractive control ones,
because they use them to articulate the strategt @perational management
processes and to put in evidence new strategicroppues.

3. The new strategies have to emerge step by step.

SMA restrictive version fits more with a contradttygpe of management. It suggests
a disciplinary approach (Agency and Transactiont€tigeories) where the objectives
of Management Accounting are (Jensen and Mecklifg2; Brickley et al. (1997)):

- To reduce conflicts and provide control,

- To tie the strategy to the resources allocation,

- And to facilitate the firm’s internal coherence.

SMA medium and extended versions imply a more gpdtive approach of
employees’ activities concerning management acaogiirocesses. Several French
empirical studies (Bollecker, 2007) describe thisdk of situations where the
management accountants are just counsellors obeegs and the employees the
designers of management accounting tools. Fromearékical point of view, this
process refers to a knowledge-based approach ofgeament as developed by
Argyris and Schon (1978) with the Organizationabireng Theoryln this context,
the value creation is the result of an increasoures (Resource-based View
approach, Penrose, 1959) and competencies (Corg&tenties theory, Hamel and
Prahalad, 1990).

The reasons for implementing a SMA tool, accordingthe academic literature
(Johnson and Kaplan, 198), lie in the evolutiorthef environment. This is described
in successive stages: stable and predictable, hleséad difficult to anticipate and
finally turbulent and unpredictable. Another ma@agson is that the organizations are
more and more complex. As a consequence, the maweageaccounting tools like
ABC must take into account the strategic and omgdiunal aspects and integrate
them into the company'’s drive. In order to be ditieht decision tool, a SMA system
must closely follow each step of the implementatioh the strategy and the
achievement of pre-defined objectives.



Tomkins and Carr (p. 165, 1996) explain that “...éheis still no agreed
comprehensive conceptual framework for what SMA jgnd it is still the case”. But
Hoffjan and Wémpener (2006, p. 248) put in evidethed several SMA tools are well
developed in the firms (customers profitability s, target costing, ABC method,
future costs, ...)

In the same way, Cinquini and Tenucci (2006) preskea results of an empirical
study about medium size lItalian firms. They desetle fourteen SMA tools the most
used and explained that most of them integrate etiak and commercial measures
(p. 14). Is the ABC method able to drive each siephe strategy process and to
control the achievement of the strategic goals?edeer, is it able to validate the
strategic hypotheses and to stimulate new strat@gie

In this paper, we develop an instrumental pointvieiv of SMA focusing on the
strategic dimensions of the ABC method.

1.1 Activity-Based Costing as a tool to drive strategally the costs

In this paragraph, we want to show that the ABCetlgpments are founded on the
Strategic Management Accounting stream. Firstlpbalew sentences to remind what
is the ABC method.

The ABC method was designed in the United-Statemglithe 80’s (Cooper and
Kaplan, 1988). It is a refined cost system which enables clgisgif more costs as
direct, to expend the number of indirect-cost pa@wld to identify cost drivers. ABC
favours better cost allocation using smaller casblp called activities. Using cost
drivers, the costs of these activities are the sbémi assigning costs to other cost
objects such as products or services. Since thk efafohnson and Kaplan (1987) on
the “Relevance Lost” of management accounting prest the Anglo-Saxon scholars
have been very dynamic. The majority of managenaenbunting developments is
based on the Strategic Management Accounting streafith the historical research
of Johnson and Kaplan, we understand the contert fvhich ABC arose. Looking
for management accounting methods which couldfgltre decision making process,
Johnson and Kaplan suggest: First, to analyse aeeply the organization activities
and processes and second, to link together theegitaand the operational
management. These proposals announce the develbpimine Balanced Scorecard
(Kaplan and Norton, 1996) and of a strategicallgraed ABC.

The structure of the ABC method also explains ftatsgic orientation: the central
role of the cost driver concept as a variable tplar the costs consumption and to
describe the value chain concretizes the link betwstrategic and operational
management.

We specify that SMA is based on a process approachanagement accounting. In
this context, the company is described as a netwbHorizontal, flat and transverse
structures where the activities are organized aicgrto market imperatives. The
development at the bottom of the process constit@efundamental driver to
integration. In this context, the ABC method reprds a competencies-based tool.
There is a significant relationship between thecpsses and the competencies of an
organization.

The ABC method was conceived mainly to correct eaiding overhead allocations.

* According to Bouquin (p. 85-86, 2006), Generalditie experimented with a kind of ABC during the
60's.

® Organizations like the Cam-i (Consortium of Advaddvianagement, Internation&ktp://www.cam-
i.org) and the IMA (Institute of Management Accountaritétp://www.imanet.or) support these
investigations.




At first, it was a response to the inaccurate stash@osting American methods. But
several scholars, like Lebas (1999) in France,anphat rapidly, the ABC method
has gained managerial (ABM) and strategic dimerssidones and Dugdale (2002)
put in evidence the links between the ABC method te Strategic Management
Accounting school. Shank & Govindarajan (1989) haeweloped an operational
model with the definition of Key Success Factorstednined in using a competitive
analysis of the environment and an analysis ofirtte¥nal processes of the company,
with the help of the ABC method. It is integrateda SMA system with Life-Cycle
and Value Chain analyses processes. Using the vafriéorter (1985), the authors
suggest integrating the customers and supplierembions in the cost allocation
system.

To synthesize our developments, we consider thatABC method could be a
relevant SMA tool. It seems able to deeply decipher organizational architecture
and the links between strategic and operationalagement, to question the strategic
hypotheses and to enlighten the new ones. Let edsar that our purpose is not to
analyse the limits of the ABC method, but to stilkg evolutions of its functions.
This is the reason why we now present the manageatmounting and ABC uses,
according to the academic and professional devedopsrof the techniques (part 2),
and according to two case studies about ABC imph¢at®ns (part 3).

2. THE ACTIVITY-BASED COSTING USES AND THEIR STRATE GIC
POTENTIAL
In this part, we first develop a typology of thetgmtial functions of the ABC
methods. Then, we deepen some of those functiang tise recent developments of
the ABC method. Our question is: Do the recent ibgraents on ABC (Customer-
Driven ABC, Time-Driven ABC, ...) emphasize its segic potential? We try to
validate our theoretical developments about theesgic nature of the ABC method.

2.1. The ABC uses dimensions
The table 1 presents a synthesis of the ABC usaerdiions. This typology is a result
of a state of the art review (academic and probess).



TABLE 1. SYNTHESIS OF THE ABC USES DIMENSIONS (Wegmann, 2009)

ABC uses dirensions Tools exanples
1st dimensionthe stakeholders
Spatial widening of the cost perimeter: Qustomer-DARC

to the customers, suppliers, Benchmarking-DARED

and other stakeholders Interorganizational Costddamant
Target Activity-Based Costing
2nd dirension:temporal widening
of the cost perimeter: Planning and Activity Based Budgeting
analyse of future costs Beyond Budgeting
on alife cycle, ona project, ... Project Management Accounting
Target Activity-Based Costing
3rd dmension:_complexifying Feature costing
of the analysis model Resource Consumgtion Accounting
Refined resources allocation stage statistical detbaorrelate the costs

diversified cost drivers Time-Driven Activity-Basedsting

rationalization of the model

4th dmension;: simplifying Direct costing
of the analysis model Time-Driven ABC &other equivalence methods

Simplified resources allocation stage Lean Accounting
reduced nuber of cost drivers &activities Procestingo

In this table, we distinguish four uses dimensightool can gather one or several of
those dimensions.

- The first one concerns a stakeholder approachasfagement accounting. It deals in
the field of the Stakeholder Theory (Freeman, 19843 an instrumental approach of
this theory that is to say we consider that takingount of the stakeholders in a firm
has a positive impact on its performance. For msawith the Customer Profitability
Analysis (Horngren, 2005), we try to optimize thustomers’ relations processes.

- The second one concerns a prospective approaatapngement accounting. The
tools presented in the table one enable a prosgeapiproach of the costs (Antos and
Brimson, 1999, Horvath, 1998, Cokins 2002).

- The third one regroups more complex managemeuating systems. Taking into
account the several pitfalls of the ABC method mgslaned before, some scholars
have developed management accounting systems with:

- more refined activities and tasks architectures,

- more rationalized allocation processes of ressita activities,

- statistical approaches to correlate the resouaceksactivities consumption to the
cost drivers;

In this way, Keys and van der Merwe (2002 a anthd)e developed the Resource
Consumption Accounting (RCA) method who improves #BC method at the
resources allocation process level. The RCA me#uts a new allocation phase from
the resources to a level called resources pooleMar, we systematically distinguish
the variable costs from the fix ones.

-On the contrary, the fourth one regroups simplifishnagement accounting



techniques. But we have to imagine a continuum éetwthe third and fourth
dimensions, a management accounting system can imendgimplify and more
complex partd The Lean Accounting movement (Maskell and Bagal693) is more
radical. It is a simplified accounting system basad variable costing logic.

In fact, many scholars and practitioners admit &€ has several pitfalls (Anderson
and Young, 1999; Datar and Gupta, 1994; FosterSamehson, 1997; Malmi, 1997).
We can make a list of the major criticisms as fotlo

- A lot of practitioners explain that ABC system® &xpensive to implement, time
consuming and hard to adjust.

For instance, Kaplan and Anderson (p. 5, 2007)rdesthe ABC system of Hendee
Enterprises, a Houston-based manufacturer of awnifigey explain that the ABC
software took three days to calculate costs forcimapany’s 150 activities, 10 000
orders and 45 000 line items.

- A lot of failures have been compiled, especiallyhe service industries.

- Finally, a lot of people think that the ABC methis too complex. As a consequence,
it sometimes failto clarify the decision making process and thatsgy of the firm.

This is why since its early stages several specfiplications based on the ABC
method have been suggested. Their objectives are:

—To diversify the costs objects (products, servipescesses, customers, markets, ...),
—-To widen the analysis perimeter (spatial and te@psidening),

—And to determine the relevant level of detailsnalgise the costs.

These purposes display a common objective: to tdihec costs calculations towards
the key value factors of the firm.

Now, we present some recent improvements of the A€ that can be classified in
the dimensions of the table 1. We question theategic potential.

2.2. The strategic orientations of Activity-Based @sting models

In this part, we will describe several techniquesl ave will interpret and discuss
them.

Some of them can be classified in the first dimemsaf the table 1, that is to say
techniques which enable a spatial widening of tbsts perimeter. Some of them
suggest to broaden the costs analysis to the cessoifCustomer Profitability
Analysis ABC), others to the competitors (BenchnragkDriven ABC), to the
environment (Environmental-Driven ABC), or to theuppliers and partners
(Interorganizational Cost Management and Open-bAckounting). This list of
solutions is not exhaustive.

We have noticed that since the first proposals ABE has aimed to allow managers
to make better decisions about customer relatipgsHiebas (1999) has explained
that it is a suitable method to deal with marketiugstions. He describes the way to
organize an ABC structure starting from the custeméeatures. Other French
specialists insist on this ABC approach. Mevellec instance (2005) describes
different versions of ABC relevant to organize ttests analysis around customers
questions (ABCO011 p. 228-239, ABC101 p. 250-259 &RIC111 p. 270-279).
Kuchta and Troska (2007, p. 18) explain that theCAB a relevant tool to compare

® Horngren (2005) presents the Kellogs'case. ltoaestng system combines a « job costing » part,
that is to say a detailed accounting process, angracess costing » part, that is to say a marbag|
accounting process.



profitabilities between customers.

But the original ABC has been designed for manuf@teg companies. The activities
describe the production processes (supply chainufaaturing, adjustments, ...) and
the cost drivers express mainly production concéafmur and engine hours, batches
and numbers of fabrication orders, adjustment remumumber, ...) In a lot of cases,
the value creation is made outside the productioocgss and sometimes, the
customer relations is the key value factor. This @gplain the development of several
Customer Profitability Analysis (CPA) models.

The CPA consists in reporting and analysing themees earned from customers and
the costs incurred to earn those revenues. WitlC®P#®, we can describe customer-
profitability profiles. The purpose for managerstasensure that customers making
large contributions to the operating income of epany receive a level of attention
from the company matching their contribution to doenpany’s profitability.

The principle of the CPA is to reorganize the ABChitecture so that it deals with
the commercial and marketing aspects of managersermtita and Troska (2007)
explain that the ABC is a good method for profilingstomer profitability. They
believe that a Customer-Driven ABC “...can help daiee which products and
customers are the most profitable, which activitee customer-focused, whether
processes are customer value-added or not, ane wfferts toward customer-related
improvements should be made” (p. 18).

We can extend the cost analysis perimeter to sengpind even to partners (in this
case, we need an Open-book Accounting approaclgpeeaand Slagmulder (2004)
describe a methodology called InterorganizationagtQvianagement (IOCM) which
originates from the observation of Japanese casdiest The costs analysis and
reduction processes include at least two firms. ABE method helps to describe the
value chain between them. With Target Costingrst firm can identify an estimated
price customers are willing to pay and then, witkeaond firm, it computes a target
cost to earn the desired profit. One important joess: what costs to include in the
target-cost calculations? Frequently, cost-redacéfforts need to extend to all parts
of the value chain, from R&D to customer serviag;luding seeking lower prices
from suppliers for materials and components. Theveant costs are all future costs
because in the long run, a company’s prices anehies must recover all its costs.
Then, the ABC helps to determine which activitiesl @osts fall into value-added or
non-value-added categories. It helps to identifsteahroughout the value chain and
to summarize the effects that design changes \akehon those costs. Cooper and
Slagmulder call this process the “Costs Interorg@ional Investigation”. More
generally, we observe the development of researdaes“interorganizational
control”’. Let us precise that a knowledge-based perspeistiimportant to analyse
an interorganizational control. As explained by Aghand Nilsson (2009) the levels
of cooperation and information exchange between pheners are factors to
characterise the type of interorganizational manesge.

Some of this new ABC approaches can be classifigtie second dimension of the
table 1. Their common purpose is to analyse thardutosts; this means a temporal
widening of the costs perimeter. This is the dasanstance of the Activity-Based
Budgeting (ABB) method (Antos and Brimson, 1999 tActivity-Based Planning
and Budgeting and the Beyond Budgeting model (Qarthe Life-Cycle Costing

" Cf. special review of Accounting Organization &c8sty (vol. 33). Caglio and Ditillo (2008) did a
state-of-the-art review about this topic.



ABC, the Target Costing ABC (Horvath et al., 1998)he Feature Costing (Cokins,
2002). The last one (Brimson, 1998) introduces lzarolevel of analysis in the ABC
method: the productfeatures.

Several researchers have soon identified the hdtaeen the ABC and the Target
Costing methods. Lebas (p. 506-507, 1999) expld#ias ABC implies taking into
account the value that the customers attributbagtoducts. This is a principle of the
Target Costing method and this has a strong impacthe firms costs analytic
structure.

With the RCA systems, we try to provide decisionkera with more granular
information about the operations. With the thirandnsion of the table 1, we put
together techniques which propose to determineciesant level to analyse the costs,
depending on the features (strategic and orgaarzat) of a firm. In some cases, the
processes and strategy complexity is great. The Aithod is not sufficient so we
need another approach to allocate the resources. Résource Consumption
Accounting method (RCA, Keys and van der Merwe,2@0and b) complete the
ABC with a deeper analysis of resources.

Within complex organizations, the variety of resms is great so that we need to
multiply the number of resources drivers and aliocs. Thanks to the RCA method,
resources originated from different departmentamforganization are classified in
several resources pools (see figure 4). In this, wayecomes easier to allocate the
resources to the activities.

We could think that ABC instruments of this catggare less strategically oriented.
But a tool like RCA enables a better identificatiminthe allocation processes so that
managers could have a better understanding of dheequences of their strategic
decisions.

Conversely, some scholars explain that the resswaltecation question represents a
problem and must be examined strategically. In somee&mstances, the activity is an
excessive level of detail (standard processesjnsine approaches, specific sectors
like the chemical industry,...) and the ABC can l¢ada useless and non relevant
analysis. It is why the Process Costing and thenl&ecounting supporters suggest
bringing together the activities in processes, &atbhains or “value streams”. These
techniques belong to the fourth dimension of thoeta.

When the processes complexity is low, the stand8@ method is too detailed. So,
we need a simplified ABC, bringing together severdlivities to set up a “meta-
activity” or a process with a single cost drivehid is the general principle of the
Process Costing (Horngren et al., p. 594 s., 2808)the Lean Accounting meth8ds
We also have the Time-Driven ABC (Kaplan and Anders2007) which is an
“equivalence method”. It is the most recent ABC @lepment. It is clearly a
simplification of the ABC. With this technique, thetivity cutting can be more
simple (like with the Process Costing and Lean Actimg). But it can also be more
refined (like with RCA).

The principle of the Time-Driven ABC (how TDABC) ie translate the costs drivers
in time-equivalents (standards of working hourd)e Btandards can be revised when
the production conditions change. The TDABC is & Wware-introduce the standard
costing approach into the ABC methodology. With TiABC, we can highlight sub-
activity costs.

8 http://www.Lean.org



Let's take the example of a sales department wiheee activities are performed: the

management of sales orders, complaints and payniestead of cutting the

department into three distinct activities and altowy their costs with relevant costs

drivers, we construct a time equation based ordatals.
T=8mnx X1+44 mnx X2+ 2mn x X3

With:

Mn = minutes,

X1 = number of orders to manage,

X2 = number of complaints,

X3 = number of invoices.

The TDABC is founded on a strong hypothesis. Th& generation is based on the

time consumption. This is the case only in cer@mumstances. It is the case for

supply chain management, some standardised produgtiocesses, call centres,

hospitals, some consulting activities, ... But itnist the case for the research and

development process, the marketing one, some canppéeluctions, ... In addition,

some mistakes are possible when establishing #relatds. Moreover, the TDABC

depends on internal time consumption measure®adlsdvith an internal constraints

approach. Maybe it could be useful to extend theABD methodology to some

customer variables (spending time when phoningafoequest, distance to the first

shop, ...)

3. COMPARED CASE STUDIES
In this part, we present and compare two case egudioncerned by ABC
developments. These two French experiences take plahe information technology
departments of two international groups. The fyrstup is a steel industrial giant; we
call it Group 1. The second one is a banking group;call it group 2. We have
interviewed different managers and employees of tihe groups between the
beginnings of 2007 until the end of 2009. We hasedudifferent documents coming
from the two firms. More precisely, we have intewed the project managers, the
members of the projects groups, two consultantsh(eae for each firm) and several
management accountants of the two groups. Theifitstviews were conducted at
the beginning of the project (spring 2007), thenruthe spring of 2008, the spring
of 2009 and finally at the end of 2009. It was seimective interviews.
We analyse these case studies in reference toemetapments of the first and second
parts.

3.1. Group 1: A simplified ABC

First, we examine the premises of the table 1 wittase study that takes place in a
computing services context. We focus on the inggmoizational dimension of the
ABC method in a supply chain management contexthsve deeply studied the ABC
implementation in an IT supply division (called dtéch) of an international and
diversified industrial group.

We have deeply studied the ABC implementation inlBrsupply division of an

international and diversified industrial group. \&&l this division INFOTECH. The

figure 1 presents the links between INFOTECH areddther divisions of the group.
INFOTECH is a profit center and sell computing s&#8 into and outside the group.
So, inside the group, we have a supply chain psocescerning the different kinds of
computing activities: hardware, software and sewithotline, ...) So that the supply
chain process would be more relevant, the staffdddcto implement an ABC system

10



dedicated to this process.

Figure 1. INFOTECH ORGANIZATION

Europe Stainless Corporate Asia
industrial division industrial
division division
Demand Demand Demand Demand

| A | A |

INFOTECH IT Supply
| Customer Care |

New
custo-
mers

External : : Application Infrastructure
Partners management & Operations
(offshore,
gslttas:;:]cgng,) Ll Transformation program |[ Services devpment C:'
_ | Support functions | & Integration

The old analytic model was based on cost centrds ([P&fit and loss) reporting of
costs, that means:

- It did not easily report global INFOTECH figures the same activity,

- It did not explain relationship between costs aativities,

- Projects reporting were not managed.

So, in order to make the links between costs afuees given by the SAP system
and services defined by the commercial teams, atoels required.

In 2007, the financial controller of INFOTECH deedlto develop the ABC method
to calculate more accurately the costs of the whffeactivities of his division. He was
convinced that the ABC method is a relevant Strat®nagement Accounting tool.
The objective is to define relevant prices depegain the computing services asked.
The ABC project has six steps:

1. At the beginning: diagnostic, planning, andj@cbteam constitution,

2. Activities identification with interviews of magers. The activities are identified
on a process basis, referring to the strategicctibgs of the division which are
declined in the key processes of the organization.

3. Calculation of the activities costs with thebeleation of a Timesheet,

4. Definition and collection of the activity driveeand calculation of the full costing.
This is a fundamental step which enables linkiregdtnategic objectives to the
activities.

5. Calculation of the profitability,

6. Validation, corrections and results analysis.

This methodology allows:

- The allocation of dedicated and shared resouwastivities,

- To manage activities as basic components ofgssEs,

- To track costs of services which are aggregaioall components of the activities
nomenclature,

- To be definitively focused on process improvermemather than structure
improvements,

- To facilitate benchmarking,

- To monitor the performance of partnership byliavements in processes.
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The figure 2 shows an extraction of some analyticoants, site costs centers,
activities proposal and catalogue services. In,facbund fifty activities were

designed.

Figure 2. EXTRACTION OF ANALYTIC ACCOUNTS, SITECOS T
CENTERS, ACTIVITIES PROPOSAL AND CATALOG SERVICES
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Me=saging Manage incidents & problems

Third party services. Application suppart - MVS Service desk - Coaordinate requests COpfions recharged

Zrd party services Aoplication support — Unie, SAR Incident managemant

Tax Metralogy ION GOING Metwork printers
|Storage Introduction & Release management A4-SW Small NP

Amortization Diatacenter management Coordinafion AZ-BW NP

Hardwars Metwork senvices Patch management A4-2W MFP

Software WAN Mew product and technologies introduction £3-5W MFP

Others assets LAN Planning and testing changes Metwork services

Revenue intercos Telephany \Configuration Management Remoie acoess

AT France nesrmet User management Internet access

AT ltaly Factory Asset management Shared disks

AT Selgium Faciory - MVS pplication services WAN services

AT Spain Faciory - operating operating Telephony

AT Germany Performance management Messaging

External Revenus Is'h"--lm’-'"E DBMSE management

(Cliants Cusiomer management Job scheduling SAP licafion hosting

The model distinguishes the project, shared, su@pa on going activities. The last
three types of activities are the most difficuliditerminate. For instance, the costs of
the “printers management” activity is allocated a@ocosts object depending the
numbers of printers delivered to a customer. Thascallocation of the “helpdesk”
activity depends upon the number a customer datislepartment.

The figure 3 describes some resource drivers amddtivities reassignment logic.
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Figure 3. RESSOURCE DRIVERS AND ACTIVITIES REASSIGNMENT
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To implement the ABC system, INFOTECH chose ALGiwafe and an instrument
called EPO (Enterprise Performance Optimizatiori)e Tigure 4 presents the EPO

synthetic dashboard.

Figure 4. THE EPO DASHBOARD
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With the EPO, the financial controller extracts P&tatements by customer, by
region, by type of service, ...

This case study illustrates our typology preseimethe table 1. The ABC described
combines four dimensions:
— A CPA (first dimension) one so that the custom@nternal and external) are the
more important cost objects,
- A TDABC (fourth dimension) logic with the build @& timesheet used to define a
great part of the resource drivers,
- A simplified ABC (fourth dimension) with a numbef activities around fifty,
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—An IOCM logic (fourth dimension) with the integi@n of the external customers in

a supply chain ABC so that the IT services couldnoee efficient.

The group project realised that the strategic dsienof the ABC constructed was

really important. Moreover, it is a transversal rmlodith meta-activities that can go

through several costs centres. The time-drivenisrgortant resource driver because
it is the IT experts that create the most parhefvalue. Differently, there is a greater
variety of activity drivers as the “number of inemts per customer/per service”, “the
number of requests”, “the different types of seggi¢or one customer”, “the number
of visits per year for one customer”, etc. The mpartners can use the ABC

calculations to understand the price of a servide tool also enables internal and
external benchmarking practices. At the end, theCABstrument is also used to

improve the reporting and to communicate (via dramet, with a link to a Balanced

Scorecard).

3.2. Group 2: A more complex Activity-Based Costingystem

The ABC project of the second group began in 200852 The purpose was to
strengthen the cost allocation process so that owddcassign relevant costs for
customers and services. For the chief executiveesfbf the group, the ABC project
is a priority. The department “Management Accoumtend Information Systems
Projects” is in charge of the project. About sixpoyees work for the ABC project
with a consultant. Let us precise that the group ti&livers banking services to big
customers like “Carrefour” so that it needs a mdirmanagement accounting system
that enables to calculate for example the cost@fiervices delivered to “Carrefour”.
The computing costs are a main part of the valubede services. This is the reason
why the project group has to adapt the ABC metlaotthé specificities of computing
activities in a banking context.

At the end of 2008, a main task of the project graito differentiate the types of
credits. Because of a really diversified creditenfthe analytical system to build is
more refined than the first one. The types of teBsources consumed are more
diversified and a “time driver” is not enough tgoéadn the costs causality. Moreover,
several activities are subcontracted so that wd aeanterorganizational approach to
construct the ABC model.

Figure 5 depicts the general process of this ABiltlimg.
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Figure 5
ABC process applied to the computing services of Gup 2

RESSOURCES ACTIVITIES COST
OBJECTS
employees operational
activities types of | destination of
resources services the services
suppliers support activities
resources activities | recurrent 1, individual
technical drivers technical drivers customers
supports elements
go-on big
subcontractors ITPS/BPSI (projects customers
activities activities)
100% of the costs 100% of the 100% of the  100% of the
150 millions of euros costs 150M€ costs 150M€ costs 150 M€

Costs of the computing resources are allocated hi® ¢omputing activities
(operational, support, projects, ...) thanks to theources drivers (time consumed,
m2, quantities, types of orders, ...) Activities soate then allocated to the types of
computing services thanks to activities driversi(itame power, specificities of the
proposal, ...), these computing services consumirgy dhbtivities. Costs of the
computing services are finally allocated to the taoners, service per service.
Recurrent activities consume about 55% of the retsdurces.

Figure 6 presents a map of the computing activiafeSroup 2.

Figure 6
Map of the computing activities of Group 2
Project activities | Non-working
activities
| Phase2 | | Phase4 |
Transversal
Phase 1 | support
| Phase3 | | Phase5 | Absences
nl
Information systems Absences
maintenance n°2
Maintenance Application training
number 1 Maintenance support Consulting | Technical
Production number 2 Other IT evolution
Maintenance services sickness/
maternity
Transversal other non-
actvities directly productive
activities
IT IT Managing Customer Human
security governance support relations resources
IT Processes Management Assistance
conformity & methods accounting

The process described lead to full costing by typservices, customers, geographic
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areas and countries. We can calculate for instmeeost for a service in progress,
for a service ended, for saving files or coveringts. The main banking processes are
modelled such as the credit process, the risk neanagt process, etc.

The last step of the project occurred from JuneQ2@til the end of the year. At this
time, the group project leader was able to presmmtincome statement by
service/customer/country built from the ABC arcbitee. Since July 2009, the main
customers have been concerned so that a costsrgaaizational investigation could
be developed.

3.3 Synthesis of the two case studies and discussio

These two case studies show the ways to buildegic@ABC systems for computing
departments.

To synthesize the first case study, we can sayttieananagement accounting system
of Infotech is a simplified ABC (see table 1, fdurlimension), which integrates
customers and suppliers dimensions (table 1, dirsension). Moreover, it uses the
working time consumed as a main resources driveoemFan organizational
perspective, it is a participative process. Thggatogroup needs to be closed to the
practical situation, using people competenciess Thithe reason why a bottom-up
approach has been favoured, the project group congpbiexperts and operational
people. This approach has enabled knowledge spigagtf. knowledge-based
perspectives such as the organizational learniagrif).

Concerning the second case study, we observe the sastomers and processes
dimensions as for the first case. This shows ti@atwo case studies put in evidence a
strong strategic perspective of the ABC. Concretiblg managers of the two groups
have used the ABC results to adjust prices. Irsdwnd case for instance, controllers
could calculate costs per credit/per customer abgélling managers could decide the
relevant price for the services they deliver.

Differently, the ABC of the Group 2 is more sopluated because it appears in a
banking environment, where processes are immatandl costs less homogeneous
than in an industrial one. The project group of tinst case has also deliberately
wanted to simplify the model so that some limitatidhave appeared: some overhead
absorption costs and old projects are uneasyacait. But in our point of view, with
these simplifications, the ABC system did not tailhelp the strategic decision. Our
observations show the difficulty and subjectivity determine the good equilibrium
between an easy-use tool and a refined one. Isdbend case, the project group did
some statistical tests to evaluate the degree mbleneity of the activities costs and
to correlate the cost drivers so that the modeiage accurate.

Moreover, in the second case study, the projeldss participative because the top-
management is more involved in the project and svéas$t results. So, the project
leader is more commandingith a longer period of observation, we may sathd
second ABC studied is too sophisticated or not.

To sum up, the two firms observed succeed in nglditrategic ABC in a computing
services environment. They illustrate the mediunpraeach of the Strategic
Management Accounting (cf. part 1). They even dastrate the extended approach
of the Strategic Management Accounting becausexXample some cost calculations
could put in evidence a bad choice about subcaotiand finally lead to a strategic
change. The ABC systems of the two groups alsolertaboptimize the computing
organizations.
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CONCLUSION
In this paper, we have reviewed the Strategic Mamemt Accounting concept
focusing on the ABC method. We have classifiededéht dimensions of management
accounting uses, showing that several strategicaignted ABC applications can be
integrated in our typology. The developments retbat the ABC logic remains a
good way to improve management accounting systerds\e strategic decisions.
With two French case studies, we have put in ewédetwo ABC systems with
features in accordance to the potential dimensidescribed in the first part:
customers, suppliers, processes and time-driverrdiians. The two ABC systems
are Strategic Management Accounting tools, thersome being more complex than
the first one.
For a future research, we would like to develoeottase studies in other fields. We
could also more focus our observations on actetations to describe organizational-
learning processes.
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