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Abstract

Cost management has moved from a traditional role to a strategic role, The study
explained that the term strategic cost management has a broad focus. It is not confined to
the continuous reduction of costs and controlling of costs and it is far more concerned
with management's use of cost information for decision-making and managing the cost.
Strategic cost management is important to organizations because it is more than focusing
on costs; in the successful companies of the 21st century costs will not be the only most
important factor, but also value and revenue consider critical factors in the success of
companies. Strategic cost management has been discussed from many aspects in the study
as it is a philosophy, an attitude, and a set of techniques to contribute in shaping the future
of the company.

This study aims to investigate the importance of interrelation of strategic cost
management tools. It also aims to examine the possibility of applying this methodology
at industrial companies in Gaza strip. The study used a questionnaire to collect the
primary data. The questionnaire was distributed to 44 companies. The response rate
was86% as38 questionnaires were returned.

The study had some conclusions including the possibility of applying the methodology of
integration of strategic cost management tools in industrial companies. However, there
were some restrictions of applying it including lack of effective costing system in
industrial , despite the fact that most of the sample studies gathered by the researcher
show that the company used the integration of strategic cost management tools and
method, this was not done following specific scientific and systematic procedures, Even
though some of the respondents adopted more than one method of cost management but
the intent was not to integrate the various methods of strategic cost management tools,
The reason why there was not an integration between methods of strategic cost
management tools is two fold. One, there was not a way to apply some methods in a
complete and systematic way. In addition, decision makers in the firms lacked knowledge
of how to do this integration as well as they don’t know the benefits from implementing
such integration , the researcher recommend that the Palestinian firms need to do efforts
to reconsider the applied cost system and developing it to keep pace with requirements
and variables of economic and industrial environment for what it has benefit for
managing and cost reduction in order to enhance and improve the various administrative
decisions
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CHAPTER ONE: RESEARCH BACKGROUND

1.1 Introduction
During the past two decades, organizations have had to respond to the trends and changes

in the business environment with newer and better approaches to managing their
businesses. These new approaches are being implemented in organizations under names
such as: total quality management, employee involvement and empowerment, business
process reengineering, continuous improvement, and other approaches. These
philosophies require organizations to be responsive, agile, and flexible in profitably
providing value-added products and services to customers at competitive prices. There
has been a significant reduction in product life cycles arising from technological
innovations and the need to meet increasingly discriminating customer demands thus
organizations are now discovering that they must be able to manage a complex and
rapidly changing environment without the significant costs that traditionally have
attended these characteristics. Within this changing environment, organizations have
witnessed a significant rebirth of new accounting approach; strategic cost management.
(Blocher, E , 1998)

Strategic management seeks to develop the competitive position in which the firm's
competitive advantage provides continued success. A strategy is a set of goals and
specific action plans, which, if achieved, will provide the desired competitive advantage
(Thompson ,1995) Strategic management involves the identification and implementation
of these goals and action plans. Effective strategic management is critical to the success
of the firm. The growing pressures of global competition, technological innovation, and
changes in business processes have made strategic cost management much more critical
and dynamic than ever before. While traditional cost management focuses on using unit-
based drivers, allocation-intensive, narrow and rigid product costing, managing costs,
little activity information, maximization of individual unit performance, using financial
measures of performance, internal orientation and short-term perspective, strategic cost

management, on the other hand, focuses on using unit and non-unit-based drivers,



tracing-intensive, broad product costing, managing activities, detailed activity
information, system-wide performance maximization, using of both financial and non-
financial measures of performance, both internal and external orientation and long term
(Wilson, R.M.S & Chua , 1993).

Strategic cost management is not only cost management but also can increase revenues,
improve productivity and customer satisfaction, and at the same time improve the
strategic position of the company. The key is that costs must be viewed by looking
simultaneously at the value they provide. In other words, strategic cost management is
"strategic success-driver” of the company and contributes to shaping the future of the

company.

1.2 Statement of problem
The firm’s cost management systems must be more dynamic to deal with the more rapidly

changing environment and the increasing diversity of products and manufacturing
processes. Therefore, in the literature, the conceptual approaches of strategic cost
management in generally are rare. The existing conceptual approaches only consider
certain individual contributions and therefore focus on specific aspects of strategic cost
management. There is a need for a comprehensive conceptual framework that covers all
aspect of strategic cost. The research problem can be formulated in the following

question:

How can industrial companies in Gaza strip achieve consistency and integration of
using tools and methods of strategic cost management and how to combined and linked
together in a comprehensive framework in order to maximize the value of organization

and support the competitive advantages of that organization ?

1.3 Research Hypotheses
e Industrial companies applied the concept of strategic cost management

e Industrial companies applied the concept of supply chain management



Industrial companies applied the concept of product life cycle
Industrial companies applied the concept of target cost

Industrial companies applied the concept of activity based system
Industrial companies applied the concept of competitive advantage

What extend availability of factors and requirement of applying integration

framework on organization under the study

What extend applying the proposed framework in intent of achieving substantial

cost-saving which result in sustainable competitive on organization

1.4 Research Objectives

Study and evaluate the concept of strategic cost management from all aspects in

industrial companies in Gaza strip.

Present the pervious study which talked about the concept of strategic cost

management.

Introduce proposed framework includes a set of tools of strategic cost management
to reflect the overall vision for the most suitable tools that can be used together,
the reasons for their use, how it can be used together and the benefits of using
these tools to maximize the value of organization and its competitive advantage in

industrial companies in Gaza strip.

1.5 Research important

1. This study it seems to be important for accounting and management which is

treating the cost from strategic prospective , especially the failure of traditional
cost tools in manage the cost to support the competitive advantage and increase

the value of organization which talked about it all the pervious studies



2. This research would assist to understand framework from theoretical and practical
perspectives. which the organization can link and integrate all strategic cost tools
together to achieve competitive advantage

3. The researcher want to contribute in the field of strategic cost management tools or
how to applied these tools in industrial companies in Gaza strip especially the lack

of Arabic studies in this field.

1.6 Research limitation

1. The industrial companies in the west bank were not included due to the closure on
Gaza and the geographical barriers to get to the west bank.

2. Due to limitation of this research, this research will study five techniques of
strategic cost management which is supply chain management, product life cycle,

activity base system, target cost and competitive advantage.

1.7 Research Methodology.

The researcher analyzed data by using a descriptive analytical approach which
involved collecting data from secondary sources (books, references, studies, websites,
articles ... etc.).

The questionnaires and the meetings were considered to be the primary sources that

were prepared and distributed to a sample of the population under consideration

1.8 Previous studies

1. Zorap (2013)An Integral Approach of Managing the Strategic Cost to
Support the Competitiveness Capabilities of Service Companies Listed in
Palestinian Stock Exchange: A Field Study.

The study aimed at highlighting the extent of applying strategic cost management

approach by service companies listed in Palestinian stock exchange. The researcher
conducted a field study using a questionnaire specifically designed for this purpose. A

sum of 24 questionnaires were distributed, collected and analyzed. The study conclusions



revealed that the strategic cost management approach played a main role in economic
units regardless of their activities, since it helped in performing managerial processes. In
addition, it operated independently and in a balanced manner to connect the strategic
long-term objectives with short-term objectives. The use of strategic cost management in
evaluating investment decisions in light of Technology Information System would
support the development of the evaluation stages of investment decisions. Further, the
service companies listed in Palestinian stock exchange do not use a systematic
methodology in using strategic tools for cost management. The paper presented many
recommendations including: companies should consider strategic cost analysis. They
should use strategic cost management tools to reduce cost and improve companies'
competitive position. They should publish the theoretical and applied thought of cost
strategic management concept in order to be able to face dramatic and dynamic changes

in the contemporary business environment.

2. Zorap & Aoda.(2012 )The importance of using Targeted cost in Improving
Pricing Efficiency of Banking Services: an Empirical study on Banks in the
Gaza Strip
This study aims to investigate the importance of using targeted cost in improving pricing
efficiency of banking services. It also aims to examine the possibility of applying this
methodology at banks in the Gaza Strip. Furthermore, constrains and benefits of applying
targeted cost will be highlighted. The study used a questionnaire to collect the primary
data. The questionnaire was distributed to 20 banks and 4 people in each bank answered
the questions. The response rate was 75% as 60 questionnaires were returned.
The study had some conclusions including the possibility of applying the methodology of
targeted cost in banks. However, there were some restrictions of applying it including
lack of effective costing system in banks. Further, the study revealed that the banks
management was aware of the benefits of applying the methodology. The study offered
some recommendations including bank management should give extra efforts to apply

targeted cost methodology to upgrade bank. efficiency and effectiveness and improve

5



pricing efficiency. Moreover, banks should develop their accounting systems to match
continuous development in banking sector. This would help improve and rationalize

managerial decisions.

3. Saif et al. (2011), Organizational Culture & Cost Management Strategies —
Developing A Model
This study is about exploring the linkages between organizational culture and the role of
cost management strategies in creating value creation through cost efficiency and
effectiveness.
The study covers theoretical discussion of the linkages between the explanatory and
outcome variables. On the basis of the theoretical findings through the review of literature
a model is developed to portray the diagrammatic presentation of the variables
The most important conclusion of the study are :
1. There is a lack of integration between financial and managerial accounting
research.
2. There is a gap between theory and practice in the area of management accounting.
3. Accountants need to understand modern management and organizational systems.
4. Accounting professionals need more information about the systems and the factors
influencing them.
5. The development of management accounting is presently undergoing rapid
changes.
6. Traditional management accounting techniques are heavily used as against
advanced ones
7. Accounting is depicted as a societal and organizational practice.
8. The national culture and values influence the accounting practices
9. Organizational factors affect more activity management success than cultural

factors.



4. Camacho ( 2008), Target costing in hospital services: a study from a strategic
cost management focus

This paper aim to applying the Target Cost in hospital services. The caesarian section as
selected as the research product for testing, carried out in patients hospitalized in a
standard room, using a health insurance. To achieve the research aims, the single case
study method was used, and also several data sources, such as: bibliographic survey,
application of questionnaire, interviews, direct observation of processes and activities,
and analysis and interpretation of accounting, financial and administrative reports from
the hospital entity chosen for this study. The questionnaire was applied to a group of 50
(fifty) women in order to verify their perception concerning the degree of importance they
attach to each main characteristic of the test product. The interviews, performed with the
main entity directors, aimed to verify how the prices and margins are established. The
documental analysis, carried out in cost spreadsheets, balance sheets and other
accounting, financial and administrative reports, contributed to get to know the
procedures adopted by the entity to measure and control its costs and revenue.
The results demonstrated that the Target Costing process can successfully be applied to

hospital entities.

5. Cinquini & Tenucci (2008),Strategic management accounting and business
strategy: a loose coupling?

The purpose of this paper is to investigate whether business strategy influences strategic
management accounting (SMA) usage. Business strategy has been operationalized
through strategic pattern, mission and positioning.
The paper is based on an internet questionnaire survey of Italian companies. Multiple
regression analysis is used to test the impact of strategic variables (pattern, mission
and positioning) on SMA usage. Company size is included as control variable.
The study conclude that Several SMA techniques appear to be used in Italian companies
as they are in other countries investigated in different studies. Customer accounting,

competitive position monitoring, competitor performance appraisal based on published
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financial statement and quality costing represent the most widely used SMA techniques in
the Italian sample. From the regression analysis, both defender- and cost leader-type of

strategy are found to be more willing to use SMA techniques addressing cost information.

6. Fouda (2007), "Proposed Framework for integration between the target cost
and strategic analysis of the cost in order to reduce the costs of activities
through the concept of a supply chain management : theory and exploratory
study. "'

This study aimed to build a framework proposal for integration between the target and

strategic cost analysis in order to reduce the costs of activities through the concept of

the value chain management under the modern of production environment. The
researcher used inductive and deductive approaches, and the research distributed
guestionnaire for some of Egyptian industrial companies.

The study conclude that target cost is consider the one of strategic cost, which aims

to reduce the cost of the product life cycle with maintain the quality of product and its

functional capabilities and the degree of customer confidence on that product

The concept of value chain management is considered as a tool of link between the

target cost and the strategic analysis of the cost,

7. El Kelety, (2006) .Towards a conceptual framework for strategic cost
management the concept, objectives, and instruments.
Strategic cost management is in its infancy. Researches and studies are still in an early
exploratory stage and have not yet developed a consistent theory for strategic cost
management. In view of this, the main objective of this study is to suggest a
comprehensive conceptual framework for strategic cost management. In particular the
study attempts to contribute to filling the gap in the literature of strategic cost
management, and to give complete coverage of the concepts, objectives, analysis fields

and activities and instruments in this vital theme.



In order to achieve this objective, the study analyzed the effects of changes in the
business environment (such as changes of the markets and a greater focus on the
customer, shifts in the basis of competition, advances in the manufacturing and
information technologies and new forms of management organization) on cost
management systems. The study showed that the trends and changes in the business
environment affect the costs structure and the composition of life-cycle costs. Thus, cost
management systems should be adapted to meet the needs of the business environment. In
addition, the study evaluated the traditional cost management systems in the light of the
trends and changes in the business environment. The study introduced some examples

that assure that traditional cost management should move to strategic cost management.

8. Venkatramanan, (2006).Developing a strategic cost management model
combining the balanced scorecard and activity based costing in the contest of

diabetes education .
The study presents the development of a strategic cost management model that combines activity-
based costing (ABC) with principles of the balanced scorecard (BSC). The purpose of the combined
ABC/BSC model is to provide cost information that could be used to evaluate strategy
implementation, monitor premises underlying strategy that may need to be revised, and provide a
strategic perspective to operational decisions. While ABC provides activity-specific cost
information, the BSC framework of different performance perspectives (or activity dimensions)
provides structure to data collection and organization, and facilitates strategic analysis. The model is
applied in the healthcare context of a diabetes client education program, and the study includes a list
of activities, activity drivers, and cost drivers for Type-2 diabetes education. It also provides a
summary of costs per client category and proportion of resources consumed by different activity

dimensions for a specific program.



9. Silvi (2002), A Strategic Cost Management Perspective

The purpose of this study was to verify if knowledge costing might be performed and
presented any meaningful for management and measurement issues in four Italian
companies operating in the mechanical industry.

This research project was developed around the primary question related with the
possibility that strategic cost management frameworks could represent a valuable source
for understanding the critical aspects related with knowledge management and
measurement. Even though this study is at an early stage and has to be considered as a
work-in-progress it provides theoretical and methodological contributions At the
theoretical level this research extends the SCM field of application at the knowledge
theory of the firm. Evidence from the field suggests that SCM framework (firm’s value
chain analysis and cost driver analysis) can be applied for supporting the comprehension
of where knowledge is embedded and what is its impact on a firm’s cost structure in
terms of value added, non value added but required and waste activity.

this paper is a work in progress, evidence shows that strategic cost management
framework might represent a valuable source for understanding and managing the critical
aspects related with knowledge management and measurement (specifically what a firm
knows or should know, which activities should a firm perform in order to capture,

develop or leverage its knowledge).

1.8 Comment On The Pervious Study
The conceptual approaches of strategic cost management in generally are rare. The

previous studies have focus in conceptual approaches only consider certain individual
contributions or therefore focus on specific aspects of strategic cost management , or its
come to study strategic cost management in general, So there is a need for a
comprehensive conceptual framework for strategic cost management that covers the
concept, the concerns and objectives, the principles, the analysis fields & activities, the

objects, the instruments , the key support factors of strategic cost management and how to
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link and integrate the tools of strategic cost management in order to maximize the value
of organization and its completive advantage.

This study is believed by the researcher to be the first of its kind that focuses on a set of
integrated strategic cost management tools intended to ensure a product's competitive
advantage and maximize its value to the organization. This approach uses five tools (i.e.,
activity based costing, activity based management, target costing, competitive advantage,
product life cycle). Additionally, this research suggests a framework for how to use these
tools in every stage of a product’s life cycle. Previous studies provided just one or two
tools, and ignore a number of other useful tools presented in this study.

The researcher add-values to her study from others researcher’s efforts in the same field
of search, where strategic cost management is one of the new sciences in Palestine, as
well as the techniques and systems used by the industrial countries in the worlds that

follow these field in Palestine.
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Chapter Two

Strategic Cost Management

2.1 Introduction
Since late 20th century, many organizations in both the manufacturing and service sectors

have faced dramatic changes in their business environment and many new management
methods and manufacturing technologies have come into being in the fierce competitive
environment in which international enterprises try to survive. There has been a significant
reduction in product life cycles arising from technological innovations and the need to
meet increasingly discriminating customer demands. To compete successfully in today’s
highly competitive global environment companies have made customer satisfaction an
overriding priority. They have also adopted new management approaches, changed their
manufacturing systems and invested in new technologies. These changes have had a

significant influence on management accounting systems (Kirli & Gumus, 2011 ).

2.1 Definition of strategic cost management
In today’s highly competitive environment, cost management has become critical survival

skill for many firms, but it is not sufficient to simply reduce costs instead, costs must be
managed strategically. strategic cost management is the application of cost management
techniques so that they simultaneously improve the strategic position of a firm and reduce
costs , strategic cost management can be applied in service and manufacturing setting
and in not for profit environments (Cooper& Slagmulder , 2003).

According to (Hansen& Mowen , 2006) the concept of strategic cost management is
Decision making that affects the long-term competitive position of a firm must explicitly
consider the strategic elements of a decision. The most important strategic elements for a
firm are its long-term growth and survival. Thus, strategic decision making is choosing
among alternative strategies with the goal of selecting a strategy, or strategies, that
provides a company with reasonable assurance of long-term growth and survival, the key

to achieving this goal is to gain a competitive advantage. Strategic cost management is
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the use of cost data to develop and identify superior strategies that will produce a
sustainable competitive advantage (Hansen& Mowen , 2006).
According to ( Govindarajan & Shank 1992 ) : Strategic cost management can be defined
as the use of cost information to do the following : help formulate and communicate
strategic. And then develop and implement controls that monitor success at achieving
strategic objective. Under this view business management is continuously cycling four
stages process:

1. Formulating strategies.

2. Communicating those strategies throughout the organization.

3. Developing and carrying out tactics to implement the strategies.

4. Developing and implementing controls to monitor the success of the

implementation steps and hence the success in meeting the strategic objective.

The strategic cost management has a broad focus, it is not confined to the continuous
reduction of costs and controlling of costs and it is far more concerned with
Management’s use of cost information for decision making. Strategic cost management is
also not confined to use cost management techniques that reduce costs and improve the
strategic position of a firm at the same time. When most authors talk about strategic cost
management, they are really thinking about cost reduction. However, it is often difficult
to demean the importance of cost factor for the success of company, but the challenge is
to increase revenue, which can be facilitated by strategic cost management. Cost-
management knowledge and information is critical to their organization's success.
Strategic cost management is important to organizations because it is more than focusing
on costs; in the successful companies of the 21st century costs will not be the only most
important factor, but also value and revenue consider critical factors in the success of
companies. So the strategic cost management can be defining as a philosophy, an attitude,
and a set of techniques to contribute in shaping the future of the company (Hilton et al.
2001).
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2.1.1 Strategic Cost Management As a Philosophy
Strategic cost management is a philosophy of improving cost and revenue; strategic cost

management is not only cost management but also revenue management, therefore, it is
seeking to improve productivity, maximize profit, and improve customer satisfaction.
This philosophy plays a vital role in determining the future of the company because it
promotes the idea of continually finding ways to help organizations make the right
decisions to create more customer value at lower cost. An organization's products and
services are measures of customer value through quality products, superior customer
service, fair pricing, etc. Customer value is measured by both the price that customers are
willing to pay and their satisfaction with products and services (McNaughton et al ,2001).
Efficient companies provide products and service that customer’s want by using the
minimum of the organization's scarce resources, while continuously seeking to improve
value, costs, and revenue (Hilton et al. 2001).

2.1.2 Strategic cost management as attitude.
Strategic cost management represents a proactive attitude that all the costs of the products

and services result from management decisions within the company and with customers
and suppliers. Thus, this proactive attitude requires that strategic cost management must
have the following attributes:

e Market orientation: strategic cost management considers customer needs and

competitive behavior.

Holistic overview: strategic cost management takes a broad focus including the

entire value chain and product life cycle.

Anticipatory approach: strategic cost management starts in the product design

stage and aims to influence the future cost position.

Continuous: strategic cost management is a permanent task. It ensures continuous

improvements.

Participation: strategic cost management requires involvement of every employee.
Cross-functional: strategic cost management integrates business functions (Hilton et al.
2001).

14



2.1.3 Strategic cost management as technigues.
Strategic cost management is a set of reliable techniques. These techniques or instruments

may be used individually to support a specific goal or together to serve the overall needs
of the organization. A set of strategic cost-management techniques that function together
to support the organization's goals and activities is called a strategic cost-management
system when designing a cost-management system, we must consider many tradeoffs such
as costs and benefits of cost management system. For example, the "ideal" cost-
management system may provide any desired information, in any desired format, and on
demand to any authorized person in the organization. However, the benefits of such an
ideal system may not justify the cost of building and maintaining such a system. In
general, an organization should seek to build the simplest, most economical cost-
management system that serves the overall needs of management in the contemporary
business environment (Hilton et al. 2001).

The above overview reveals that the strategic cost management: It’s a process that can
control and track the cost throughout all stages of product life cycle to reach to the lower
cost with focusing in analysis the internal and external environment and provide products
and service that satisfy the customers in order to improve the strategic position of the
organization and competitive advantage by using the tools to control and track cost.

Figure (2.1) Strategic Cost Management Concept
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Source : (Hilton et al. 2001)
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2.2 _Factors affecting on strategic cost management
Over the last 25 years, worldwide competitive pressures, deregulation, growth in the

service industry, and advances in information and manufacturing technology have
changed the nature of our economy and caused many manufacturing and service
industries to dramatically change the way in which they operate. These changes, in turn,
have prompted the development of innovative and relevant cost management practices.
For example, activity-based accounting systems have been developed and implemented

in many organizations. Additionally, the focus of strategic cost management accounting
systems has been broadened to enable managers to better serve the needs of customers
and manage the firm’s business processes that are used to create customer value. A firm
can establish a competitive advantage by providing more customer value for less cost than
its competitors. To secure and maintain a competitive advantage, managers seek to
improve time-based performance, quality, and efficiency. Accounting information must
be produced to support these three fundamental organizational goals (Hansen& Mowen ,
2006).

The researcher briefly discusses the primary trends and changes of the business
environment and their effects on accounting and management methods and concepts,
particularly cost accounting and management. The researcher analyze change of the
markets and a greater focus on the customer, shifts in the basis of competition, advances
in the manufacturing and information technologies and finally new forms of management

organization.

2.3 Shifts in the basis of Competition
Prior to the 1989 many organization in western countries operated in a protected

competitive environment, Barriers of communication and geographical distance and
sometimes protected markets, limited the ability of overseas companies to compete in
domestic markets, there was little incentive for firms to maximize efficiency and improve
management practices or to minimize costs, as cost increases could often be passed on to

customers. During the 1980s however manufacturing organization began to encounter
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severe competition form overseas competitors that offered high quality products at low
prices, by establishing global networks for acquiring raw material and distributing goods
overseas, competitors were able to gain access to domestic markets throughout the world,
to be successful companies now have to compete not only against domestic competitors
but also against the best companies in the world ( Dury 2001).

One of the prime uses of inter-firm comparisons by businesses is the need to identify their
own strengths and weaknesses in relation to that of their competitors as part of long term
planning. The forgoing inter-firm comparisons can provide some useful insight into a
competitor’s business (Coates , rickwood , Stacey ,1996).

In order to be compete in the market there is two way can use it Low cost: the primary
focus of this strategy is to achieve low cost relative to competitors. Cost leadership can be
achieved through approaches such as economics of scales in production, learning curve
effects, tight cost control and cost minimization in areas such as research and
development, service, sales force or advertising. Differentiation the primary focus of this
strategy is to differentiate the product offering to create something that customers
perceive as unique. Approaches to product differentiation include brand loyalty, superior
customer service dealer network, product design and features, and product technology
(Govindarajan and Shank, 1992).

2.4 Computer integrated manufacturing
Over a long period of time , manufacturing processes have evolved from labor intensive

methods to more automated processes in which most of the work is accomplished by
machines .This trend continues today as computer integrated — manufacturing or (CIM)
system become more common .A CIM process is fully automated with computers
controlling the entire production process. In CIM systems the types of costs incurred by
the manufacturer are quite different from those in traditional manufacturing environment
(Hansen and Mowen2006).
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2.5 Time based competition
Response time , lead time , on time , and downtime are a among the many time based

phrases that dot the conversations of today managers why are managers so concerned
with time , in the global competitive environment , time has become a crucial element in
many companies strategies for success , by reducing the time it takes to develop a new
product and getting the product on the market more quickly a company can gain an
important a advantage over its competitors (Hilton, R., 2001).

Time is a crucial element in all phases of the value chain. Firms can reduce time to
market by redesigning products and processes, by eliminating waste, and by eliminating
Non -value-added activities. Firms can reduce the time spent on delivery of products or
services, reworking a product, and unnecessary movements of materials and
Subassemblies. Decreasing non-value-added time appears to go hand-in-hand with
increasing quality. With quality improvements, the need for rework decreases, and the
time to produce a good product decreases. The overall objective is to increase customer
responsiveness. Time and product life cycles are related. The rate of technological
innovation has increased for many industries, and the life of a particular product can be
quite short. Managers must be able to respond quickly and decisively to changing market
conditions. Hewlett- Packard has found that it is better to be 50 percent over budget in
new product development than to be six months late. This correlation between cost and

time is a part of the cost management system (Hansen and Mowen2006).

2.6 Focus in customer
In order to compete in today’s competitive environment companies are having to become

more customer driven and make customer satisfaction an overriding priority, customers
are demanding ever improving levels of service in cost, quality, reliability, delivery, and
the choice of innovative new products, In addition to concentrating on these factors
organizations are adopting new management approaches in their quest to achieve
customer satisfaction. Since customers will buy the product with the lowest price all other

things being equal keeping costs low and being cost efficient provides an organization
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with a strong competitive advantage, Firms are concentrating on the delivery of value to
the customer with the objective of establishing a competitive advantage. Accountants and
managers refer to a firm’s value chain as the set of activities required to design, develop,
produce, market, and deliver products and services to customers. As a result, a key
question to be asked about any process or activity is whether it is important to the
customer. The cost management system must track information relating to a wide variety
of activities important to customers (e.g., product quality, environmental performance,
new product development, and delivery performance). Customers now count the delivery
of the product or service as part of the product. Companies must compete not only in
technological and manufacturing terms but also in terms of the speed of delivery and

response (Hansen and Mowen2006).

2.7 _Service verse manufacturing firms
The service sector occupies a growing in the united stated economy. moreover , several

key service industrial have been deregulated by the government , the telecommunication ,
financial services and airline industrial are among them, managerial accounting must
adopted to meet the needs of managers in those industries . the key difference between
service and manufacturing firm is that most services are consumed as they are produced
(Hilton , R., 2001).

2.8 Advances in Information Technology
One of the advances relate to information technology is intimately connected with

computer-integrated applications. With automated manufacturing, computers are used to
monitor and control operations. Because a computer is being used, a considerable amount
of useful information can be collected, and managers can be informed about what is
happening within an organization almost as it happens. It is now possible to track
products continuously as they move through the factory and to report (on a real-time
basis) such information as units produced, material used, scrap generated, and product
cost. The outcome is an operational information system that fully integrates

manufacturing with marketing and accounting data. Enterprise resource planning (ERP)
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software has the objective of providing an integrated system capability-a system that can
run all the operations of a company and provide access to real-time data from the various
functional areas of a company. Using this real-time data enables managers to
continuously improve the efficiency of organizational units and processes. To support
continuous improvement, information that is timely, accurate, and detailed is needed.
Automation and integration increase both the quantity and the timeliness of information.
For managers to fully exploit the value of the more complex information system, they
must have access to the data of the system they must be able to extract and analyze the
data from the information system quickly and efficiently. This, in turn, implies that the

tools for analysis must be powerful. ((Hansen and Mowen ,2006)

2.9 E.Commerce
Electronic commerce (e-commerce) is any form of business that is executed using

information and communications technology. Internet trading, electronic data
interchange, and bar coding are examples of e-commerce. Internet trading allows buyers
and sellers to come together and execute transactions from diverse locations and
circumstances. Internet trading allows a company to act as a virtual organization, thus
reducing overhead. Electronic data interchange (EDI) involves the exchange of
documents between computers using telephone lines and is widely used for purchasing
and distribution. The sharing of information among trading partners reduces costs and
improves customer relations, thus leading to a stronger competitive position. EDI is an
integral part of supply chain management (value-chain management). Supply chain
management is the management of products and services from the acquisition of raw
materials through manufacturing, warehousing, distribution, wholesaling, and retailing.
The emergence of EDI and supply chain management has increased the importance of
costing out activities in the value chain and determining the cost to the company of

different suppliers and customers (Hansen and Mowen , 2006)
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2.10 New Product Development
A high proportion of production costs are committed during the development and design

stage of new products. The effects of product development decisions on other parts of the
firm’s value chain are now widely acknowledged. This recognition has produced a
demand for more sophisticated cost management procedures relating to new product
development procedures such as target costing and activity-based management. Target
costing encourages managers to assess the overall cost impact of product designs over the
product’s life cycle and simultaneously provides incentives t0 make design changes to
reduce costs. Activity-based management identifies the activities produced at each stage
of the development process and assesses their costs. Activity-based management is
complimentary to target costing because it enables managers to identify the activities that
do not add value and then eliminate them so that overall life cycle costs can be reduced
(Hansen and Mowen , 2006).

2.11 Obijectives of Strategic Cost Management
Change is an imprint of contemporary business environment that cannot be avoided. In

the 21st century, strategic cost management is facing just such a challenge. Strategic cost

management has both the opportunity - and difficult task - of defining and shaping its
own future as well as the future of companies. Trends and changes in the business
environment such as: increase of global competition, increasingly demanding customers
and shareholders, and rapid advances in information and manufacturing technology -
traditional cost management may be not adaptable to these events (McNair ,2000). In fact,
there are many cost management systems, have been offered many solutions for
companies, but their primary concern was cost reduction as result, the late 20th century
found organizations anxiously to, not deciding, their future.

The key is that costs must be viewed by looking simultaneously at the value they provide.

Strategic cost management must recognize that cost/value and revenue are
complementary, not competing terms - both must be understood if an organization is to

intelligently choose its customers and markets (McNair ,2000). Strategic cost
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management must bridge the gap between cost and value as well as between the language
of the market and the language of the business. Traditional cost management during the
20th century faced many criticisms which are explained above; however, strategic cost
management during 21st century faces a future that will be unique and rewarding
compared to its current realities. According to McNair ,2000). The key objective and
shifts that define this transition are
1. The dominant focus
. The trend and perspective

. The primary concern

. Cost analysis

2

3

4. The primary role
5

6. Key disciplines
2

. Management responsibility

2.11.1The dominant focus
Traditionally, cost management has been concerned with internal issues including

e Emphasizing the current costs of production

e Allocating the pool of shared resources to various products and services

e Summarizing results
These have been the dominant activities that defined cost management practice
throughout most of the 20st century
In the emerging world of 21°' century strategic cost management however recognition is
increasing that external events and relationships define and constrain the costs and
potential profits of a firm , with this recognition has come a rapid increase in tools and
techniques that measure key external relationships , identify the relative costs and benefits
of different products and customer segments and support the search for competitive
advantage. (McNair ,2000).

22



2.11.2Trend and Perspective
Traditional cost management has focused on the notion of value added (selling

price less cost of purchased raw materials) under the mistake impression that this is the
only area in which a firm can influence costs.
The value chain can be quite misleading for at least three reason

1. It arbitrarily distinguishes between raw materials and many other purchased inputs.
Purchased services such as maintenance or professional consulting services are
treated differently than raw materials purchased.

2. Value added does not point out the potential to exploit the linkages between a firm
and its suppliers or between a firm and its customers with a view to reducing costs
or enhancing differentiation.

3. Competitive advantage cannot be fully explored without considering the
interaction between purchased raw materials and other cost elements (e.g.
purchasing higher-quality, higher-priced raw material could reduce scrap
significantly and thus lower total cost).

Strategic cost management-perspective is based on value chain analysis is more
meaningful way to manage costs, improve profits, and explore competitive advantage.
(McNair ,2000).

2.11.3 The primary concern
Strategic cost management has always been obsessed with the cost estimate defining,

improving, and using it , finding ever better ways to match resources to their uses , the
profession has faced the formidable task of providing reliable , timely cost estimates in a
world of shared resources and change never an easy task.

Currently, the need to understand the cost of specific course of action or potential
opportunity remains though the focus has shifted from precision to relevance. The goal of
strategic cost management is to more thoroughly understand measure and portray the cost,
value revenue relationships that define a firm’s competitive position and long term

success. Clearly not every dolor of cost is equal. Some costs lead directly to customer
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value creation and profits, others do not. Knowing which cost, activities and efforts yield
the optimal return to the firm and its stakeholders is the new objective the raison of 21

century cost management (McNair, 2000).

2.11.4 Cost driver
In strategic cost management its acknowledged that cost is caused or driven by many

factors that are interrelated in complex ways , understanding cost behavior mean
understanding the complex interplay of the set if cost drivers at work in any given
situation. In management accounting cost is a function , primarily of only one cost driver
, output volume . cost concept related to output volume permeate the thinking and the
writing about cost : fixed variable cost , average cost verse marginal cost , cost volume
profit analysis break even analysis , flexible budget and contribution margin , in strategic
cost management output volume as such is seen to capture very little of the richness of
cost behavior , management accounting in this regard tends to draw upon the simple
models of basic microeconomic, strategic cost management in other hand tends to draw

upon the richer models of the economics of industrial organization (McNair ,2000).

2.11.5 Key disciplines
Strategic cost management has always been seen as an extension of accounting and

finance in some ways, a poor relation to these disciplines.

Cost analyst have often felt that they got no respect with the world if finance and
accounting , cost management was simply the source of budget estimated and the keeper
of cost allocation schemes . Cost was but a small part of the larger world of finance.

As any modern strategic cost management expert can attest the profession is rapidly
trading in its financial identity for one that reflects key tenets of marketing and economics
the question of the day in most companies is not, what does this cost? But rather, how
much value is being created for customers with this expenditure? The goal is not to
develop standards that support inventory valuation and balance the general ledger instead
strategic cost management experts seek to help their firm understand and leverage their

recourses and competencies to create a competitive advantage. Strategic cost management
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will serve to bridge the gap between fiancé and marketing between customer value and
shareholder value (McNair, 2000).

2.11.6Management responsibility
The traditional finance manager has often been more of a follower then a leader, reacting

to requests and events rather than anticipating them. In this reactive role, strategic cost
management has often needed to rely on accounting data and a hodgepodge of operating
information as it pieced together reports and analyses. Strategic cost management was
more apt to attend and assist during the phasing out rather than the inaugural stages of
projects, as the 21% century unfolds. The unique knowledge and skills of the cost
management professional are being increasingly turned toward assessing and shaping the
future. in this new business environment cost professionals must be proactive , exhibiting
leadership skills as they work on teams and with other organization to find new ways for
their firm to compete. Strategic cost management professionals have unique capabilities
that enable them to both identify opportunities and assess them. No other discipline has
access to the rich knowledge that strategic cost management professionals have come to
take granted (McNair, 2000).

2.11.7 The primary role.
The literature of the industry offers significant proof that the key role played by strategic

cost management in organization has been one of scorekeeper and police officer, strategic
cost management kept the facts and sought the truth, internal control and various forms of
management control dominated. The arrival of the cost accountant at a manager's desk
was often accompanied by a sudden onset of heartburn some problem had turned up,
some error had been made. As the profession makes the transition to the 21* century
evidence increasingly shows that it is abandoning such traditional roles and analyst,
shared service structures in the finance area have created these internal consulting
opportunities. strategic cost management is emerging as the source of information and

analysts, of insights and opportunities (McNair ,2000).
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Chapter Three
Strategic Cost Management Tools

3.1 INTRODUCTION
Currently, economic and technological developments are growing faster in an

unprecedented way. The outcome is changing a great deal of concepts, transactions, and
increasing competition all over the world. In addition, the improvements in information
technology, communication means, and production systems open new horizons. To
respond, organizations should create sustainable competitive advantages to maintain
current customers and acquire more customers. Strategic management is the best means to

exceed rivals at short and long runs ( EI-Dyasty no Date)

3.2 Value Chain Management Concept
An important concept that highlights the role of information technology in competition is

the value china; this concept divides a company’s activities into the technologically and
economically distinct activities it performs to do business. The value company creates is
measured by the amount that buyers are willing to pay for a product or service (Porter,
1998).

Define value chain management is to gain competitive advantage over its rivals, a
company must either perform these activities at a lower cost or perform them in a way
that leads to differentiation and premium price (more value). In the strategic framework
managing costs effectively required a broad focus , external to the firm , this focus to the
value chain , the value chain for any firm in any business in the linked set of value
creating activities all the way from basic raw material sources for component suppliers
through to the ultimate end use product delivered into the final consumers hands , this
focus is external to the firm , seeing each firm in the context of the overall chain of value
creating activities of which it is only a part ,from basic raw material components to end

use consumers (Shank and Govindarajan , 1993).
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3.2.14 company’s Value Activities Fall Into Nine Generic Categories (Ritson , Neil.,

2008).

Primary activities are those involved in the physical creation of the product .Support

activities provide the inputs and infrastructure that allow the primary activities to take

place.

Primary activity

Inbound logistics: this deal with the delivery, movement and handling of raw

materials from suppliers.

Operations: transformational activities which create end products from raw

materials, inputs.

Outbound logistics: Refers to the processes which transfer products to distribution

channels.

Marketing / sales: includes such activities as advertising, promotion, product mix,

pricing, working with buyers and wholesalers and sales force issues.

Service: customer service issues include warranty, repair, installation, customer

support, product adjustment and modification.

The support activities

Procurement: firm’s purchasing of material and supplies for its activities.

Technology development: focuses on improving the processes in primary value

adding activity.

Human resource management: hiring, training, compensating, developing and

relation with the firm’s people.

Infrastructure: abroad term for such activities as finance, accounting, legal,

government relations.

27



e A company’s value chain is a system of interdependent activities, which are
connected by linkages. Linkages exist when the way in which one activity is
performed affects the cost or effectiveness of other activity is performed affects

the cost or effectiveness of other activities.

Figure (3.1) supply chain management model

—_support activities }Firm Infrastructure \
Human Resource Management \
Technology Development \
#’rocuremen{ \

Inbound |Operations| Outbound | Marketing | Service
Logistics Logistics | & Sales

| primary akctivities |

Source : (Ritson , Neil., 2008)

3.2.2 The Strategic Importance Of Supply China Management.
Choosing an optimal strategic position requires managers to understand the activities that

contribute to its achievement. Successful pursuit of a sound strategic position mandates
an understanding of the industrial value chain. Every company’s business consists of a
collection of activities undertaken in the course of designing, producing, marketing,
delivering, and supporting its product or service. A company’s value chain consists of the
linked set of value-creating activities the company performs internally. The value chain
includes a profit margin because a markup over the cost of performing the firm’s value-
creating activities is customarily part of the price (or total cost) borne by buyers a
fundamental objective of every enterprise is to create and deliver a value to buyers whose
margin over cost yields an attractive profit The central idea of the analysis is to break up
“the chain of activities that runs from basic raw materials to end-use customers into
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strategically relevant segments in order to understand the behavior of costs and the
sources of differentiation . Value chain analysis gives us a framework of activities those
inside and outside a firm, and makes the competitive strength of the firm combine
together. So, it assesses the value of each activity which increases the products and
services to a firm. The ability to perform particular activities and to manage the linkages
between these activities is a source of competitive advantage. Value chain analysis is a
way of assessing competitive advantage by determining the strategic advantages and
disadvantages of the full range of activities that shape the final offering to the end user.
The goal of a firm is to maximize value creation and at the same time to reduce costs by
minimizing. The costs and value drivers have been determined by every value activity.
The value chain analysis has opened a road for the management with a powerful analysis
tool of the strategic planning. The competition between enterprise and the first kind
competitor mainly is embodied in the price, production, service quality and marketing
measures. Through “value chain analysis” to competitors, enterprise can find out their
every unit value activity and analyze them how to perform value activities, through
adopting the same analysis method with the method of value chain analysis for enterprise
itself (Kirli & Gumus , 2011).
Shank and Govindarajan (1993), Donelan and Kaplan (1998) and Blocher et al.
(1999) stated that using value chain analysis for strategic cost management could
help a company to assess and improve its strategic position :
» By improving quality by providing better understanding of customer requirements
* When products are assembled from multiple input sources (e.g. cars, computers...).
« Providing a way to evaluate competitive cost position and thereby improving
 Strategic positioning.
» Reducing time when there is a great deal of interdependency between the
 Participants in a value chain.
« Reducing cost by focusing attention on areas needing cost reduction and by

» Reconfiguring the value chain (Kirli & Gumus , 2011).
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Based on the information provided above, the researcher offers the conclusion that the
value chain analysis is a way of assessing competitive advantage by determining the
strategic advantages and disadvantages of the full range of activities that shape the final
offering to the end user. By implementation of value chain costing, the combined costs of
all the various activities in a company’s value chain can define the company’s internal
cost structure. The value chain costing depends on ‘“value creation”. On the other hand,
traditional management accounting has been “value added-oriented” which is a very
narrow approach in today’s' competitive environment. Today’s cost accountant must
understand many functions of a business’s value chain, from manufacturing to marketing
to distribution to customer service. The company’s internal accountants have moved
beyond the traditional manufacturing cost approach to a more inclusive approach. This
newer approach to product costing may take into account the costs of the value-chain
activities defined by initial design and engineering, manufacturing, distribution, sales, and

service.

3.3 Product Life Cycle
Traditional management accounting control procedures have focused primarily on the

manufacturing stage of a products life cycle , pre-manufacturing cost such as research and
development and design and post-manufacturing abandonment and disposal costs are
treated as period costs therefore they are not incorporated in the product cost calculations
, hor are they subject to the conventional management accounting control procedures .

Life cycle costing estimates and accumulates costs over a products entire life cycle in
order to determine whether the profits earned during the manufacturing phase will cover
the costs incurred during the different stages of products life cycle provides an insight
into understanding and managing the total costs incurred throughout its life cycle , in
particular life cycle costing helps management to understand the cost consequences of
developing and making a product and to identify areas in which cost reduction efforts are

likely to be most effective (Drury , 2001).
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The issue of life cycle costing arrives in the context of at least two aspects: one related to
the development of new products, the other in the evaluation of strategic investments

The first refers to the application of life cycle costing to identify measure and evaluate the
costs associated with the entire life cycle of a new product, especially in the case of
complex and durable products. The second concerns the application of LCC as a tool for
comparative analysis of long-term investment projects and in managing the cost of a new
product. (Testa, et al ,2011)

The application of LCC in the management of the product can be seen from two distinct
perspectives:

1. From the economic perspective of a producer, to support management in planning and
managing the product throughout its life cycle, calculations consist of the estimation of
the costs of design, engineering, industrialization and production of a new product and in
the analysis of these costs throughout the life cycle.

2. From the economic perspective of a customer, or as an aid in the purchasing stage
aimed at determining the total cost for the entire life cycle. The LCC aspect of the
concept of total Cost of Ownership (TCO) is defined as a philosophy of cost calculation
aimed at determining the total cost of purchase, possession and use of a particular product
(Testa, et al ,2011)

The product life cycle is most frequently understood to mean the life cycle of a particular
product on the market. From this perspective the product life cycle involves multiple
stages from product introduction onto the market, through the stages of growth, maturity
and decline to the actual taking out of the product from the company’s manufacturing
programmer. However, if we are to respect the requirements of customers and society in a
comprehensive manner, we need a broader concept of the product life cycle that also
involves the value the product brings to customers and society. Life cycle management in
this broader sense focuses on three main areas in the management of product life cycle
cost: the costs incurred by the company (manufacturer), user costs and society costs,

The objective of product life cycle cost management is to maximize the value (benefits)
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of a product while controlling the costs on the part of the manufacturer, user and society.
The manufacturer’s costs include the costs of activities carried out, for example, as part of
product planning, design, development, assembly, distribution and servicing. These are all
costs incurred from the moment of a request for product delivery until the moment of
dispatching the product to the customer. The user costs entail the costs of activities
carried out by the user. They cover the period from delivering the product until
termination of its economic life span. This may also include the recycling and disposal
costs that are paid by the user. Society costs comprise the costs that constitute a burden to
society at the product manufacturing and use stages, particularly the costs related to the
recycling of materials and the impact of the manufacturing and use of the product on the

environment. (Freiberg , F., & Sujova, E ., 2011)
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Figure (3.2) Life Cycle Cost Management Model .
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3.3.1 The Strateqgic Importance For Product Life Cycle

Product life cycle cost analysis forms an important part of product life cycle management.
This is a technique for comprehensive assessment of the product costs from the product
idea stage to termination of its life cycle. This makes it possible to analyze product costs
throughout the various stages of its life span, as well as the interaction between the cost
elements with a view to identify an optimal choice for the product variant in terms of cost.
Incorporating life cycle costs as a parameter into the product development process
(systems, facilities, projects) facilitates the development of cost-effective products that
are interesting for the buyer both in terms of the purchasing price and in terms of
operational and logistical costs as well as recycling or disposal costs.
(Freiberg , F., & Sujova, E ., 2011)
Following the product throughout its life cycle ensures a useful flow of information to all
business functions regarding the elements that determine the success of a product,
allowing them to react promptly and effectively to resolve any weaknesses. From this
perspective, Life Cycle Costing moves from a mere trend costing instrument to assuming
a key role in the support strategies and decisions of business management
The two features for product life cycle are in the following (Asiedu ,Y& Gu, P,.1998).

e Cost reduction

e Revenue enhancement

Cost Reduction

Cost reduction, not cost control, is the emphasis of life-cycle cost management. Cost
reduction strategies should explicitly recognize that actions taken in the early stages of the
production life cycle can lower costs for later production and consumption stages.

Since 90 percent or more of a product’s life-cycle costs are determined during the
development stage, it makes sense to emphasize management of activities during this
phase of a product’s existence. (Asiedu ,Y & Gu, P,. 1998)
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Revenue enhancement

Revenue-generating approaches depend on marketing life-cycle stages and on customer
value effect. Pricing strategy, for example, varies with stages. In the introductory stage,

as mentioned earlier, higher prices can be charged because customers are less price
sensitive and more interested in performance.

In the maturity stage, customers are highly sensitive to both price and performance.

This suggests that adding features, increasing durability, improving maintainability, and
offering customized products may all be good strategies to follow. In the decline stage,
revenues may be enhanced by finding new uses and new customers for the product.
(Asiedu ,Y& Gu, P,.1998)

3.4 Target Cost
In today’s rapidly changing business environment, product innovation is one of the keys

to a company’s survival and competitiveness. Manufacturers can no longer produce and
market large volumes of standard products with a relatively stable market and
technological climate. There has been a shift toward unstable, rapidly changing markets
and technologies. To implement market-driven management across the organization,
measurement and cost control systems must be designed to motivate the desired
consumer-oriented behavior. The strategies that determine the direction of product
innovation have become crucial to corporate management. Industrial marketers play a
major role in product innovation, and cost accounting must support this role.

Cost management methods must help with the production of new products which meet
customer demands at the lowest cost, as well as with cost reduction of existing products
by eliminating waste. (Gagne& Discenza , 2000 )

Strategic management accountants have recognized that traditional methods (for example,
standard costing) may not work well in the modern competitive environment and have
responded. Traditional costing systems have been modified to promote automated
factories, standardized parts and reduced lead times, all in an atmosphere of restructuring

and globalization. Strategic management accountants also need to modify cost methods to
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promote the successful introduction of new products. One of the ways they can do this is

through target costing. (Gagne& Discenza .,2000 )

3.4.1 Definition Of The Target Cost
Target costing is an important technique for managing product costs during the design

stage It is essentially concerned with setting a target cost to be achieved in the product
development process, such that a sufficient profit margin is realized when the product is
introduced into the market . (Dekker& Smidt , 2003)

Traditional cost product development starts with a basic product design developed in the
research and development branch of the firm , the initial idea for the product may have
come from the market ,After the basic product design has been developed the price is
typically found by adding all costs and desired profit margin . if this price is acceptable in
the market is only experienced when the product is actually introduced and offered to
potential customers, of it is more than the attainable market price for the product, the
product has to be redesigned until the market price can be met , and it calculated as
fellow(Hergeth , H,.2001):

Selling price = cost of product + target profit margin

In other side the target costing approach brings the management accountant into the
process at the early planning stage. The management accountant is contributing to the
early decisions should the company be making this kind of product? What constraints
need to be applied in the design stage? Is the market demand consistent with our
projections? Can we achieve the determined return in this competitive of a market?

Target Cost =Target Price - Desired Profit (Robin Coope,r 1998).
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Figure (3.3) The Different Between Traditional Cost Approach For Reducing Cost
And Target Cost Model’.
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3.4.2 Target Costing has the Following Properties (Monden &Hamada 1991)
e Target costing is applied in the developing and designing stage and it is

different stages , but it is one which intends to reduce costs.

e Target costing is not a management method for cost control in a traditional
sense , but it is one which intends to reduce costs.

e In the target costing process , many methods of management science are used ,
because the managerial objects of target costing include the techniques of
development and product design

e The cooperation of many departments is needed in the execution of target

costing.

3.4.3 The Strategic Importance for Target Costing
Target costing is a market-oriented approach focused on achievement of low costs that

are regarded as the basis for gaining competitive advantage. This concept is based on the
idea that the costs of a future product should be managed in the earliest phases of the
product’s life cycle because these phases offer the biggest possibilities for significant cost
reduction. Namely, since changed business environment is characterized by the
application of new production and information technologies, diversified demand on the
part of the customers and shortened product’s life cycle, the costs that occur prior to the
production phase tend to increase. Under these conditions, the product design phase
determines 80% of total costs, so that the highest potential for successful cost reduction
lies in the ascending phases of the product’s life cycle. The chances of cost reduction are
limited with progressing from product design phase. It means that they become limited
when the production phase starts. Due to its chances in the process of cost reduction,
target costing becomes a strategic tool that the company’s management uses in the
process of gaining competitive advantage. Moreover, target costing is not only regarded
as the strategic tool for cost reduction, but it is also significant for profit planning. (Antic,
L & Novicevi¢, B ,. 2011)

38



Once the target cost has been set for the entire product, the engineers next determine the
target costs for each component in the product. The value engineering process examines
the design of each component to determine whether it is possible to reduce costs while
maintaining functionality and performance. All of these decisions and trade-offs are best
made during the R&D stage when the product’s design is still fluid rather than during the
manufacturing stage when it is far more costly to do a major redesign of a product.
Several iterations of value engineering usually are needed before the final target cost gets
achieved. Two other differences characterize the target costing process. First, throughout
the entire process, cross-functional product teams made up of individuals representing
the entire value chain both inside and outside the organization. For example, it is not
uncommon for a team to consist of people from inside the organization (such as design
engineering, manufacturing operations, management accounting, and marketing) and
representatives from outside the organization (including suppliers, customers,
distributors, and waste disposers). A second difference is that suppliers play a critical role
in making target costing work. Often the company asks its suppliers to participate in
finding ways to reduce the cost of specific components or an entire subassembly or
module. Companies offer incentive plans to suppliers who come up with the largest cost
reduction ideas. As companies work more closely with their suppliers during the R&E
stage, they use a set of methods collectively known as supply chain management.
Supply chain management develops cooperative, mutually beneficial, long-term
relationships between buyers and suppliers. The benefits are many. For example, as trust
develops between buyer and supplier, decisions about how to resolve cost reduction
problems can be made with shared information about various aspects of each other’s
operations. In some organizations, the buyer may even expend resources to train the
supplier’s employees in some aspect of the business, or a supplier may assign one of its
employees to work with the buyer to understand a new product. Such interactions are
quite different from the short-term, arms-length relationships that are characteristic of a

transactions based buyer, seller relationship (Atkinson, A.,et al,.2012).
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The researcher summarizes the difference between the target cost and traditional cost for
managing cost since the target cost showed the integration and compatibility between the
target cost and the characteristics and goals of strategic cost management. As is clear
above that the target cost is one of the effective tools for managing cost in comprehensive
and integrative way with the concept of supply chain management and product life cycle.
And it also focused on achievement of low costs that are regarded as the basis for gaining
competitive advantage. This concept is based on the idea that the costs of a future product
should be managed in the earliest phases of the product’s life cycle because these phases

offer the biggest possibilities for significant cost reduction.

3.5 Activity Based Costing / Management
Many firms operate in rapidly changing environments. Typically, these firms face stiff

national and international competition. This stringent competitive environment demands
that firms offer customized products and services to diverse customer segments. The
firms must find cost efficient ways of producing high-variety, low-volume products. To
find ways to improve performance, firms operating in this kind of environment not only
must know what it currently costs to do things, but they must also evaluate why and how
they do things. Improving performance translates into constantly searching for ways to
eliminate waste a process known as continuous improvement. Activity-based costing
and activity based management are important tools in this ongoing improvement effort
ABC is not a method of costing, but a technique for managing the organization better. It
is a one-off exercise which measures the cost and performance of activities, resources and
the objects which consume them in order to generate more accurate and meaningful
information for decision-making. (CIMA,. 2011)

Activity based costing (ABC) assigns manufacturing overhead costs to products in a more
logical manner than the traditional approach of simply allocating costs on the basis of

machine hours. Activity based costing first assigns costs to the activities that are the real
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cause of the overhead. It then assigns the cost of those activities only to the products that

are actually demanding the activities @ .

3.5.1 The Relationship Between Activity Based And Activity Based

Management

Activity-based management (ABM) is a system wide, integrated approach that focuses

management’s attention on activities with the objectives of improving customer

value and the profit achieved by providing this value. ABC is the major source of

information for activity-based management ( Hansen & Mowen., 2006 ).

Management gains a thorough understanding of its business processes and cost behavior

during the ABC analysis process; and also management applies the insights gained during

ABC fact gathering and analysis to improve decision making at both operating and

strategic levels. This is the essence of ABM.

ABC prompts managers to ask the right questions. ABC becomes ABM (management)
when it is used to:( CIMA,2011)

Design products and services that meet or exceed Customers' expectations and can
be produced and delivered at a profit;

Signal where either continuous or discontinuous (re-engineering) improvements in
quality, efficiency and speed are needed;

Guide product mix and investment decisions; choose among alternative suppliers;
Negotiate about price, product features, quality, delivery and service with
customers;

Employ efficient and effective distribution and service processes to target market
and customer segments;

Improve the value of an organization’s products and services.

(*) http://www.accountingcoach.com/online-accounting-course/35Xpg01.html.
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Activity Based Management has Two Dimensions: a cost Dimension and a process
Dimension.

The cost dimension provides cost information about resources, activities, and cost objects
of interests such as products, customers, suppliers, and distribution channels. The
objective of the cost dimension is improving the accuracy of cost assignments. As the
model suggests bellow, the cost of resources is traced to activities, and then the cost of
activities is assigned to cost objects. This activity-based costing dimension is useful for
product costing, strategic cost management, and tactical analysis. The second dimension,
the process dimension, provides information about what activities are performed, why
they are performed, and how well they are performed. This dimension’s objective is cost
reduction. It is this dimension that provides the ability to engage in and measure
continuous improvement ( Hansen and Mowon 2006 ).

Figure (3.4) Cost Dimension and A process Dimension’
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3.5.2 The Strategic Importance For Activity Based Costing / Management.
ABC/M systems continue to gain acceptance as a tool useful for managing costs,

improving the value received by customer and the profits by providing this value. The
greater use of information technologies, mass customization, and globalization has
increased competitive pressures and has created a greater need for cost management
techniques. Many organizations have realized that one cost system is not enough and that
traditional methods need to be supplemented with cost management. ABC/M systems can
provide information to support specific management decisions such as outsourcing,
budgeting, reengineering and determining customer profitability. (Cooper, R. & Kaplan,
R,.1998).

To achieve continuous improvement, management needs accurate and timely information
about the work done (activities) and the objects of that work (e.g. products, services and
customers). But gaining more accurate cost information through ABC is only half the
battle. The real key to success is to use ABC information to identify appropriate
strategies, improve product design, and remove waste from operating activities.
Comepetitive conditions dictate that companies must deliver products the customers want,
on time, and at the lowest possible cost. That means an organization must continually
strive for cost improvement. The heart of ABC and ABM is the activity. Cost
management focuses on the performance of each activity and its resulting use of
resources. Managing activities better is the key to permanent cost reduction. Reducing
cost is only one of several focal points of ABM. Improving quality, flexibility, and
service - the importance of which vary from one business to another - is also central to
ABM. Cost reduction is best achieved by changing the way activities are used or
performed, then redeploying resources freed by the improvement. Finally, to attain those
benefits, a company should develop and implement integrated cost management such as
target costing, life cycle costing, and activity-based costing and management successfully.
This requires many factors such as top management support, commitment to work, cross-

functional teams, employee education and training, etc (Turney, 1996 ).
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Based on the information provided above, the researcher offers the conclusion that
activity based costing is an effective cost tool applied together with other cost tools in
order to measure the cost , objects, activities , resources , connect the activities with
resources , link the activities with the objects cost .

Applying the activity based costing /management works to improve the efficiency and
effectiveness of the operation, increasing the competitive advantages and the value of

organizations.

3.6 _Competitive Advantage Analysis
Nowadays, enterprises have entered the era of low profit and increasing competition.

And they also behave more and more similar to each other. Competition is already up to
the strategic level and becomes the key to success. Therefore, under the competitive
environment, achieving competitive advantage is considered as the ability for a company
to stay ahead of present or potential competition (Porter, 1985).

Porter (1985) define “Competitive Advantage” that competitive advantage comes from
the values business creates for customers, and he defined competitive advantage as a
company having a long-term, unique and advantageous competitive position relative to
other competitors. He argued that competition is the key to success and determines all the
activities related to the company’s overall performance, such as: innovation, cultural
cohesion and the efficiency of implementation; while advantage means company can gain

ascendancy in any environment.

3.6.1 Strategic Position Analysis
The strategic position is concerned with the impact on strategy of the external

environment, internal resources and competences, and the expectations and influence of
stakeholders.

The important of strategic position analysis is: organizational capability analysis |,
environmental analysis ,competitive forces analysis , strength , weaknesses , opportunities

, threats analysis ,core competencies analysis .
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3.6.2 _Environmental Analysis
Environmental analysis can be described as “the study of the organizational environment

to pinpoint environmental factors that can significantly influence organizational
operations. With this type of analysis it is possible to improve understanding of the
makeup and extent of uncertainty in the environment, to figure out the opportunities
available worth seizing and the threats that need to be dealt with. It provides executives
with a high degree of sensitivity to signals from the environment, allowing businesses to
react strategically ahead of time. It enables businesses to match their capabilities to the
external environment through creating and implementing relevant strategy. It allows
proactive management to establish the extent to which it can increase the control of the
business over its environment. It also helps provide an understanding of the key dynamics
at play both inside and outside the business. It increases the chances that the strategy
developed will provide a suitable response to the environment. The environmental
analysis includes the political, economic, social, technology situation.

(Zhang, X ,. 2008)

3.6.3 Organizational Capability Analysis
The capabilities use of a company’s unique capability to develop and implement the

competitive strategy and access the competitive advantage. Capability as the abilities
companies have to achieve specific business goals through allocation of resources. a very
successful company must pay attention to its behaviors, that is, the organization activities
and business processes, and consider improving these activities and processes as a
primary strategic objective. Therefore, they proposed the concept of overall capacity as
the collective skills and knowledge within the organizational members and the
organizational procedures of people interact with each other in the organization (Zhang,
X, 2008)
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3.6.4 Competitive Forces Analysis
Figure (3.5) The five forces that shape industry competition
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Source : (Porter, 1985)
Michael Porter’s five forces model is based on the insight that a corporate strategy should
meet the opportunities and threats in the organizations external environment. Especially,
competitive strategy should based on an understanding of industry structures and the way
they change. These forces determine the intensity of competition and hence the
profitability and attractiveness of an industry. The objective of corporate strategy should
be to modify these competitive forces in a way that improves the position of the
organization. Porter’s model supports analysis of the driving forces in an industry. Based
on the information derived from the Porter’s five forces Analysis, management can decide

how to influence or to exploit particular characteristics of their industry.
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The Competitive Forces analysis is made by the identification of five fundamental

competitive forces (Porter, 1985).

e The entry of competitors (how easy or difficult is it for new entrants to start to
compete, which barriers do exist)

e The threat of substitutes (how easy can our product or service be substituted,
especially cheaper)

e The bargaining power of buyers (how strong is the position of buyers, can they
work together to order large volumes)

e The bargaining power of suppliers (how strong is the position of sellers, are there
many or only few potential suppliers, is there a monopoly)

e The rivalry among the existing players (is there a strong competition between the

existing players, is one player very dominant or all equal in strength/size)

3.6.5_Strengths, Weaknesses, Opportunities, and Threats Analysis
SWOT Analysis is a strategic planning method used to evaluate the Strengths,

weaknesses, Opportunities, and Threats involved in a project or in a business venture. It
involves specifying the objective of the business venture or project and identifying the
internal and external factors that are favorable and unfavorable to achieve that objective
e Strengths: characteristics of the business or team that give it an advantage over
others in the industry.
e Weaknesses: are characteristics that place the firm at a disadvantage relative to
others.
e Opportunities: external chances to make greater sales or profits in the
environment.
e Threats: external elements in the environment that could cause trouble for the
business.
Identification of SWOTSs are essential because subsequent steps in the process of planning

for achievement of the selected objective may be derived from the SWOTSs. First, the
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decision makers have to determine whether the objective is attainable, given the SWOTSs.
If the objective is NOT attainable a different objective must be selected and the process
repeated. The aim of any SWOT Analysis is to identify the key internal and external
factors that are important to achieving the objective. These come from within the

company’s unique value chain. ( Porter 1985)

3.6.6 _Core Competencies
Core competencies are a set of unique internal skills processes and systems that provide

competitive advantage in the market. A good way to think of core competency analysis is
to list the values of both product and service from the point of manufacturer or
distribution to consumption. In what activities or skills does your company add value
better than competitors? Are you better at research? Distribution? Marketing or Selling?
Or perhaps manufacturing? In what functional discipline does your company add value
for the customers? Core Competency analysis provides an opportunity to insightfully
look at the skills processes and system of the company. Another advantage of developing
a short list of distinctive, unique core competencies is that it will lead to improved access
to new markets and success in new products. These benefits further leverage the well
developed competence. The analysis of Core Competence creates a realistic view of the
skill sets, processes and systems the company is uniquely good at performing. It helps to
generate focus on the value adding activities. And, finally it helps in the decision process

used to determine which activities are candidates for outsourcing. (Dix & Lee 2002)

3.6.7 Selecting The Appropriate Strateqgy
Porter has described a category scheme consisting of three general types

of strategies that are commonly used by businesses to achieve and maintain competitive

advantage. These three generic strategies are

3.6.7.1 Cost Leadership Strategy
Cost leadership is gained by being the lowest cost producer in the industry; this affords

the company flexibility in responding to competitive moves by always being able to offer
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the lowest price to the consumer. This strategy usually wins the company a large market
share ( Porter 1985 ).

3.6.7.2 Differentiation Strategy
this strategy creates competitive advantage by offering products with unique customer

benefits or features not available from competitive offerings , here the company
concentrates on creating a highly differentiated product line and marketing program so

that it come across as the leader in the industry ( Porter 1985 ).

3.6.7.3 Focus Strategy
This narrow focus strategy achieves competitive advantage by concentrating on narrow

segments of a larger market. Emphasis is often on quality or benefits in tightly defined
market sub segment .Each strategy are a fundamentally different approach to creating and
sustaining a competitive advantage. Usually a firm will need to make a choice about
which it will pursue. Implementing differentiation and cost leadership strategies
simultaneously is usually impossible for a company. For example, it is difficult to be a
cost leader which pursuing differentiation strategy because differentiation costs money(
Porter 1985 ).

3.6.8 The Importance Of Strategic Cost Management For Competitive

Advantage
When a firm sustains profits that exceed the average for its industry, the firm is said to

possess a competitive advantage over its rivals, the goal of much of business strategy to
achieve a sustainable competitive advantage. Competitive advantage arises from the
differential among firms along any dimension of firm attributes and characteristics that
allows one firm to better create customer value than do others. Generic sources of
competitive advantage include ownership of assets or position; access to distribution and
supply, as well as proficiency knowledge, competence, and capability in business

operation ( Porter 1985 ).
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3.6.8.1 The steps of strategic cost analysis as follow ( Porter 1985 )

Identify the appropriate value chain and assign costs and assets to it

Diagnose the cost drivers of each value activity and how they interact

Identify competitor value chains and determine the relative cost of competitors and
the sources of costs differences

Develop a strategy to lower relative cost position through controlling cost drivers
or reconfiguring the value chain and or downstream value

Ensure that cost reduction efforts do not erode differentiation or make a conscious
choice to do so

Test the cost reduction strategy for sustainability.

The appropriate unit of analysis in setting competitive strategy is industry (which is a

group of enterprise in direct competition). Strategically, an industry may be distinguished

from another by the fact it proposes products that have similar sources of competitive

advantage. The enterprise, with its competitive advantage, must define and elaborate a

profitable approach of its industry. There is no universal strategy: to be successful, a

strategy must be specific to the enterprise and the industry under consideration. The

strategy must be based on the enterprise’s scope of competence and real means. On every

competitive strategy, there are two components to distinguish. First, the structure of the

industry in which evolves the enterprise: From one industry to another, the profitability

may change. Second, the positioning of the enterprise within the industry (some positions

will be more advantageous than another whatever the profitability level) ( Porter 1983).
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Chapter Four

Proposed Framework For Achieving Integration Strategic Cost
Management Tools.

4.1 The Need for The Strategic Cost Management
During the past two decades, organizations have had to respond to the trends and changes

in the business environment with newer and better approaches to managing their
businesses. These new approaches are being implemented in organizations under names
such as: total quality management, employee involvement and empowerment business
process reengineering, continuous improvement, and other approaches. These
philosophies require organizations to be responsive agile, and flexible in profitably
providing value-added products and services to customers at competitive prices. Thus
organizations are now discovering that they must be able to manage a complex and
rapidly changing environment without the significant costs that traditionally have
attended these characteristics. Within this changing environment, organizations have
witnessed a significant rebirth of new accounting approach; strategic cost management
(Kumar & Sonepat 2011).

In the modern business environment, cost management has become a critical survival skill
for many organizations. But it is not sufficient to simply reduce costs instead, costs must
be managed strategically (Cooper & Slagmulder 1998).

Managers today operate in a dynamic environment that reflects the convergence of
profound technological, competitive, and behavioral changes. These forces of change are
compelling executives to challenge the most fundamental operational and economic
assumptions of their businesses. Strategic cost management takes a broad view of the
organization’s costs, both internal and external in such a way as to enhance competitive
advantage. Strategic cost management tools could help with this issue by providing

important information for strategy formulation, evaluation of strategy implementation,
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and highlighting the practical limitations or problems with the adopted strategy (Shank &
Govindarajan , 1993).

4.2 The Primary Features Of This Research Which Differentiate From Other
Research

1. Focus on supporting activities of external and internal environment for the

organization by considering the external parties have direct effect on both the
organization performance and the cost in order to reach the competitive

advantage which distinguishes the organization from other competitors.

2. Adopting inclusive and integrated concept in value analysis for the
organization , suppliers , customers and competitors and focus on the
interrelationships between these parties where the effectiveness of proposed
framework has become clear through its ability for managing those
relationships and reconcile the different goals for organization, customers,
suppliers and society ,or in other words, to maximize the total value of the

organization.

3. Achieve connection and integration between the strategic cost management

tools which are :

a) The value chain analysis: the researcher believes that the value chain
analysis is the cornerstone and infrastructure for this framework that
connecting internal and external viewpoints in order to achieve sustainable

competitive advantages.

b) The researcher believes that the product life cycle tool represents the
general framework in which many strategic tools might be integrated and
organized to reduce cost and reach competitive levels which could be
achieved by the integration and interrelation between the product life cycle

and the strategic cost management tools which are target cost, activity
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based system and others of strategic cost management tools will not study

it in this research.

4. All  components of proposed framework focus on increasing revenues,
decreasing costs , improving production, and customers which lead to improve
the strategic position for the organization that also represent the same goals in

which cost strategic management concept seek to achieve.

5. The proposed framework aims to rely on sophisticated tools for managing the
cost which help to provide the appropriate information for customers , suppliers
, competitors and the external environment which helps in development and
putting strategies for organization on one hand , studying , analyzing and
putting various alternatives for management on the other hand for the purposes
of decreasing cost and continuous improvement , which will actually support

competitive advantage for organization.

4.3 Proposed Framework - The Integration Among Methods And Tools Of
The Strategic Cost Management Tools.

Referring to the indicative form concerning framework , and from strategic view

point we note that many factors, methods, and tools for strategic cost management
are included but through having a deep look for such framework it would be noted
that there are approaches or methods represent bases that proposed framework
depends on which also involved in value chain analysis and product life cycle
because they are considered the corner stone for building the frame work to apply
one of these approaches alone would normally lead to cost reduction and build
competitive advantage for the firm. Moreover, both approaches take into
consideration a comprehensive view to achieve value that based on linkage and
interaction among all internal and external environmental factors for the firm, and
also take into consideration all stages of product life cycle in order to improve the

firm competitive situation and achieve conscious value.
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4.4 The Benefit from Using the Value Chain Management
The value chain management is considered the main pillar for suggested framework.

Value chain management is a way for assessing competitive advantage by determining the
strategic advantages and disadvantages of the full range of activities that shape the final
offering to the end user. The value chain management is considered the corn stone of for
competitive advantage through providing the financial and nonfinancial information for
all activities of the organization.

It could be cleared that taking benefit of using value chain analysis approach and factors
that should be focused in which competitive advantage might be achieved as the
following:

e Determine activities of value chain management
e Determine cost driver
e Determine Linkages and Interrelationships of the Value Chain

e Redefine The Value Chain For Reducing Costs And/ Or Improving Value

4.4.1 Determine The Activity Of Value Chain Management
The industry value chain begins with the basic raw material producer and ends with the

delivery of the final product to the customer (Shank and Govindarajan 1993).
A company should identify the specific value activities that it performs in the process of
design, manufacturing, and customer service in the industry.

(Shank and Govindarajan 1993) argued that a company must give a lot of attention to the
following considerations, when it isolates and separates value chain activities

Activities represent a significant percentage of total costs; that mean, activities should be
separated if they represent a significant or rapidly growing percentage of total costs.

A company can identify the large components of their cost, however, the company should

not ignore growing small activities because activities that represent a small and growing
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percentage of costs can effect on its cost structure. On the other hand, if activities are a
small percentage of costs, a company can group them together into broader categories.
The cost behavior of the activities (or cost drivers) is different; that mean for each
activity, there is factor(s) determines cost level or cost behavior of this activity. In the
value chain analysis, activities with similar cost drivers can be grouped together
Activities are performed by competitors in different way; that mean significant activities
should be treated separately when competitor performs them in a different way.

Activities have a high potential for creating differentiation. a company may determine the
appropriate chain activities through which activities have a high potential for creating
differentiation. A company can differentiate itself when it is able to deliver benefits that
exceed those of competing products. The industry value chain embraces upstream links
and downstream links. For example, in upstream links include completed product design,
mining, development, and refining raw materials. Downstream links include marketing,

distribution, and service (Shank and Govindarajan 1993).

4.4.2 Determine The Cost Driver
Every organization is a collection of activities that are performed to design, produce, and

market, deliver and support its products and services. All these activities can be
represented generically through the value chain (Porter 1998).

(Shank & Govindarajan, 1993) argued that the basic concept of strategic cost drivers is to
get away from the notion that volume drives cost. In strategic cost management, cost is
caused by a multitude of factors that are related to each other in complex ways.
Identifying and analyzing these factors mean best explaining the changing relationship
between these factors and costs over time and therefore understanding the cost behavior
and cost structure of a company. A company can develop a cost advantage by controlling
cost drivers of value activities which represent a significant percentage of total costs, or
by reconfiguring the value chain. Reconfiguration the value chain means structural
changes such as a new production process, new distribution channels, or a different sales

approach. A company can achieve superior position through controlling cost drivers of
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significant activities in the value chain. Activities that represent significant percentage of
total cost will offer a greater potential for improving relative cost position. Identification
of activities in the value chain and their costs allows management to decide on the most
cost beneficial manner in employing the activities, thus, the cost system should trace costs
to separate value activities in order to enable the company to manage its activities better
than its competitors. Operation costs should be assigned to activities in which they are
incurred. To effectively management value chain costs, it is important for a firm to select
a cost tracing approach and track costs by cost objects that can provide necessary
information at the lowest possible cost.

( Shank& Govindarajan , 1993 ) stated that organization activities are of three types:
structural activities (such as the number of production facilities and selecting and using
process technologies) which determine the underlying economic nature of the company,
executional or procedural activities (such as total quality management and designing
products) which pervade all aspects of company operation and reflect the company's
ability to perform processes efficiently and effectively, and operational activities (such as
product assembly, setting up equipment, and scheduling ), are the day-to-day activities of

the company.

4.4.3 ldentify Linkages And Interrelationships In The Value Chain
It is important not to think of the value chain merely as a set of independent activities. In

the value chain, costs are associated with value-creating activities. Thus, by reducing the
costs in the various activities of the value chain, the company may be able to reduce costs
effectively. However, consideration must be given to linkages between activities. The
cost of performing one activity will often be influenced by the way in which other
activities are performed. Thus, the costs of activities should not be reduced
independently, but they should be optimized together. This way it is possible to achieve
an overall cost reduction throughout the whole value chain resulting in a competitive

advantage.
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Value chain concept emphasizes the following four areas for improving the company’s
cost position and also customer value ( Kirli & Gums., 2011).

e Linkages within the value chain of a business unit

o Linkages across business units value chains within the company

e Linkages with suppliers

e Linkages with customers

4.4.3.1 Linkages Within The Value Chain Of A business Unit
Activities before and after production must be identified and their linkages recognized

and exploited. Exploiting internal linkages means that relationships between activities are
assessed and used to reduce costs and increase value. For example, product design and
development activities occur before production and are linked to production activities.
The way the product is designed affects the costs of production. How production costs are
affected requires knowledge of cost drivers. Thus, knowing the cost drivers of activities is
crucial for understanding and exploiting linkages. If design engineers know that the
number of parts is a cost driver for various production activities (material usage, direct
labor usage, assembly, inspection, materials handling, and purchasing are examples of
activities where costs could be affected by number of parts), then redesigning the product
so that it has standard parts, multiple sources, short lead times, and high quality can
significantly reduce the overall cost of the product.

The design activity is also linked to the service activity in the firm’s value chain. By
producing a product with fewer parts, there is less likelihood of product failure and, thus,
less cost associated with warranty agreements (an important customer service).
Furthermore, the cost of repairing products under warranty should also decrease because

fewer parts usually mean simpler repair procedure (Hansen & Mowen 2006).

4.4.3.2 Linkages Across Business Units Value Chains Within The Company
Interrelationships between one business unit and another within the firm are highly

relevant to the diversified firm . Some companies consist of many different business units

as well as shared service or support units such as General Electric and Honda.
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Interrelationships or linkages across business unit value chains within the firm result from
sharing activities of a value chain category across business units or entering new
businesses in order to share activities for example, marketing and distribution activities
across different divisions, procurement, logistics, product design, and selling are all good
candidates for sharing. Thus, a business unit can potentially share one or more value

activities with another business unit within the firm. (Shank and Govindarajan, 1993)

4.4.3.3 Linkages With Customers
Customer linkage is concerned with planning, implementing, and evaluating successful

relationships between providers and recipients either upstream or downstream of supply
chain. Accordingly, customer relationships management (CRM) is not only focusing on
inbound customer relationships but also on outbound customer relationship in SCM.
Customer linkage deals with the ability to communicate delivery of the right products and
services to customers locally and globally in the right time, right place, and right quantity
with correct invoice. Customer linkage is mainly sharing product information with
customers, accepting customer orders, interacting with customers to manage demand,
having an order placing system, sharing order status with customers during order

scheduling, and product delivery phase (Shank and Govindarajan , 1993).

4.4.3.4 Linkages With Suppliers
Supplier linkage, deals with strategic linkages with suppliers, involving suppliers in new

products during the design stage, in production planning and inventory management,
developing a rapid response order processing system with suppliers, placing a supplier
network that assures reliable delivery, and exchanging information with suppliers.
Linkages with activities external to the firm can also be exploited. Exploiting external
linkages means managing these linkages so that both the company and the external parties

receive an increase in benefits (Hansen & Mowen 2006).
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4.4.3.5 Redefine The Value Chain For Reducing Costs And/ Or Improving Value
Opportunities to reduce costs and improve value can also arise from redefining or

reconfiguring the value chain. A company can redefine its value chain to adopt different
and more efficient activities to design, produce, distribute, or market the product.
There are several ways in which a company can reconfigure its value chain in order to
achieve superior position. Porter (1998) stated some of these ways, for example:

e A new production process

e New process technologies

e Utilize new distribution channels

e A different sales approach

e A new raw material

e Major differences in forward or backward vertical integration

e Shifting the location of facilities relative to suppliers and customers

e New advertising media

The value chain describes a series of value-adding activities connecting a company's
supply side (raw materials, inbound logistics, and production processes) with its demand
side (outbound logistics, marketing, and sales). By analyzing the stages of a value chain,
managers may be able to redesign their internal and external processes to improve
efficiency and effectiveness. Thus, a company must examine value chain activities as well
as the value chain activities of its competitors in order to find creative options or ways to
perform its activities differently and more efficiently.

For example, Dell Computer, one of the fastest-growing computer companies in the
United States, has successfully reconfigured its value chain through a different sales
approach to become leader in the PC industry from the above it shows the importance of
value chain management in achieving the competitive advantage and cost reduction for
the organization which consider the one of pillars of the suggested frame work the
other pillar that underlying the suggested framework is the product life cycle which can

explain the importance in the following parts (Porter ,1998).
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4.5 The Benefit From Product Life Cycle As A strategic Tools For Proposed
Framework

Shrinking product life cycles, global competition, supply chain complexity, and

increasing customer demands have made it more challenging than ever to bring winning
products to the market. To increase revenue, market share, quality, and product
profitability, manufacturers must achieve operational excellence throughout the product
lifecycle and across the extended enterprise.
Most eminent among these instruments are life cycle costing, target costing and activity-
based costing and management. The general features of these instruments are to provide
accurate product cost information to determine the accurate profit of this product and to
emphasize on intermediate or long-term cost management (Ewert & Ernst .,1997).
Target costing and activity-based costing and management can be applied together under
life cycle costing and can be seen as distinctive representation of strategic cost
management.
Researcher claims that a company can only achieve the goal of a successful long term and
market-oriented cost management, if it integrates various cost management instruments
such as life cycle costing and target costing into one coherent concept.
There are three stages for product life cycle

e Research and development ( before production)

e Production stage

e Customers service and disposal of product stage ( after production)
Hansen &Mowen, 2006, Claim that a company can only achieve the goal of a successful
long term and market-oriented cost management, if it integrates various cost management

instruments such as life cycle costing and target costing into one coherent concept.

45.1 The Mechanism of Working the Suggested Framework And The
Integration Of Its Components.

First step: Competitive advantage analysis (strategic position analysis).

*Strategic direction analysis.

*Determine the strategic goals of the organization.

61



*The strategic position analysis for internal and external environment of the organization.
*Selection between alternatives of differentiation strategy.

*Continuous evaluation for the implemented strategies.

The second step: Reliance on value chain analysis and product life cycle style as pillars
for the integration of strategic cost management tools.

*Research and development stage and design (pre-production).

*Production stage (manufacturing) .

*Sale stage and after-sales service and disposal of the product (post-production).

Third step: Return to the first step which started on it the suggested framework.

4.5.1.1 First step Competitive Advantage Analysis ( Strategic Position Analysis)
The strategic position analysis rely on managing and reducing cost which include the

strategic direction analysis, determine the suitable strategy for organization,
The global competition relies on putting the strategy not longer in products competition.
The following steps must organization start on it

e Strategic direction analysis.

Determine the strategic goals of the organization

The strategic position analysis for internal and external environment of the

organization

Selection between alternatives of differentiation strategy

Continuous evaluation for the implemented strategies

4.5.1.1.1 Strategic Direction Analysis
The planned objectives that an organization strives to achieve. Most senior managers will

take the time to develop and articulate appropriate strategic goals for their business in
order to demonstrate to sub-ordinate employees what their plans and vision for the

company are , to support competitive advantage and increase the value of organization .
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Such strategic goals should be achievable and should reflect a realistic assessment of the
current and projected business environment.

The strategic direction analysis is the direction which select it the economic unit to face
the competition in market in order to survive and continue in market.

In order to select the right direction the organization must do the following analysis.

4.5.1.1.2 Determine The Strategic Goals Of The Organization
Each organization must determine its strategic goals in order to achieve it easily.

45.1.1.3 The Analysis Of Strategic Position For Internal And External Environment
The basic goals of analyze of internal and external environment is to know the

organization position (where the organization are), in order to know where the

organization are, we must do the following analysis as bellow

4.5.1.1.3.1 The Capability of Organization Analysis
The internal environment of a corporation consists of variables (strengths and

weaknesses) that are within the organization itself and are not usually within the short-run
control of top management. These variables form the context in which work is done. They
include the corporation’s structure, culture, and resources.

The simplest way to begin an analysis of a corporation’s value chain is by carefully
examining its traditional functional areas for strengths and weaknesses. Functional
resources include not only the financial, physical, and human assets in each area, but also
the ability of the people in each area to formulate and implement the necessary functional
objectives, strategies, and policies. The capabilities include the knowledge of analytical
concepts and procedural techniques common to each area and the ability of the people in
each area to use them effectively. If used properly, these capabilities serve as strengths to
carry out value-added activities and support strategic decisions. ((Hunger &Wheelen,
2011).
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4.5.1.1.3.2 External Environment Analysis
The external environment consists of variables (opportunities and threats) that are

outside the organization and not typically within the short-run control of top management.
These variables form the context within which the corporation exists. They may be
general forces and trends within the natural or societal environments.

The external environment include of many of variables which influence on organization
performance directly in short and long term. Strategic managers must first be aware of the
many variables within a corporation’s natural, societal environment

The natural environment includes physical resources, wildlife, and climate that are an
inherent part of existence on Earth. These factors form an ecological system of
interrelated life like consumer, competitors, suppliers, stakeholders, financial
organization, and employee.

The societal environment is mankind’s social system that includes general forces that do
not directly touch on the short-run activities of the organization that can, and often do,
influence its long-run decisions like Economic forces, Technological forces, Political

legal forces, Socio-cultural forces (Hunger &Wheelen, 2011).

4.5.1.1.3.3 The Competitors Forces Analysis:
Competitors force analysis which are The threat of new coming enterprises , The threat

of replacing products , The suppliers’ power of bargaining , The customers , power of
bargaining, The rivalry inside between the firms of the same sector (Passemard &
Kleiner ,2000).

4.5.1.1.4 Selection Between Alternatives Of Differentiation Strateqy
SWOT can be used to generate a number of possible alternative strategies. SWOT Matrix

illustrates how the external opportunities and threats facing a particular corporation can
be matched with that company’s internal strengths and weaknesses to result in four sets of
possible strategic alternatives.

This is a good way to use brainstorming to create alternative strategies that might not

otherwise be considered. It forces strategic managers to create various kinds of growth as
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well as retrenchment strategies. It can be used to generate corporate as well as business

and functional strategies.

Figure (4.2) Generating Alternative Strategies Using a SWOT Matrix.

Internal
Factors
(IFAS) Strengths (S) Weaknesses (W)
External
Factors
(EFAS)
SO Strategies WO Strategies
Generate strategies here that | Generate strategies here that
Opportunities (O) use strengths to take take a advantage of
advantage of opportunities opportunities by overcoming
weaknesses
ST Strategies WT Strategies
Generate strategies here that | Generate strategies here that
Threats (T) use strengths to avoid threats | minimize weaknesses and avoid
threats

Source : . (Hunger & Wheelen, 2011)

¢ In the Opportunities(O) block, list the external opportunities available in the

company’s or business unit’s current and future environment from the EFAS

Table.

¢ In the Threats(T) block, list the external threats facing the corporation now and in

the future from the EFAS Table.

¢ In the Strengths (S) block, list the current and future strengths for the corporation

from the IFAS Table.
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e In the Weaknesses(W) block, list the current and future weaknesses for the
corporation from the IFAS Table.
Generate a series of possible strategies for the corporation under consideration based on
particular combinations of the four sets of strategic factors:
e SO Strategies are generated by thinking of ways a corporation could choose to use
its strengths to take advantage of opportunities.
e ST Strategies consider a corporation’s strengths as a way to avoid threats.
e WO Strategies attempt to take advantage of opportunities by overcoming
weaknesses.
e WT Strategies are basically defensive and primarily act to minimize weaknesses
and avoid threats. . (Hunger& Wheelen, 2011)

4.5.1.1.5 Continuous Evaluation For Strategic
It’s the process by which corporate activities and performance results are monitored so

that actual performance can be compared with desired performance. The process provides
the feedback necessary for management to evaluate the results and take corrective action,
as needed. (Hunger , Wheelen, 2011)

45.1.2 The Pillars Of Strategic Cost Management Tools Integration Are Value
Chain Management And Product Life Cycle

From the above the researcher showed the value chain management and product life cycle

consider pillars for this suggested framework so the organization must apply these two
techniques and connect them with other managing cost tools.

Value chain gives us a framework of activities those inside and outside a firm, and makes
the competitive strength of the firm combine together. So, it assesses the value of each
activity which increases the products and services to a firm. The ability to perform
particular activities and to manage the linkages between these activities is a source of

competitive advantage
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In other side the product life cycle is a technique which enables comparative cost
assessments to be made over a specified period of time, taking into account all relevant
economic factors both in terms of initial costs and future operational costs.
The research suggest to divide the product life cycle to three stages

e Research, development and design stage

e Production stage

e Customer service stage and disposal form the product ( after production)

4.5.1.2.1 Research , Development and Design Stage
The stage of research, development and design of product is the important and core stage

in product life cycle because it is determined the large a proportion of product cost
Strategic cost management and its techniques can really help the design team to make
good cost conscious decisions. Strategic cost management considers the design of
products and processes key to cost management. It helps engineers to look at the cost
impact of product and process designs on all stages, from research and development to
the end stage of the product development cycle. This allows cost reduction over the entire
life cycle of a product. The researcher suggests using the following strategic cost
management tools as bellow

e Target costing technique

e Activity based costing/ management technique.

e Agreed for final design for product

4.5.1.2.1.1 Target Costing Technigue
The main motivation for managing costs during product design is that after the product

development stage most costs have been ‘‘designed’’ into the product and during
production cannot be influenced (significantly) .

Target costing is an important technique for managing product costs during the design
stage. It is essentially concerned with setting a target cost to be achieved in the product
development process, such that a sufficient profit margin is realized when the product is
introduced into the market (Dekker & Smidt, 2003).
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4.5.1.3 Planning And Design Product
Planning and design product to meet the customer’s needs and competition conditions.

Its required determined the customers and desired needs in the level of competitor’s
performance for products and market requirement by using of attributes activity based

costing.

4.5.1.4 Target Selling Prices for Product
Target selling prices are determined within the context of the long-term sales and profit

objectives of the firm. Market share, profitability objectives, and image of the firm are
factors that must be taken into account when setting the target selling price.

The first step is a company can only expect customers to pay more for a product than its
previous product if the perceived value of the new product is higher. However, the
availability of competitive products and their perceived value have a dampening effect on
price increases associated with incremental perceived value.

The second step in the process is the determination of the desired profit or target profit
margin. Profits and profit margin should be reasonable and cover planned costs,
additional required investment, and decommissioning or disposal costs over the product’s
life cycle. Similarly, the profit margin should be sufficient to support continuing product
research and development. Some companies, for example, Sony Corporation, build in
more flexibility in establishing the desired profit or target profit margin. They allow for
tradeoffs between different products, i.e., within the product group some products will
have some profit margins higher and some lower. The desired profit margin should be
meet the company’s objectives.

The third step computation of the allowable product cost is the difference between the
target selling price and the target profit margin. The objective is to meet the cost
constraints placed on the company, or establishing the target cost reduction objective
(Mehmet, K & Austill A .,2006)
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4.5.1.5 Set Product Level Target Cost
The second part of the target costing process involves product designers finding ways of

developing products that satisfy customers at the allowable cost. As product designers
may not always achieve this, the product-level target costing process increases the
product’s allowable cost to a target cost that the company can reasonably expect to
achieve, considering its capabilities and suppliers

Subtracting the allowable cost from the current product cost derives the cost-reduction
objective i.e. Cost reduction objective = current cost — allowable cost. Since the allowable
cost calculation is based on external factors and does not take into account the company’s
design and production capabilities, the risk exists that the allowable cost will not be
achievable.( Slater , M., 2010)

From the above the target costing technique can be integrated with the product life cycle
technique that consider both of them inclusive approach for strategic cost management
which can focus in all product life cycle stages Starting from stage of research ,

development and design to the disposal of the product.

4.5.1.5.1.1 Activity Based Costing / Management System
Companies need to be equipped with accurate cost modeling techniques in order to

manage their costs and assure an acceptable profit margin. As competition increases,
new-product innovations must outpace product obsolescence. Most of a product’s costs
are determined during the product design stage. Managing the cost of a product already in
production can be achieved only by minimizing unfavorable cost variances from the
product’s standard cost and by applying process improvements. After a new product is
launched, the potential to reduce costs from the product’s perspective rapidly falls. Costs
must be managed early on in a product’s life. Target costing and ABC data can be used to

achieve this.®

(*)_http://maaw.info/ArticleSummaries/ArtSumCokins2002.htm
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Both ABC and target costing are considered as modern approaches of strategic cost
management. Whereas ABC costing provides the more accurate basis for calculating
product cost, the target costing aims at better planning for attaining the target cost price.
These approaches to cost accounting help the management to set the selling price
suitably. If these approaches are used in combination, these can help in avoiding wasteful
expenditures. These approaches are most suitable when an entirely new product is
launched in the market. These are also important to assess and evaluate the effect of new
technology. ABC costing advocates the concentration on activities while target costing
helps the business in keeping the target costs under control by concentrating on the final
product. The ABC approach is on the belief that the business should try to cut the indirect
costs to reduce the cost of product and it is not possible to cut the direct costs. The target
costing aims at cutting direct as well as indirect costs to attain the target level of costs.

However the application of ABC and target costing in combination can provide the better

results (Currie ,J, no date).

4.5.1.5.1.2 Agreement For Final Product Design Form .
After performing the previous steps, the organization agrees to final product design with

taking on to consideration the quality of product, cost and time to submit it to the second
stage which is the production stage which starting on product life cycle in order to reduce

and control the cost.

4.5.1.5.2 Production Stage
The researcher suggests using the following tools for strategic cost management and it

could be useful for the framework
e Activity based costing for dividing and analyzing the functions of this stage
e Kaizen costing system for continuous reduction for the cost of activity for this
stage
e Benefit from the interrelations of external parties for organization (suppliers and

customers).
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45.1.5.2.1 Activity Based Costing for Dividing and Analyzing the Functions of this
Stage ( Gupta ,. & Galloway ,. 2003)

e |dentify the activities that consume resources and assign costs to them.

e |dentify the cost driver(s) associated with each activity. A cost driver is any factor
that causes, or “drives,” an activity’s costs.

e Compute a cost rate per cost driver unit or transaction. Each activity could have
multiple cost drivers.

e Assign costs to products by multiplying the cost driver rate by the volume of cost
driver units consumed by the product.

e Compute activity based product costs

4.5.1.5.2.2 Kaizen Costing Approach
Kaizen costing is a cost-reduction system that is applied to a product in production. It

comes from the combination of the Japanese characters ‘kai’ and ‘zen’ which mean
‘change’ and ‘good,” respectively. The word ‘Kaizen’ translates to ‘continuous
improvement’ or ‘change for the better’ and aims to improve productivity by making
gradual changes to the entire manufacturing process. Some of the cost-reduction
strategies employed involve producing cheaper re-designs, eliminating waste and
reducing process costs. Ensuring quality control, using more efficient equipment, utilizing

new technological advances and standardizing work are additional elements.

The goal here is to reduce the difference between profit estimates and target profits. The
cost deviation analysis done in Kaizen costing examines the difference between the target
Kaizen costs and the actual cost reduction achieved. The basic idea here is to make tiny

incremental cost reductions on a continual basis in a product's life cycle.

Since the goal is to reduce costs on a monthly basis, every department in the company
makes an effort to introduce operational changes on a daily basis. The Kaizen approach
calls for analyzing every part of the process and generating ideas on how they can be

further improved. Kaizen costing takes into account aspects such as time-saving
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strategies, employee efficiency and wastage reduction while incorporating better

equipment and materials. (%)

The use of multiple generations of products to meet the challenge of gradually reducing
costs. The market price continues to drop over time, which forces a company to use both

target and kaizen costing to reduce costs and retain its profit margin. (%)

45.1.5.2.3 Benefit From Relations With External Parties Of The Organization |,
Especially Suppliers And Customers

The organization can do that by connecting with suppliers and customers through the

value chain management (supply chain)
The reliance on the technology communication system and online exchange information

which aims to reducing and excluding any non value added to the product

4.5.1.5.3 Sale Stage , After Sales Services And Disposal Of The Product
We can benefit from this stage by using the following cost tools

e Activity based costing for managing customers services
e Activity based costing for managing the environmental cost and disposal of

product cost.

4.5.1.5.3.1 Activity Based Costing For Managing Customers Services
ABCM would be used by higher-performing, low-price oriented firms. However, they

found it used actually highest among strong performing firms with a customer-service /
flexibility strategic focus. One explanation is that ABCM can help customer service-
oriented firms better understand the costs of meeting their customers’ needs. If
management uses the better activity cost information to take actions that help ensure their

customer service efforts are appropriate and profitable, then the firm will have better

() http://www.wisegeek.com/what-is-kaizen-costing.htm

(*) http://managerial-accounting.blogspot.com/2012/09/what-is-kaizen-costing.html
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performance outcomes. Firms with a customer service orientation may enhance
performance with ABCM when used with customer profitability analysis, the benefits of
using ABCM with customer profitability analysis, including more profitable pricing
structures aimed at turning unprofitable customers into profitable ones.
Profitable customers analysis: There is three way for managing profitability customers

e Increase the customer’s needs through introducing high services

e Decreasing the price of products for profitability customers if there probability of

moving to others competitors
e Introduce the new ways for customer service if the cost of this service is low and
increasing the customer needs

Un profitability customers analysis: There is new ways for managing un profitability
customers

e introduce the required services in effective way

e Increase the price of products to reflect the cost of sources

e Decreasing the customers service for un-profitability customers
The others costs that must manage it which related to marketing and selling stage ( after
production)

e Advertisement cost

e Fright cost

e Warranty cost

e Packaging cost

(Krumwiede ,K& Charles, S., 2011)
4.6.2.1 .2 .6.2 Activity Based Costing For Managing The Environmental Cost And

Disposal of Product Cost

disposal of product is consider the last stage in product life cycle , in this stage the
organization can rely on integrate the activity based costing with product life cycle cause
it assign the environmental expenditure to the product in effective way (Hansen& Mowen
, 2006.)
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45.1.6 The Final Step In Proposed Framework : Return To The Point Where The
Proposed Framework Started

in this step , the organization should return to the point where the proposed framework

started , which means we have to return back to the first step to assess the strategies and
the planned goals to stand once more on the competitive position of the company and to
which extent the goals and the strategies have been achieved in advance and to work on
modification , changing or consolidation of any required action for the assessment
process and then the rest of the steps of the proposed framework are completed so that the
process will peruse in a form of a continuous cycle aiming to support the competitive

advantage and maximize the value of organization .
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Chapter Five
Research Methodology

5.1 Introduction:
This chapter describes the methodology that was used in this research Strategic

cost management to maximize the value of the organization and its competitive
advantage. The adopted methodology to accomplish this study uses the following
techniques: the information about the research design, research population,

questionnaire design, statistical data analysis, content validity and pilot study.

5.2 Study Method And Data Collection:
Analytical descriptive method has been used to sustain quantitative measurement and

analysis. Data has been collected through different means which include:

5.2.1 Secondary resources:
To introduce the theoretical literature of the subject, the researcher has depended on the

following data resources:

e Books and references in Arabic and English about Relationship strategic cost
management.

e Periodicals, articles, published papers and referred previous studies in different
countries which have been conducted on the same subject.

e The Internet sites and the available electronic versions.

5.2.2 Primary resources:
To analyze the qualitative and quantitative characteristics of the phenomena, it has

been depended on collecting the primary data by the questionnaire and meeting (see
appendix 1) as a main tool for the study, it saves time and effort.
The aim of the questionnaire is to measure the strategic cost management tools applied by
industrial companies in Gaza Strip or not? Every question has five alternative answers

according to Likert Scale which consists of five degrees.
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5.3 Population study
Population consist of industrial companies in Gaza strip

5.4 Sample study
We select random from the population with size equal forty five industrial companies in

Gaza strip, and questionnaires were distributed to members of the sample and thirty eight
questionnaires are received , and the following tables illustrated the properties of the

samples:

5.4.1Companies data

5.4.1.1 Companies capital
Table No.(1) show that 7.9% of the company's capital from *$500,000- $750,000 ", and

10.5% of the company's capital from "$750,000- $1000,000 " , and 81.6% of the

company's capital from " more than $1000,000 " that figure mean the target group for

this samples are more than 1,000.000$%

Table No.(1)
Companies capital
the company's capital Frequency | Percentages
$500,000- $750,000 3 7.9
$750,000- $1000,000 4 10.5
more than $1000,000 31 81.6
Total 38 100.0

5.4.1.2 Second: Personal data:

1 Job title

Table No.(2) show that 15.8% of the samples Job title are " Director of the company
" and 36.8% of the samples Job title are " Financial Manager ", and 39.5% of the samples
Job title are " Accountant " , and 7.9% of the samples Job title are " Other " . that mean

the majority of the samples job title are from accountant and director of the company.
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Table No.(2)

Job title
Job title Frequency Percentages
Director of the company 6 15.8
Financial Manager 14 36.8
Accountant 15 39.5
Other 3 7.9
Total 38 100.0

2 Education:

Table No.(3) show that 15.8% of the samples of education are " Higher education ", and
76.3% of the samples of education are " Bachelor degree ", and 7.9% of the samples of
education are " Diploma ". The fact that the owners or employees progress hold them of
looking to get a better college degree. In addition, this figure sends a positive sign that the

employees will be able to deal with proposed framework of strategic cost management.

Table No.(3)
Education
Education Frequency Percentages
Higher education 6 15.8
Bachelor degree 29 76.3
Diploma 3 7.9
Total 38 100.0

3 Years of experience :

Table No.(4) show that 5.3% of the samples of experience " Less than 5 years ", and
47.4% of the samples of experience " 5 to 10 years " ,and23.7% of the samples of
experience " 11 to 15 years ", and 23.7% of the samples of experience "16 years and
over " this figure mean that the majority of employees are experience as it see the 47.4%

of samples are from 5 to 10 years experience .
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Table No.(4)

Years of experience

Years of experience Frequency Percentages
Less than 5 years 2 53
5to 10 years 18 47.4
11 to 15 years 9 23.7
16 years and over 9 23.7
Total 38 100.0

5.5 Costing system applied at industrial companies
Table No.(5) show the methods of the costs system applied in an organization ranked

from highest to lowest importance as follows:

1- (Competitive advantage analysis Style) with percent 27.7% and ranked "1 ".
2- (Target cost style) with percent 23.8% and ranked " 2".
3- (the product life cycle style) with percent 19.2% and ranked " 3".
4- (Value chain analysis style) with percent 15.4% and ranked " 4",
5- (Activity based Cost system ABC) with percent 13.8% and ranked "5 "'
Table No.(5)
Costs system applied in organization
Costs system applied in organization. Frequency | Percentages
Competitive advantage analysis Style 36 27.7
Target cost style 31 23.8
Product life cycle 25 19.2
Value chain analysis style 20 15.4
Activity based Cost system ABC 18 13.8
Total 130 100.0
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5.6 _Questionnaire content
Two questionnaires was provided with a covering letter explaining the purpose of the

study, the way of responding, the aim of the research and the security of the information
in order to encourage a high response. The questionnaire included multiple choice
questions: which used widely in the questionnaire, the variety in these questions aims first
to meet the research objectives, and to collect all the necessary data that can support the
discussion, results and recommendations in the research.
The sections in the questionnaires will verify the objectives in this research related to
strategic cost management to maximize the value of the organization and its competitive
advantage
First section : personal data consist from 5 Sentences.
Second section : related to " strategic cost management to maximize the value of the
organization and its competitive advantage” and divided into six fields as follows

1) The cost administration's goals applied within your organization. consist from 12

Sentences

2) What extent dose the cost system applied within the company provide the needed
information to make decisions in order to enhance the competitive advantage

consist from 4 Sentences. The first and second section consider one hypotheses
3) Company procedures which consist from five sections as follows:

e Competitive advantage analysis style consist from 7 Sentences.

e Value chain analysis style consist from 7 Sentences

e Product life cycle consist from 6 Sentences

e Target cost consist from 8 Sentences

e Activity based cost system ABC consist from 7 Sentences

4) The availability of components and cost requirements of the application systems

used in the company consist from 4 Sentences
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5) How cost-savings result in achieving sustainable competitive advantages of the

company consist from 7 Sentences

The Instruments of the study consist as follow:

Useless Low Average High Very high
Level | Very few Few Average Large Very Large
Scale |1 2 3 4 5

5.7 Pilot Study
A pilot study for the questionnaire was conducted before collecting the results of the

sample. It provides a trial run for the questionnaire, which involves testing the wordings
of question, identifying ambiguous questions, testing the techniques that used to collect

data, and measuring the effectiveness of standard invitation to respondents .

5.8 Validity of the Research
We can define the validity of an instrument as a determination of the extent to which the

instrument actually reflects the abstract construct being examined. "Validity refers to the
degree to which an instrument measures what it is supposed to be measuring”. High
validity is the absence of systematic errors in the measuring instrument. When an
instrument is valid; it truly reflects the concept it is supposed to measure. Achieving good
validity required the care in the research design and sample selection. The amended
questionnaire was by the supervisor and four expertise’s in the tendering and bidding
environments to evaluate the procedure of questions and the method of analyzing the
results. The expertise agreed that the questionnaire was valid and suitable enough to

measure the purpose that the questionnaire designed for.

5.8.1 Content Validity of the Questionnaire
Content validity test was conducted by consulting two groups of experts. The first was

requested to evaluate and identify whether the questions agreed with the scope of the
items and the extent to which these items reflect the concept of the research problem. The

other was requested to evaluate that the instrument used is valid statistically and that the
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questionnaire was designed well enough to provide relations and tests between variables.
The two groups of experts did agree that the questionnaire was valid and suitable enough

to measure the concept of interest with some amendments.

5.8.2 Statistical Validity of the Questionnaire
To insure the validity of the questionnaire, two statistical tests should be applied. The first

test is Criterion-related validity test (Pearson test) which measure the correlation
coefficient between each item in the field and the whole field. The second test is
structure validity test (Pearson test) that used to test the validity of the questionnaire
structure by testing the validity of each field and the validity of the whole questionnaire. It
measures the correlation coefficient between one filed and all the fields of the

guestionnaire that have the same level of similar scale.

5.8.3 Criterion Related Validity :
1) Internal consistency:

Internal consistency of the questionnaire is measured by a scouting sample, which
consisted of twenty five questionnaires, through measuring the correlation coefficients
between each paragraph in one field and the whole filed. Tables No. (6-14) below shows
the correlation coefficient and p-value for each field items. As show in the table the p-
Values are less than 0.05 or 0.01,s0 the correlation coefficients of this field are significant
ata = 0.01 or a=0.05, so it can be said that the paragraphs of this field are consistent

and valid to be measure what it was set for.
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Table(6)

The correlation coefficient between each paragraph in the field and the whole field

(the cost system applied within the company provide the needed information to make

decisions in order to enhance the competitive advantage)

Pearson
No. Statement - p-value
coefficient

Costs measured in order to assess inventory and measure business

1 0.609 0.002
results.
The control on elements of cost is being applied to ensure the

2 o _ 0.647 0.001
efficiency of using resources.

3 cost-indicators are provided to evaluate performance. 0.304 0.148
The organization uses modern tools and techniques to reach

4 - 0.838 0.000
competitive costs.

5 Customer satisfaction is achieved by providing a high quality product. | 0.678 0.000

6 Customer satisfaction is achieved by continuous cost reduction. 0.275 0.193

7 Cost data are relayed on to plan the competitive price. 0.742 0.000
Cost information are used to put and support the competitive strategy

8 o 0.701 0.000
of the organization.
The relationship between the value presented for the client and the

9 cost for that value is managed (increasing value and income, | 0.356 0.088
decreasing the cost at the same time).
An entrepreneurial approach is adopted to reduce cost starts from the

10 _ 0.849 0.000
product design stage.
The company concentrates on customers to identify the qualifications

11 o _ 0.559 0.005
for the product which is considered true causes for the cost.
The company gives attention to studying and analyzing the bonds and

12 0.757 0.000

relationships wither inside or outside the facility.
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Table(7)
The correlation coefficient between each paragraph in the field and the whole field
(the cost system applied within the company provide the needed information to make

decisions in order to enhance the competitive advantage)

Pearson
No. Statement - p-value
coefficient
The applied costing system provides the information
1 0.886 0.000
about product stages.
1.1 The research and development stage. 0.840 0.001
1.2 The designing stage. 0.863 0.000
1.3 Production stage. 0.822 0.000
1.4 Marketing stage. 0.595 0.003
1.5 Distribution and delivery stage. 0.797 0.001
16 Customers services and after sale stage. 0.821 0.000
The applied costing system provides reports about the
2 rates of reducing cost and the added value and non- | 0.810 0.000
added value activates
The applied costing system provides reports about
3 _ PP g P P 0.840 0.000
quality cost.
The applied costing system provides reports about the
4 o o _ 0.886 0.000
extent of achieving organization's strategies.
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Table(8)
The correlation coefficient between each paragraph in the field and the whole field

(Competitive advantage analyzing style)

Pearson
No. Statement - p-value
coefficient
1 | Strategic goals are determined for the organization 0.477 0.006

assessment of capabilities and potentials of the
2 0.602 0.000
organization

3 assessment of internal and external environment 0.772 0.000

Analyzing competition forces ( suppliers ,investors ,
4 | new competitors , alternative products , competition | 0.715 0.000

between current organizations

Analyzing the strengths and weaknesses internally and
5 - 0.823 0.000
opportunities and threats externally.

The competition strategy is determined , applied and
6 _ 0.725 0.000
assessed continuously

Providing training courses for the human resources in
7 | the organization to Rehabilitate them for doing the | 0.581 0.002

pervious procedures

Table(9)
The correlation coefficient between each paragraph in the field and the whole field

(Value chain analysis style)

Pearson
No. Statement - p-value
coefficient

Determine the activities which are done by the
1 o 0.528 0.007
organization product to produce the product.

2 | Determine the cost driver for each activity. 0.588 0.002

3 | Determine relation and linkage between activities. 0.705 0.000
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Differentiate between added value activities and non

4 o 0.488 0.013
added value activities.
Managing relations and linkage between different

5 _ o o 0.863 0.000
business units inside the organization.
managing relations between the organization and both

6 _ 0.811 0.000
customers and suppliers.
Rehabilitation of individuals and providing the

7 0.714 0.000

resources to do the previous procedures.

Table(10)

( Cost accounting method on the basis of the product life cycle)

The correlation coefficient between each paragraph in the field and the whole field

No. Statement Pearson p-value
coefficient

Gather information for customers and competitive

' organization. 0.591 0.002
Determining the costs for each stage in product life

: cycle. 0.806 0.000
Determine the place and time of achieving each goal

3 | for improving revenue and reduce cost for all the
stages of the product life cycle. 0.548 0.005
Using other supporting tools for the product life cycle

) style. 0.792 0.000
Trade-offs and balancing between the standards

5 | specified by the customer in terms of the quality and
response time and the selling price. 0.704 0.000
Rehabilitation of individuals and providing the

° resources to do the previous procedures. 0.752 0.000
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Table(11)

(' target cost)

The correlation coefficient between each paragraph in the field and the whole field

No. Statement Pearson p-value
coefficient

a market survey is conducting to determine the best

1 specifications desired by customers in the product which
reflect their value from their point of view. 0.753 0.000
Target price of the product is determined which is the

2 price at which the client is willing and able to pay for the
value derived from the product specifications. 0.480 0.015
Determine the targeted profit margin for the new

3 product. 0.430 0.032
Estimating allowable cost which is determined by the

4 different between the target sale price and target profit
margin. 0.480 0.015
A preliminary design of the product is set that includes

5 desired specifications and determine the cost of this
product and comparing that cost with allowable cost. 0.762 0.000
Improvements and adjustments are made on the current

6 design of the product, leading to reduction in cost to
reach the target cost. 0.826 0.000
The proposed design which achieves target cost is

! converted into an actual product. 0.860 0.000
Rehabilitation of individuals and providing the resources

° to complete the previous procedures. 0.754 0.000

86




Table(12)

The correlation coefficient between each paragraph in the field and the whole field

(Activity based cost system ABC))

No. Statement Pearson p-value
coefficient

1| Organization's operations are transformed into specific activities. 0.641 0.001
Costs and activities are linked to determine the cost for each

: activity. 0.795 0.000

3| Cost drivers for each activity are determined. 0.845 0.000
Activity costs are distributed on products according to each

) product's activity consumption. 0.807 0.000
Organization's operations are analyzed through skipping some

° activities or reengineering the whole operation. 0.665 0.000
Activities are analyzed and classified into activities that add
6| value and activities that don’t and a performance measures are

determined for each activity. 0.804 0.000
Trained teams to perform activities related to each operation are

! determined. 0.461 0.020
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Table(13)
The correlation coefficient between each paragraph in the field and the whole field

(The availability of components and cost requirements of the application systems used in the

company)
No. Statement Pearson p-value
coefficient
1 | The company applies the philosophy of total quality control. 0.889 0.000
The company publishes and applies a culture of continuous
: Improvement. 0.910 0.000
The company is interest in the application of the concept of
3 | market orientation to identify the characteristics and product
specifications desired by customers. 0.836 0.000
The organization analyzes the competitors in the market
) according to ( quality , cost and the product specifications). 0.824 0.000
Table(14)
The correlation coefficient between each paragraph in the field and the whole field
( How cost-savings result in achieving sustainable competitive advantages of the
company)
Pearson
No. Statement p-value
coefficient
How feasible is using the value chain management in
1 | achieving the cost-saving through managing relations
between value chain activities. 0.767 0.000
How feasible is using the value chain management in
2 | achieving the cost-saving through managing relations
between the different organization departments. 0.598 0.002
3 | How feasible is managing relations with suppliers in | 0.722 0.000
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order to achieve mutual benefit between the suppliers

and the organization.

How feasible is managing relations with clients in
4 | order to achieve mutual benefit between the clients
and the organization. 0.710 0.000

How feasible is the use of the value chain

5 | management in controlling cost drivers and redefining

the value chain. 0.638 0.001
How feasible is achieving integrated relation between
° target costing and product life cycle costing. 0.583 0.002
. How feasible is achieving integrated relation between

target costing and activity based costing. 0.616 0.001

5.8.4 Structure Validity of the Questionnaire
Structure validity is the second statistical test that used to test the validity of the

questionnaire structure by testing the validity of each field and the validity of the whole
questionnaire. It measures the correlation coefficient between one filed and all the fields
of the questionnaire that have the same level of liker scale. As shown in table No. (15),
the significance values are less than 0.05 or 0.01, so the correlation coefficients of all the
fields are significant at o = 0.01 or o = 0.05, so it can be said that the fields are valid to
be measured what it was set for to achieve the main aim of the study .

Table No. (15)
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Structure Validity of the Questionnaire

advantages of the company

Pearson
No Section correlation | p-value
coefficient
1 | The cost administration's goals applied within your organization 0.596 0.002
What Extent dose the cost system applied within the company
2 | provide the needed information to make decisions in order to 0.678 0.000
enhance the competitive ability
3 | Company procedures
3.1 | First: competitive advantage analyzing style 0.725 0.000
3.2 | Second: value chain analysis style 0.749 0.000
Third: cost accounting method on the basis of the product life
3.3 0.826 0.000
cycle
3.4 | Fourth: target cost 0.784 0.000
3.5 | Fifth: Activity based cost system ABC 0.585 0.002
The availability of components and cost requirements of the
4 o _ _ 0.695 0.000
application systems used in the company consist from 4 Sentences
How cost-savings result in achieving sustainable competitive
5 0.539 0.001

5.9 Reliability of the Research

Reliability of an instrument is the degree of consistency with which it measures the

attribute it is supposed to be measuring . The test is repeated to the same sample of people

on two occasions and then compares the scores obtained by computing a reliability

coefficient. For the most purposes reliability coefficient above 0.7 are considered

satisfactory. Period of two weeks to a month is recommended between two tests Due to

complicated conditions that the contractors is facing at the time being, it was too difficult

to ask them to responds to our questionnaire twice within short period. The statistician's

explained that, overcoming the distribution of the questionnaire twice to measure the

90




reliability can be achieved by using Kronpakh Alph coefficient and Half Split Method
through the SPSS software.

5.9.1 Half Split Method
This method depends on finding Pearson correlation coefficient between the means of

odd rank questions and even rank questions of each field of the questionnaire. Then,
correcting the Pearson correlation coefficients can be done by using Spearman Brown
correlation coefficient of correction. The corrected correlation coefficient (consistency
coefficient) is computed according to the following equation:

Consistency coefficient = 2r/(r+1), where r is the Pearson correlation coefficient. The
normal range of corrected correlation coefficient 2r/(r+1) is between 0.0 and + 1.0 As
shown in Table No.(16), the general reliability for all items equal 0.8408 , and the
significant (o ) is less than 0.05 so all the corrected correlation coefficients are
significance at o = 0.05. It can be said that according to the Half Split method, the dispute

causes group are reliable.

Table (16)
Split-Half Coefficient method
Spearman- :
: person- Sig. (2-
Number Section : Brown i
correlation - Tailed)
Coefficient
the cost administration's goals applied within
1 o 0.7424 0.8521 0.000
your organization
extent dose the cost system applied within the
company provide the needed information to
2 0.6926 0.8184 0.000
make decisions in order to enhance the
competitive ability
3 company procedures
3.1 - First: competitive advantage analyzing style 0.7832 0.8785 0.000
3.2 -Second: value chain analysis style 0.7143 0.8333 0.000
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Spearman- :
: person- Sig. (2-
Number Section _ Brown ;
correlation - Tailed)
Coefficient
- Third: cost accounting method on the basis of
3.3 _ 0.7693 0.8696 0.000
the product life cycle
3.4 - Fourth: target cost 0.6785 0.8085 0.000
- Fifth: Activity based cost system( ABC)
3.5 0.7296 0.8436 0.000
The availability of components and cost
4 requirements of the application systems used in | 0.7005 0.8239 0.000
the company consist from 4 Sentences
How cost-savings result in achieving sustainable
5 N 0.6924 0.8182 0.000
competitive advantages of the company
All fields 0.7254 0.8408 0.000

5.9.2 Cronbach’s Coefficient Alpha
This method is used to measure the reliability of the questionnaire between each field and

the mean of the whole fields of the questionnaire. The normal range of Cronbach’s
coefficient alpha value between 0.0 and + 1.0, and the higher values reflects a higher
degree of internal consistency. As shown in Table No. (17) the Cronbach’s coefficient
alpha was calculated and the general reliability for all items equal 0.8633. This range is

considered high; the result ensures the reliability of the questionnaire.

92




Table (17)

for Reliability Cronbach's Alpha

: No. of | Cronbach's
NO Section
Items Alpha
1 the cost administration's goals applied within your organization 12 0.8364
extent dose the cost system applied within the company provide
2 the needed information to make decisions in order to enhance the | 4 0.8456
competitive ability
3 company procedures
3.1 - First: competitive advantage analyzing style 7 0.8925
3.2 -Second: value chain analysis style 7 0.8678
- Third: cost accounting method on the basis of the product life
3.3 6 0.8539
cycle
3.4 - Fourth: target cost 8 0.8391
35 - Fifth: Activity based cost system ABC 7 0.9157
The availability of components and cost requirements of the
4 application systems used in the company consist from 4 |4 0.8513
Sentences
How cost-savings result in achieving sustainable competitive
5 7 0.8768
advantages of the company
All fields 62 0.8633
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5.10 Statistical Manipulation:
To achieve the research goal, researcher used the statistical package for the Social

Science (SPSS) for Manipulating and analyzing the data.

Statistical methods are as follows:

1- Frequencies and Percentile

2- Alpha- Cronbach Test for measuring reliability of the items of the questionnaires

3- Person correlation coefficients for measuring validity of the items of the
guestionnaires.

4- spearman —Brown Coefficient

5- one sample t test

6-independent samples t test

7. one way ANOVA test

8. Scheffe Multiple Comparisons test
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Chapter Six

Data Analysis and Discussion

6.1 Test of normality

6.2 Shapiro-Wilk

test will be used to identify if the data follow normal distribution or not, this test is

considered necessary in case testing hypotheses as most parametric Test stipulate data to

be normality distributed and this test used when the size of the sample are less than 50 ,

and Results test as shown in table (18) , clarifies that the calculated p-value is greater than

the significant level which is equal 0.05 ( p-value. > 0.05), this in turn denotes that data

follows normal distribution, and so parametric Tests must be used.

Table (18)
One Sample K-S
: No. of | P-
No. | Section Statistic
Items value

the cost administration's goals applied within your
1 o 12 0.968 0.334

organization

What extent dose the cost system applied within the

company provide the needed information to make
2 o _ |4 0.726 0.667

decisions in order to enhance the competitive

advantage
3 company procedures 0.794 0.554
3.1 | First: competitive advantage analyzing style 7 0.974 0.494
3.2 | Second: value chain analysis style 7 0.530 0.941
3.3 | Third Product life cycle 6 0.960 0.189
3.4 | Fourth: target cost 8 0.967 0.307
3.5 | Fifth: Activity based cost system ABC 7 0.983 0.828
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: No. of | P-
No. | Section Statistic
Items value
The availability of components and cost requirements
4 of the application systems used in the company consist | 4 0.796 0.551
from 4 Sentences
How cost-savings result in achieving sustainable
5 - 7 0.974 0.517
competitive advantages of the company
All fields 62 0.979 0.692

The researcher use a one sample t test to test if the opinion of the respondent in the

content of the sentences are positive (weight mean greater than "60%" and the p-value

less than 0.05) or the opinion of the respondent in the content of the sentences are neutral

(p- value is greater than 0.05) or the opinion of the respondent in the content of the

sentences are negative (weight mean less than "60%" and the p-value less than 0.05)

6.3 Test of Hypothesis:

6.3.1.1 The concept of strategic cost management

To test the hypothesis the researcher use a one sample t test and the opinion of the

respondent about the concept of strategic cost management ranked descending according

to the weight mean as shown in Table No. (19) as follows:

1.

2.

In item No. (3) the weight mean equal " 84.32%" and p-value equal " 0.000" which

is less than 0.05, that means (cost-indicators are provided to evaluate performance).

In item No. (11) the weight mean equal " 83.24%" and p-value equal " 0.000" which

is less than 0.05, that means (The company concentrates on customers to identify the

qualifications for the product which is considered true causes for the cost).

In item No. (4) the weight mean equal " 82.16%" and p-value equal " 0.000" which

is less than 0.05, that means (The organization uses modern tools and techniques to

reach competitive costs).
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For general the results for all items of the field show that the average mean equal 4.19
and the weight mean equal 83.86% which is greater than " 60%" and the value of t test
equal 16.198 which is greater than the critical value which is equal 2.0 and the p- value
equal 0.000 which is less than 0.05, that means the concept of strategic cost management
is available at significance level (0=0.05).

The researcher conclude that the respondents agreed to field of availability of strategic
cost management in their industrials companies

Table No.(19)

the concept of strategic cost management

standard | Weight

No. | Sentence Mean _ t-value | P-value
deviation | mean

Costs measured in order to assess

1 | _ 4.22 0.750 84.32 9.859 0.000
inventory and measure business results.
The control on elements of cost is being

2 | applied to ensure the efficiency of using | 4.54 0.558 90.81 16.808 | 0.000
resources.
cost-indicators are provided to evaluate

3 4.22 0.630 84.32 11.750 |0.000
performance.
The organization uses modern tools and

4 _ - 4.11 0.809 82.16 8.331 0.000
techniques to reach competitive costs.
Customer satisfaction is achieved by

5 o _ _ 4.49 0.559 89.73 16.180 | 0.000
providing a high quality product.
Customer satisfaction is achieved by

6 _ _ 4.11 0.737 82.16 9.143 0.000
continuous cost reduction.
Cost data are relayed on to plan the

7 N _ 4.22 0.712 84.32 10.385 | 0.000
competitive price.
Cost information are used to put and support

8 4.38 0.721 87.57 11.632 | 0.000

the competitive strategy of the organization.
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The relationship between the value

presented for the client and the cost for
that value is managed (increasing value |4.14 0.631 82.70 10.946 | 0.000
and income, decreasing the cost at the

same time).

10

An entrepreneurial approach is adopted
to reduce cost starts from the product 3.65 1.160 72.97 3.402 0.002

design stage.

11

The company concentrates on customers
to identify the qualifications for the

o _ 4.16 0.834 83.24 8.478 0.000
product which is considered true causes

for the cost.

12

The company gives attention to studying
and analyzing the linkage and

_ _ _ o _ 3.87 1.143 77.37 4.683 0.000
relationships wither inside or outside the

facility.

All items 4.19 0.454 83.86 16.198 | 0.000

Critical value of t at df "37" and significance level 0.05 equal 2.0

6.3.1.2 What extent dose the cost system applied within the company provide the
needed information to make decisions in order to enhance the competitive

advantage ?
To test the hypothesis we use a one sample t test and the opinion of the respondent about

the concept of supply chain management ranked according to the weight mean as shown

in Table No. (20) as follows:

The applied costing system provides the information about product stages as follows:
1. Initem No. (1.1) " The research and development stage " the weight mean equal "

84.76%" and p-value equal " 0.000" which is less than 0.05, and available with

percent 55.3%. at industrial companies tested
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2.

In item No. (1.3) " Production stage." the weight mean equal " 89.71%" and p-value
equal " 0.000" which is less than 0.05, and available with percent 92.1% at

industrial companies tested

In item No. (2)" The applied costing system provides reports about the rates of
reducing cost and the added value and non-added value activates "the weight mean
equal " 79.26%" and p-value equal " 0.000" which is less than 0.05, and available

with percent 71.1%. at industrial companies tested

In item No. (4)" The applied costing system provides reports about the extent of

achieving organization's strategies "the weight mean equal " 83.87%" and p-value

equal " 0.000" which is less than 0.05, and available with percent

industrial companies tested

81.6%. at

For general the results for all items of the field show that the average mean equal 4.14

and the weight mean equal 82.87 % which is greater than " 60%" and the value of t test

equal 12.418 which is greater than the critical value which is equal 2.0 and the p- value

equal 0.000 which is less than 0.05, and available with percent 72.5%,that means the

nature and quality of the information provided by the cost system applied and as it noted

almost of companies concentrate to provide information about production stage rather

than the other stage of product life cycle .

Table No.(20)

the concept of strategic cost management

The nature and quality of the

S R z |z = |8 8553 =z | 7
information provided by the cost £, = < @  ala 2 §_, 5

. 3 |33 8 |EEs3g g | £

system applied > o S5 o -~ i

1 | The applied costing system provides the information about product stages.

1.1 | The research and development stage. | 55.3 44.7 4.24 0.944 | 84.76 | 6.012 0.000
1.2 | The designing stage. 57.9 42.1 4.05 0.999 |80.91 | 4.909 0.000
1.3 | Production stage. 92.1 7.9 4.49 0.562 |89.71 | 15.637 | 0.000
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1.4 | Marketing stage. 73.7 26.3 4.41 0.780 | 88.28 | 9.761 0.000
1.5 | Distribution and delivery stage. 84.2 15.8 4.03 0.740 | 80.63 | 7.885 0.000
Customers services and after sale
1.6 68.4 31.6 4.00 0.849 |80.00 | 6.009 0.000
stage.
The applied costing system provides
reports about the rates of reducing
2 71.1 28.9 3.96 0.808 | 79.26 | 6.195 0.000
cost and the added value and non-
added value activates
The applied costing system provides
3 ) 68.4 31.6 4.19 0.801 | 83.85 | 7.590 0.000
reports about quality cost.
The applied costing system provides
4 | reports about the extent of achieving | 81.6 18.4 4.19 0.833 |83.87 | 7.973 0.000
organization's strategies.
All items 72.5 276 |4.14 10568 |82.87 |12.418 |0.000

Critical value of t at df "37" and significance level 0.05 equal 2.0

1.Industrial companies under the study applied the concept of strategic cost

management at significance level (a=0.05).

To test the hypothesis we use a one sample t test and the opinion of the respondent about

the concept of strategic cost management ranked according to the weight mean as shown

in Table No. (22) which show that the average mean equal 4.17 and the weight mean

equal 83.40% which is greater than " 60%" and the value of t test equal 16.451 which

is greater than the critical value which is equal 2.0 and the p- value equal 0.000 which is

less than 0.05, that means Industrial companies under the study applied the concept of

strategic cost management at significance level (0=0.05).
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Table No.(22)

the concept of strategic cost management

standard | Weight
No. Sentence Mean _ t-value | P-value
deviation | mean
The cost administration's goals
1 _ o o 419 |0.454 83.86 16.198 0.000
applied within your organization
Information needed from cost
system to make decisions in order
2 414 |0.568 82.87 12.418 0.000
to enhance the competitive
advantage ?
All sub section
417 ]0.4377 83.40 16.451 0.000

Critical value of t at df "37" and significance level 0.05 equal 2.0

6.3.2 Industrial companies applied the concept of competitive advantage at

significance level (a=0.05).

To test the hypothesis we use a one sample t test and the opinion of the respondent about

the concept of competitive advantage ranked according to the weight mean as shown in

Table No. (23) as follows:

1.

In item No. (4) the weight mean equal " 86.32%" and p-value equal " 0.000" which
Is less than 0.05, that means (Analyzing competition forces ( suppliers ,investors ,
new competitors , alternative products , competition between current organizations).
In item No. (5) the weight mean equal " 81.58%" and p-value equal " 0.000" which
Is less than 0.05, that means (Analyzing the strengths and weaknesses internally and
opportunities and threats externally).
In item No. (6) the weight mean equal " 78.42%" and p-value equal " 0.000" which
Is less than 0.05, that means (The competition strategy is determined , applied and
assessed continuously).

For general the results for all items of the field show that the average mean equal
4.00 and the weight mean equal 79.92% which is greater than " 60%" and the
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value of t test equal 11.523 which is greater than the critical value which is equal 2.0

and the p- value equal 0.000 which is less than 0.05, that means Industrial

companies under the study applied the concept of competitive advantage at

significance level (¢=0.05). that mean the industrial companies evaluate the

weakness and strength inside the company and the threats and opportunities

externally and try to use best strategies to able to take place in market and compete in

the same time ,
Table No.(23)
Concept of competitive advantage

standard Weight
No | Sentence Mean - t-value P-value
deviation mean

Strategic goals are determined for the

1 o 4.29 0.654 85.79 12.158 0.000
organization
assessment of capabilities and potentials of the

2 o 4.34 0.627 86.84 13.192 0.000
organization

3 assessment of internal and external environment | 3.89 0.894 77.89 6.169 0.000
Analyzing competition forces ( suppliers
,investors , new competitors , alternative

4 . 4.32 0.739 86.32 10.975 0.000
products , competition between current
organizations)
Analyzing the strengths and weaknesses

5 internally and opportunities and threats 4.08 0.712 81.58 9.340 0.000
externally.
The competition strategy is determined , applied

6 ) 3.92 0.912 78.42 6.227 0.000
and assessed continuously
Providing training courses for the human

7 resources in the organization to Rehabilitate 3.13 1.234 62.63 0.657 0.515
them for doing the pervious procedures
All items 4.00 0.533 79.92 11.523 0.000

Critical value of t at df "37" and significance level 0.05 equal 2.

102




6.3.3 Industrial companies applied the concept of supply chain management
To test the hypothesis we use a one sample t test and the opinion of the respondent about

the value chain analysis style ranked according to the weight mean as shown in Table

No. (24) as follows:
1. Initem No. (4) the weight mean equal " 78.95%" and p-value equal "' 0.000" which
is less than 0.05, that means (Differentiate between added value activities and non

added value activities).

2. Initem No. (6) the weight mean equal " 78.42%" and p-value equal " 0.000" which
is less than 0.05, that means (managing relations between the organization and both

customers and suppliers).

3. Initem No. (5) the weight mean equal " 75.26%" and p-value equal " 0.000" which
Is less than 0.05, that means (Managing relations and linkage between different

business units inside the organization).

For general the results for all items of the field show that the average mean equal 3.86
and the weight mean equal 77.22% which is greater than " 60%" and the value of t test
equal 8.789 which is greater than the critical value which is equal 2.0 and the p- value
equal 0.000 which is less than 0.05, that means industrial companies under the study
applied the concept of value chain management. That mean the value chain analysis is a
way of assessing competitive advantage by determining the strategic advantages and

disadvantages of the full range of activities that shape the final offering to the end user.
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Table No.(24)

Value chain analysis style

standard | Weight | t-
Sentence Mean _ P-value
deviation | mean | value

Determine the activities which are done by
the organization product to produce the | 4.32 0.574 86.32 14.119 | 0.000

product.

Determine the cost driver for each activity. | 4.24 0.542 84.74 14.068 | 0.000

Determine relation and linkage between
. 3.76 0.852 75.26 | 5.521 |0.000
activities.

Differentiate between added value
3.95 1.064 78.95 5.488 | 0.000
activities and non added value activities.

Managing relations and linkage between
different business units inside the | 3.76 0.998 75.26 4713 | 0.000

organization.

managing  relations  between  the
organization and both customers and | 3.92 1.024 78.42 | 5.547 |0.000

suppliers.

Rehabilitation  of  individuals and
providing the resources to do the previous | 3.08 1.383 61.58 |0.352 |0.727

procedures.

All items 3.86 0.604 77.22 |8.789 |0.000

Critical value of t at df "37" and significance level 0.05 equal 2.
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6.3.4 Industrial companies applied the concept of product life cycle at

Significance level (a=0.05).
To test the hypothesis we use a one sample t test and the opinion of the respondent about

the concept of product life cycle ranked according to the weight mean as shown in Table
No. (25) as follows:
1. Initem No. (5) the weight mean equal " 85.79%" and p-value equal " 0.000" which
is less than 0.05, that means (Trade-offs and balancing between the standards
specified by the customer in terms of the quality and response time and the selling

price.).

2. Initem No. (3) the weight mean equal " 83.16%" and p-value equal " 0.000" which
is less than 0.05, that means (Determine the place and time of achieving each goal

for improving revenue and reduce cost for all the stages of the product life cycle.).

3. Initem No. (2) the weight mean equal " 78.42%" and p-value equal " 0.000" which
is less than 0.05, that means (Determining the costs for each stage in product life

cycle.).

For general the results for all items of the field show that the average mean equal 3.99
and the weight mean equal 79.47% which is greater than " 60%" and the value of t test
equal 9.043 which is greater than the critical value which is equal 2.0 and the p- value
equal 0.000 which is less than 0.05, that means Industrial companies under the study

applied the concept of product life cycle at significance level (a=0.05).

The ability of the industrial companies control their product cycles and also can enable

managers to implement strategies of development or prolong a product's profitability.
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Table No.(25)

The concept of product life cycle

standard | Weight
Sentence Mean _ t-value | P-value
deviation | mean
Gather information for customers and
- o 4.21 0.777 84.21 9.609 |0.000
competitive organization.
Determining the costs for each stage in
_ 3.92 1.050 78.42 5.409 |0.000
product life cycle.
Determine the place and time of
achieving each goal for improving
4.16 0.718 83.16 9.947 |0.000
revenue and reduce cost for all the
stages of the product life cycle.
Using other supporting tools for the
_ 3.87 1.119 77.37 4.783 | 0.000
product life cycle style.
Trade-offs and balancing between the
standards specified by the customer in
_ _ 4.29 0.732 85.79 10.862 | 0.000
terms of the quality and response time
and the selling price.
Rehabilitation of individuals and
providing the resources to do the|3.47 1.246 69.47 2.343 | 0.025
previous procedures.
All items 3.99 0.673 79.74 9.043 |0.000

Critical value of t at df "37" and significance level 0.05 equal 2.0
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6.3.5 Industrial companies applied the concept of target cost at significance
level (a=0.05)
To test the hypothesis we use a one sample t test and the opinion of the respondent about

the concept of target cost ranked according to the weight mean as shown in Table No.
(26) as follows:

1. Initem No. (4) the weight mean equal " 87.89%" and p-value equal " 0.000" which
is less than 0.05, that means (Estimating allowable cost which is determined by the
different between the target sale price and target profit margin).

2. Initem No. (2) the weight mean equal " 86.32%" and p-value equal "' 0.000" which
is less than 0.05, that means (Target price of the product is determined which is the
price at which the client is willing and able to pay for the value derived from the
product specifications).

3. Initem No. (1) the weight mean equal " 80.53%" and p-value equal " 0.000" which
is less than 0.05, that means (a market survey is conducting to determine the best
specifications desired by customers in the product which reflect their value from
their point of view).

4. In item No. (7) the weight mean equal " 75.26%" and p-value equal " 0.000" which
is less than 0.05, that means (The proposed design which achieves target cost is
converted into an actual product).

5. Initem No. (6) the weight mean equal " 72.63%" and p-value equal " 0.001" which
is less than 0.05, that means (Improvements and adjustments are made on the current
design of the product, leading to reduction in cost to reach the target cost).

For general the results for all items of the field show that the average mean equal 3.97
and the weight mean equal 79.41% which is greater than " 60%" and the value of t test
equal 9.764 which is greater than the critical value which is equal 2.0 and the p- value
equal 0.000 which is less than 0.05, that means Industrial companies under the study
applied the concept of target cost at significance level (a=0.05).

also the managers must seek to manage cost in the earliest phases of the product’s life

cycle because these phases offer the biggest possibilities for significant cost reduction.
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Table No.(26)
Concept of target cost

standard | Weight
Sentence Mean _ t-value | P-value
deviation | mean

a market survey is conducting to determine
the best specifications desired by customers in
_ ] 4.03 0.854 80.53 7.410 0.000
the product which reflect their value from

their point of view.

Target price of the product is determined
which is the price at which the client is
. _ 4.32 0.809 86.32 10.027 0.000
willing and able to pay for the value derived

from the product specifications.

Determine the targeted profit margin for the
4.42 0.683 88.42 12.825 0.000
new product.

Estimating allowable cost which is
determined by the different between the target | 4.39 0.638 87.89 13.468 0.000

sale price and target profit margin.

A preliminary design of the product is set that
includes desired specifications and determine
) ) 3.79 0.875 75.79 5.563 0.000
the cost of this product and comparing that

cost with allowable cost.

Improvements and adjustments are made on
the current design of the product, leading to | 3.63 1.051 72.63 3.706 0.001

reduction in cost to reach the target cost.

The proposed design which achieves target
3.76 1.125 75.26 4.180 0.000
cost is converted into an actual product.

Rehabilitation of individuals and providing
the resources to complete the previous | 3.42 1.287 68.42 2.017 0.051

procedures.

All items 3.97 0.613 79.41 9.764 0.000

Critical value of t at df "37" and significance level 0.05 equal 2.0
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6.3.6 Industrial companies applied the concept of activity based system at

significance level (a=0.05)

To test the hypothesis we use a one sample t test and the opinion of the respondent about

the concept of target cost ranked according to the weight mean as shown in Table No.

(27) as follows:

1.

In item No. (2) the weight mean equal " 85.79%" and p-value equal " 0.000" which
is less than 0.05, that means (costs and activities are linked to determine the cost for

each activity).

In item No. (3) the weight mean equal " 82.63%" and p-value equal " 0.000" which
Is less than 0.05, that means (Cost drivers for each activity are determined.).

In item No. (1) the weight mean equal " 78.42%" and p-value equal " 0.000" which
is less than 0.05, that means (Organization's operations are transformed into specific
activities).

In item No. (6) the weight mean equal " 75.26%" and p-value equal " 0.000" which

iIs less than 0.05, that means (Activities are analyzed and classified into activities that
add value and activities that don’t and a performance measures are determined for

each activity.).

For general the results for all items of the field show that the average mean equal 3.82

and the weight mean equal 76.47% which is greater than " 60%" and the value of t test

equal 7.897which is greater than the critical value which is equal 2.0 and the p- value

equal 0.000 which is less than 0.05, that means Industrial companies applied the concept

of activity based system at significance level (0¢=0.05) . Applying the activity based

costing /management works to improve the efficiency and effectiveness of the operation ,

increasing the competitive advantages and the value of organizations.
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Table(27)

Concept of activity based system

No. Sentence standard | Weight
Mean e t-value | P-value
deviation | mean
1 Organization's operations are transformed into
. o 3.92 |0.912 78.42 6.227 0.000
specific activities.
2 costs and activities are linked to determine the
. 429 |0.732 85.79 10.862 | 0.000
cost for each activity.
3 Cost drivers for each activity are determined. 413 |0.741 82.63 9.408 0.000
4 Activity costs are distributed on products
_ . ) 3.89 |0.863 77.89 6.389 0.000
according to each product's activity consumption.
5 Organization's operations are analyzed through
skipping some activities or reengineering the | 3.55 | 0.950 71.05 3.586 0.001
whole operation.
6 Activities are analyzed and classified into
activities that add value and activities that don’t
) 3.76 | 0.883 75.26 5.326 0.000
and a performance measures are determined for
each activity.
7 Trained teams to perform activities related to each
_ _ 3.21 | 1.277 64.21 1.016 0.316
operation are determined.
All Sentences 3.82 |0.643 76.47 | 7.897 0.000
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6.3.7 What extend availability of factors and requirement of applying
integration framework on organization under the study?
To test the hypothesis we use a one sample t test and the opinion of the respondent about

the concept of target cost ranked according to the weight mean as shown in Table No.

(28) as follows:
1. Initem No. (4) the weight mean equal " 83.16%" and p-value equal " 0.000" which
is less than 0.05, that means (The organization analyzes the competitors in the

market according to ( quality , cost and the product specifications).).

2. Initem No. (3) the weight mean equal " 80.00%" and p-value equal " 0.000" which
Is less than 0.05, that means (The company is interest in the application of the
concept of market orientation to identify the characteristics and product

specifications desired by customers).

3. Initem No. (2) the weight mean equal " 77.37%" and p-value equal " 0.000" which
is less than 0.05, that means (The company publishes and applies a culture of

continuous improvement.).

4. Initem No. (1) the weight mean equal " 76.84%" and p-value equal " 0.000" which
is less than 0.05, that means (The company applies the philosophy of total quality

control.).

For general the results for all items of the field show that the average mean equal 3.97
and the weight mean equal 79.34% which is greater than " 60%" and the value of t test
equal 8.922 which is greater than the critical value which is equal 2.0 and the p- value
equal 0.000 which is less than 0.05, that means the availability of components and cost
requirements of the application systems used in the company. The management of
industrial companies must have the thought which is the link and integrate between more
than one tools of strategic cost management is an urgent need and should be given a great
importance and priority so the organization can achieve a sustainable competitive

advantage in the competitive environment
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Table(28)
The availability of components and cost requirements of the application systems used in

the company

Sentence standard | Weight
Mean . t-value | P-value
deviation | mean

The company applies the philosoph
P .y PP P Py 3.84 |0.855 76.84 6.071 0.000
of total quality control.

The company publishes and applies a
_ _ 3.87 [0.811 77.37 6.600 | 0.000
culture of continuous improvement.

The company is interest in the
application of the concept of market
orientation to identify the | 4.00 |0.805 80.00 7.654 | 0.000
characteristics and product

specifications desired by customers.

The organization analyzes the
competitors in the market according to
_ 416 |0.718 83.16 9.947 | 0.000
( quality , cost and the product

specifications).

All Sentences 3.97 |0.668 79.34 8.922 | 0.000

Critical value of t at df "37" and significance level 0.05 equal 2.0
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6.3.8 What extend applying the proposed framework in intent of achieving
substantial cost-saving which result in sustainable competitive on organization
To test the hypothesis we use a one sample t test and the opinion of the respondent about

the proposed framework in intent of achieving substantial cost-saving which result in
sustainable competitive on organization ranked according to the weight mean as shown in

Table No. (29) as follows:
1. Initem No. (6) the weight mean equal " 81.58%" and p-value equal " 0.000" which
is less than 0.05, that means (achieving integrated relation between target costing and

product life cycle costing).

2. Initem No. (1) the weight mean equal " 81.05%" and p-value equal " 0.000" which
Is less than 0.05, that means (using the value chain management in achieving the

cost-saving through managing relations between value chain activities).

3. Initem No. (7) the weight mean equal " 80.00%" and p-value equal " 0.000" which
is less than 0.05, that means (achieving integrated relation between target costing and

activity based costing).

For general the results for all items of the field show that the average mean equal
4.11and the weight mean equal 82.26% which is greater than " 60%" and the value of t
test equal 14.146 which is greater than the critical value which is equal 2.0 and the p-
value equal 0.000 which is less than 0.05, that means the proposed framework in intent
of achieving substantial cost-saving which result in sustainable competitive on

organization used in the company at significance level (a=0.05)
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Table(29)

the proposed framework in intent of achieving substantial cost-saving which result in

sustainable competitive on organization

No. | Sentence standard | Weight
Mean t-value | P-value
deviation | mean
1 How feasible is using the value chain management in
achieving the cost-saving through managing relations | 4.05 | 0.769 81.05 8.435 0.000
between value chain activities.
2 How feasible is using the value chain management in
achieving the cost-saving through managing relations | 4.11 | 0.764 82.11 8.922 0.000
between the different organization departments.
3 How feasible is managing relations with suppliers in
order to achieve mutual benefit between the suppliers | 4.16 | 0.679 83.16 10.514 | 0.000
and the organization.
4 How feasible is managing relations with clients in
order to achieve mutual benefit between the clients | 4.29 | 0.654 85.79 12.158 | 0.000
and the organization.
5 How feasible is the use of the value chain
management in controlling cost drivers and |4.11 |0.727 82.11 9.366 0.000
redefining the value chain.
6 How feasible is achieving integrated relation between
target cost and product life cycle costing. 408 0re o158 %340 0.000
7 How feasible is achieving integrated relation between
target costing and activity based costing. 00 0500 50.00 168461 0.000
All Sentences 411 |0.485 82.26 | 14.146 | 0.000

Critical value of t at df "37" and significance level 0.05 equal 2.0
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6.4 One Way ANOVA test And Scheffe Multiple Comparisons test

1 -There is a significant difference at significance level (0=0.05) among strategic cost
management to maximize the value of the organization and its competitive advantage due
to demographic characters (the company's capital, job title, Education, years of

experience, the costs system applied in organization)

and these hypothesis divided into sub hypotheses as follows:
2 -Here is a significant difference at significance level (0=0.05)among Strategic cost
management to maximize the value of the organization and its competitive advantage due

to the company's capital.

To test the question we use the one way ANOVA test and the result illustrated in table
no.(30) which shows the following results: the p-value equal 0.843 which is greater than
0.05 and the value of F test equal 0.172 which is less than the value of critical value
which is equal 3.27, that’s means there is no significant difference among strategic cost
management to maximize the value of the organization and its competitive advantage due

to the company's capital

Table No.(30)
One way ANOVA test for difference among strategic cost management to maximize the

value of the organization and its competitive advantage due to the company's capital

Sum of Mean Sig.(P-
Research problem Source df F value
Squares Square Value)

organization and its competitive

strategic cost management to | Between Groups | 0.054 2 0.027

maximize the value of the Within Groups | 5.555 | 35 0.159
0.172| 0.843

Total 5.609 | 37
advantage

Critical value of F at df "2,35" and significance level 0.05 equal 3.27
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3- There is a significant difference at significance level (¢=0.05) among strategic cost
management to maximize the value of the organization and its competitive
advantage due to job title.

To test the question we use the one way ANOVA test and the result illustrated in table
no.(31) which shows the following results: the p-value equal 0.045 which is less than
0.05 and the value of F test equal 2.974 which is greater than the value of critical value
which is equal 2.88, that’s means there is a significant difference among strategic cost
management to maximize the value of the organization and its competitive advantage due
to job title , and from Scheffe Multiple Comparisons test table no.(30) show that there in
a difference between " Accountant ™ , and " Other " , and the difference in favor of "
Other "

Table No.(31)
One way ANOVA test for difference among strategic cost management to maximize the

value of the organization and its competitive advantage due to job title

Sum of Mean Sig.(P-
Research problem Source df F value
Squares Square Value)
strategic cost management to 2.974
o Between Groups
maximize the value of the 1.166 3 0.389
organization and its o 0.045
- Within Groups
competitive advantage 4.443 34 | 0.131
Total 5609 | 37

Critical value of F at df "3,34" and significance level 0.05 equal 2.88
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Table No.(32)

Scheffe Multiple Comparisons test

Director of the Financial
Mean Difference Accountant Other
company Manager
Director of the company 0.190 0.425 0.062
Financial Manager 0.190 0.235 0.252
Accountant 0.425 0.235 0.487
Other 0.062 0.252 0.487

* The mean difference is significant at the .05 level
4 -There is a significant difference at significance level (a=0.05) among Strategic cost
management to maximize the value of the organization and its competitive advantage due

to Education

To test the question we use the one way ANOVA test and the result illustrated in table
no.(31) which shows the following results: the p-value equal which is greater than 0.05
and the value of F test equal which is less than the value of critical value which is equal
3.27, that’s means there is no significant difference among strategic cost management to

maximize the value of the organization and its competitive advantage due to education.

Table No.(33)
One way ANOVA test for difference among strategic cost management to maximize the
value of the organization and its competitive advantage due to education
Sum of Mean | F | Sig.(P-

Research problem Source df
Squares Square |value| Value)

strategic cost management to |Between Groups| 0.059 2 0.029

maximize the value of the Within Groups | 5.551 | 35 | 0.159
organization and its

0.185 |0.832

. Total 5.609 | 37
competitive advantage

Critical value of F at df "2,35" and significance level 0.05 equal 3.27
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5-There is a significant difference at significance level (¢=0.05)among strategic cost

management to maximize the value of the organization and its competitive

advantage due to years of experience.

To test the question we use the one way ANOVA test and the result illustrated in table

no.(32) which shows the following results: the p-value equal 0.399 which is greater than

0.05 and the value of F test equal 1.014which is less than the value of critical value

which is equal 2.88, that’s means there is no significant difference among strategic cost

management to maximize the value of the organization and its competitive advantage due

to years of experience

Table No.(34)

One way ANOVA test for difference among strategic cost management to maximize the

value of the organization and its competitive advantage due to years of experience

advantage

Sum of] Mean |F Sig.(P-
Research problem Source df

Squares Square |value Value)
strategic cost management to Between Groups| 0.461 3 0.154
maximize the value of the Within Groups | 5.149 | 34 | 0.151

o _ - 1.014 0.399
organization and its competitive
Total 5.609 37

Critical value of F at df "3,34" and significance level 0.05 equal 2.88
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Chapter Seven
Conclusions and Recommendations

7.1 Conclusions

Even though some of the respondents adopted more than one method of cost
management but the intent was not to integrate the various methods of strategic
cost management tools.

A clear gap exists between academic research studies and the application of such
studies in the real business world. In spite of a partial application of the
recommended procedures, it is clear from the sample study that there is a lack of
knowledge of some of the methods and tools of strategic cost management, as well
as the scientific concepts necessary to implement such methods.

Even though some of the respondents adopted more than one method of cost
management but the intent was not to integrate the various methods of strategic
cost management tools.

The reason why there was not an integration between methods of strategic cost
management tools is two fold. One, there was not a way to apply some methods in
a complete and systematic way. In addition, decision makers in the firms lacked
knowledge of how to do this integration as well as they don’t know the benefits
from implementing such integration.

Despite the fact that most of the sample studies gathered by the researcher show
that the company used the tools and methods of strategic cost management, this

was not done following specific scientific and systematic procedures.

7.2 Recommendations

The researcher recommends that the proposed integrative framework of this
research should be applied in Palestinian companies in the Gaza Strip which

use and apply modern cost management methods.
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» The researcher recommends the need for expanding studies and research
efforts associated with the creation of costs systems in accordance with the
administrative-oriented market thought, especially since many previous
studies showed clearly the shortage of costs systems based on the internal
engineering standards without identifying the external environmental

requirements.

= The researcher considers it necessary for the academic institutions and
industries federation and the Chamber of Commerce to organize
conferences and seminars to draw the attention of Palestinian companies to
the benefits and cost savings that can be obtained by the application of

strategic cost management tools.

= There researcher recommends that it is necessary to encourage cooperative
relationships in the following levels: firm activities, departments and
sections, and external parties in terms of suppliers or dealers. The result of

such integration will achieve mutual benefits among the integrated parties.

= Proceeding from the integration idea, the researcher suggests that there
should be a specific mechanism to link industrial companies and the
Industries federation on one hand, and universities and academic institutions
on the other hand. The purpose of this union, to conduct applied research in
various industries and fields, will help develop accounting systems and cost
management applicable to these industries. The researcher believes that the
existence of such a mechanism would facilitate researchers to procure
information related to those companies as well as the possibility for those
companies to view the results and recommendations of the researchers and

work to put it into practice.
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Appendix B
Questionnalre
(English Version)



Questionnaire

Strategic cost management to maximize the value of the organization

and its competitive advantage (applied study to industrial companies in

Gaza strip)

Please answer the following questions carefully by putting signal x in the box that agrees

with your opinion, note that your responses will be confidential and for the purposes of
scientific research only. Thanks for the corporation

Section | : Please tick (X) in front of the appropriate answer to you

First: Company data

1 - Company name (optional):

2 - the nature of the company's activity:

3 - the company's capital:

C] $500,000- $750,000 C] $750,000- $1000,000 C] more than $1000,000
Second: Personal data:

C] Director of the company D Financial Manager C]Accountant

Other (please mention)...................

Education:

C]Higher education D Bachelor degree D Diploma

Other (please mention).....................

years of experience:
(] Lessthan5years [ ]5tol0years [ J1ltol5years [ ] 16 yearsand over
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Section |1

Some cost systems rely on the presence of more than one mode of cost administration.
Please specify which one of the following methods is contained in the costs system
applied in your organization.

() competitive advantage analysis Style () value chain analysis style
() onactivity based Cost system ABC () target cost style

() Product life cycle

Q2: ldentify from your own point of view the importance of each of the cost
administration’s goals applied within your organization.

the cost control

ISEVN
10

Statement

juenodw|
juenodw|
aourpodwil
wnipsiy
douepodwil

3|

[enua

nbasuoauj

Costs measured in order to assess inventory and

measure business results.

The control on elements of cost is being applied to

ensure the efficiency of using resources.

cost-indicators are provided to evaluate performance.

The organization uses modern tools and techniques to

reach competitive costs.

Customer satisfaction is achieved by providing a high

quality product.

Customer satisfaction is achieved by continuous cost

reduction.

Cost data are relayed on to plan the competitive price.

Cost information are used to put and support the

competitive strategy of the organization.

The relationship between the value presented for the

client and the cost for that value is managed
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(increasing value and income, decreasing the cost at

the same time).

10.

An entrepreneurial approach is adopted to reduce cost

starts from the product design stage.

11.

The company concentrates on customers to identify
the qualifications for the product which is considered

true causes for the cost.

12.

The company gives attention to studying and
analyzing the bonds and relationships wither inside or

outside the facility.

Q3: Please, identify up to what extent dose the cost system applied within the

company provide the needed information to make decisions in order to enhance the

competitive ability, stating your opinion in each one of them.

a|qe|IeAy

The nature and quality of the information

provided by the cost system applied.

dlqe|leAy 10N

JUepIoaw]

If existed please specify

importance

its

SETN
jueniodwi|
JuepIoauur

wnipan
auepoauut
ile)

[enus

31|

nbasuoouj

11
1.2
1.3
1.4
1.5
1.6

The applied costing system provides the

information about product stages.

The research and development stage.
The designing stage.
Production stage.

Marketing stage.

Distribution and delivery stage.
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Customers services and after sale stage.

The applied costing system provides reports
about the rates of reducing cost and the

added value and non-added value activates

The applied costing system provides reports

about quality cost.

The applied costing system provides reports
about the extent of achieving organization's

strategies.

Q4: Explain your point of view about the application of the following company

procedures.

First: competitive advantage analyzing style.

Procedures

abJe

SEYN

Apu

eolIubIs

abeuany

M3J

M3)

ISEYN

Strategic goals are determined for the organization

assessment of capabilities and potentials of the

organization

assessment of internal and external environment

Analyzing competition forces ( suppliers ,investors , new
competitors , alternative products , competition between

current organizations

Analyzing the strengths and weaknesses internally and

opportunities and threats externally.

The competition strategy is determined , applied and

assessed continuously

Providing training courses for the human resources in the
organization to Rehabilitate them for doing the pervious

procedures
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Second: value chain analysis style

< 2] > @ <
@D () < E @D
< =3 < <
Procedures — = & o)
S 2 ® 2
Q =
D —
<
Determine the activities which are done by the
organization product to produce the product.
Determine the cost driver for each activity.
Determine relation and linkage between activities.
Differentiate between added value activities and non
added value activities.
Managing relations and linkage between different
business units inside the organization.
managing relations between the organization and
both customers and suppliers.
Rehabilitation of individuals and providing the
resources to do the previous procedures.
Third: cost accounting method on the basis of the product life cycle
Procedures Signif
Very | Avera Very
ica- few
Large ge few
ntly

Gather information for customers and competitive

organization.

Determining the costs for each stage in product life

cycle.

Determine the place and time of achieving each goal

for improving revenue and reduce cost for all the

stages of the product life cycle.

146




Using other supporting tools for the product life cycle

style.

Trade-offs and balancing between the standards
specified by the customer in terms of the quality and

response time and the selling price.

Rehabilitation of individuals and providing the

resources to do the previous procedures.

Fourth: target cost

Procedures

abJe

SEYN

Apu

eolIubIs

abeuany

M3)

M3)

ISEYN

a market survey is conducting to determine the best
specifications desired by customers in the product

which reflect their value from their point of view.

Target price of the product is determined which is the
price at which the client is willing and able to pay for

the value derived from the product specifications.

Determine the targeted profit margin for the new

product.

Estimating allowable cost which is determined by the
different between the target sale price and target

profit margin.

A preliminary design of the product is set that
includes desired specifications and determine the cost
of this product and comparing that cost with

allowable cost.

Improvements and adjustments are made on the

current design of the product, leading to reduction in
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cost to reach the target cost.

The proposed design which achieves target cost is

converted into an actual product.

Rehabilitation of individuals and providing the

resources to complete the previous procedures.

Fifth: Activity based cost system ABC

Procedures

abJe

ISEYN

Ap
ueon1ubls

abeaany

M3}

INETWSEYN

Organization's operations are transformed into

specific activities.

costs and activities are linked to determine the cost

for each activity.

Cost drivers for each activity are determined.

Activity costs are distributed on products according

to each product's activity consumption.

Organization's operations are analyzed through
skipping some activities or reengineering the whole

operation.

Activities are analyzed and classified into activities
that add value and activities that don’t and a
performance measures are determined for each

activity.

Trained teams to perform activities related to each

operation are determined.
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Q5: The availability of components and cost requirements of the application systems

used in the company

Statement

abue] Aaap

Apueoyiubis

abeaany

M)

INETWSEYN

The company applies the philosophy of total quality

control.

The company publishes and applies a culture of

continuous improvement.

The company is interest in the application of the
concept of market orientation to identify the
characteristics and product specifications desired by

customers.

The organization analyzes the competitors in the
market according to ( quality , cost and the product

specifications).
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Q6: How cost-savings result in achieving sustainable competitive advantages of the

company
S L 2 5 =
2 b= =} S =
Statement = 5‘ ]
= =
<

How feasible is using the value chain management in
achieving the cost-saving through managing relations

between value chain activities.

How feasible is using the value chain management in
achieving the cost-saving through managing relations

between the different organization departments.

How feasible is managing relations with suppliers in
order to achieve mutual benefit between the suppliers

and the organization.

How feasible is managing relations with clients in
order to achieve mutual benefit between the clients

and the organization.

How feasible is the use of the wvalue chain
management in controlling cost drivers and

redefining the value chain.

How feasible is achieving integrated relation between

target costing and product life cycle costing.

How feasible is achieving integrated relation between

target costing and activity based costing.
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Appendix C
(Referees)



List of Referees

e Dr. Alia. A . Shaheen. Professor, Accounting. The Islamic University-
Gaza.

e Dr Hamdi. S. Zoarob Associate professor ,Accounting. The Islamic
University-Gaza

e Dr. Issam .M. Buhaisi, Associate Professor ,Accounting. The Islamic
University- Gaza

e Dr. Nafez . M. Barakat. Assistant professor, Statistics. The Islamic

university- Gaza.
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