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Abstract

Purpose- The purpose of this study is to propose a customer value management framework to
improve the potential profits using the Management accounting techniques.

Design/methodology/approach- Based on the literature, this study identifies and adapts the
most appropriate management accounting techniques to manage the customer value and
hence improve potential profits. It also tests the perceptions of managers and management
accountants of the Egyptian service sector concerning the relative merits of such a
framework.

Findings- The most significant finding is that the current study accepted the revised model
because it provided better fit indices compared with the fit indices of the hypothesized model.
A key finding in the current study that has not been investigated in previous studies is that the
customer value analysis has a positive and significant impact on companies’ profitability. The
study also found that there is an indirect relationship between customer profitability analysis
and companies’ profitability. Other factors in the proposed framework have significant
positive relationships.

Originality/value- This paper contributes to management accounting literature by proposing a
framework for managing customer value for the potential profits improvement purpose, using
customer profitability analysis; customer value analysis; and value add-costing techniques
together with the proposed sequences. It is also a practical contribution to improving the
potential profits of the Egyptian service sector.

Keywords: Customer profitability analysis, Customer value analysis, Value add-costing,
Companies’ profitability, Egyptian service sector
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1. Research Context

Measuring and Managing Customer value can only come from building the customer into
every aspect of operations. Information about the customer value makes it possible for the
company to identify more profitable customers and make decisions about improving,
canceling, or adding a certain activity and about the management of those activities that cause
customer profitability. This results in improving the company’s overall profitability. This
requires building a comprehensive view of customer value management.

Over the past decade, management accounting research has been focused on using single
different management accounting techniques that reflect customer value. However, despite an
increasing amount of management accounting literatures which focus on customer value,
most of which is single technique oriented such as the studies of Cooper and Kaplan (1991) ;
Smith and Dikolli (1995); Pickering Mark (1998); McNair et al. (2001); Salem (2002); Morse,
Davis and Harlgraves (2003); McNair, et al. (2006); McNair, et al. (2005); Raaij (2006);
Raaij (2007); Horngren, et al.(2005); and Gary Cokins (2015), there remains a lack of holistic
view in customer value and how this can be effectively managed and enhance companies’
profitability.

The purpose of this paper is to develop a customer value management framework to improve
companies’ profitability using Management accounting techniques.

This framework consists of three steps. First, adopt customer profitability analysis technique
to provide companies with information about the profitability of each customer. Next, use a
customer value approach to better understanding of which activities and outcomes actually
create value for profitable customers. The last step is to use customer value costing technique
to manage the relationship between the value and cost of achieving such value and make the
customer value the effective force in achieving profitability. Taken together the three
techniques with the proposed sequences form a framework that provides deeper insight into
managing customer value and boosting companies’ profitability from the management
accounting perspective.

This paper explores the development of such a comprehensive management accounting
framework to assist in managing customer value and enhance the company’s profitability. No
previous research in this subject area has combined these three techniques. This exploratory
research adds new knowledge in the field through theoretical development. The lack of
management accounting literature that concerns a comprehensive view in managing customer
value including the three techniques supports the need for this study.

2. The Development of a Proposed Framework for Customer Value Management
2.1 Customer Profitability Analysis

To remain competitive, companies must acquire more profitable customers as companies shift
from a product-centric focus to a customer-centric focus, a myth that almost all current
customers are profitable needs to be replaced with the truth. Some high demanding customers
may indeed be unprofitable, many companies’ managerial accounting systems aren’t able to
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report customer profitability information to support analysis for how to rationalize which
types of customers to retain, grow (Gary Cokins, 2015). This is previously supported by the
notion that 80 percent of a company’s profits come from 20 percent of its customers, while
the remaining 20 percent of profits are provided by 80 percent of customers (Zeithamlet et al.,
2001; Horngren et al., 2006 and Reinaldo et al., 2008). Companies that understand which
customers are more profitable and which ones are not being armed with valuable information
needed to make successful managerial decisions to improve overall organizational
profitability (Howell, Robert, and Soucy, 1990; Raaijet et al., 2003; Cotton, 2005; Ilhan Dalci
et al., 2008). Consequently, this study proposes the use of customer profitability analysis
technique-based on ABC approach as the first step in the proposed framework. This
technique enables companies to identify the profitability of customers based on the specific
resources used to service each customer (Pickering, 1998). Raaij (2005) defines “Customer
profitability analysis as the process of allocating revenues and costs to customer segments or
individual customer accounts, such that the profitability of those segments and/or accounts
can be calculated.

The following package of steps for performing customer profitability analysis is adapted from
the studies of (Cooper and Kaplan, 1991; Smith and Dikolli, 1995; Pickering Mark 1998;
Salem, 2002; Morse, Davis, and Harlgraves, 2003; Raaij, 2005; Horngren et al., 2005; and
Gary Cokins, 2015). Firstly, determining the customers who dealt with the company within a
certain period of time. Secondly, classifying customers according to distribution areas,
average demand value, or the volume of their purchases. Thirdly, determining the revenues of
each customer, or group of customers, according to the selected classification, by tracing as
many revenue items as possible. Fourthly, determining customer costs, by using an activity
cost approach as follows:

« Categorizing cost related to customers into different cost pools by using a customer cost
hierarchy ~ (Customer  output-unit-level ~ costs;  Customer  batch-level  costs;
Customer-sustaining costs; Corporate-sustaining costs and Distribution-channel costs)

 Specifying and classifying customer activities. There is no specific classification for
customer activities the classification of customer activities differ according to the type of
product and services and the nature of each industry or service

« Determining the activities in each cost-hierarchy and identifying the total costs of every
activity by defining the cost drivers for each activity at the individual customer level or the
customer group level and Cost drivers units for each activity. The cost allocation rate is
calculated by dividing the total activity costs by the total of cost drivers units.

* ldentifying the total activity costs for each customer by multiplied cost drivers units for
each activity by allocation rate. Then, the total costs for customer activities are calculated at
the level of each customer.

Finally, determining customer-level operating profit. Companies should use a report that
illustrates the difference between the revenues generated from each customer and the total
costs in order to compute a customer profitability figure. Customers are rank ordered from
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the most profitable to the least profitable, including those who are unprofitable (i.e.,
customers with a financial loss where their costs exceed their revenues. This enables the
company to make decisions about the appropriate strategy for each group of customers.

Companies should focus on profitable customers because these customers will contribute to
enhancing the profitability of the company.

2.2 Customer Value Analysis

In order to focus on profitable customers, the current study proposes the use of customer
value analysis as the second step in the proposed framework. This is further supported by
McNair et al.'s (2001a) study which states that understanding customers and value
performance is the first step in cost management practices that lead to profitability and
long-term growth.

Customer value is a strategic weapon in attracting and retaining customers and has become
one of the most significant factors in the success of both manufacturing businesses and
service providers (Gale, 1994; Woodruff, 1997; and Zeithaml et al., 2001). Delivering
superior customer value has become an ongoing concern in building and sustaining
competitive advantage. As many researchers have suggested, firms should reorient their
operations towards the creation and delivery of superior customer value (Jensen, 2001; and
Day, 1994). Delivering superior customer value is now recognized as one of the most
important factors for the success of any firm now and in the future.

Woodruff (1997) defined customer value as a customer-perceived preference for, and
evaluation of, product attributes, attribute performances, and consequences in terms of the
customer’s goals and purposes. Thus, the customer value perspective begins by gaining a
better understanding of which activities and outcomes actually create value for the customers.
It also entails knowing the resources that are consumed to meet specific customer needs
(McNair; et al., 2006).

Thus the current study proposes the use of customer value analysis as a second step in the
proposed framework.

Customer Value Analysis begins with a deep understanding of firm’s value proposition- the
list of attributes that have the potential to create customer value-and how effectively that
value proposition maps to a customer’s value profile for the product or service (McNair et al.,
2006). Product attributes embody those characteristics, features, and benefits desired by, and
that create value for the customer and which the organization will need to provide
competitively in order to generate revenue. A clear understanding of product attributes by the
organization facilitates decision making about resources and capabilities required to meet
customer needs and are antecedent to the determination of the costs of creating value for each
customer and consideration of profit.

In order to analyze customer value, the following steps are followed (Gabre, 2007): Firstly,
identifying attributes for each alternative of product: a customer regards the product as a set
of attributes that offer a benefit or a number of benefits that satisfy needs. Customer value
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attribute data are collected by a survey of an unbiased sample of customers. This survey
asking a number of customers about the main attribute they wish to have available in the
product. This can be done by telephone or by mail. Secondly, determining the availability of
the attribute in each product from the customer’s viewpoint: In this context, different weights
can be used, ranging from 1 to 5. The use of percentages to represent the availability of the
attribute in each alternative could also be used. Thirdly, determining the degree of importance
given by the customer to each attribute: here also the previous weights can be used. It is also
possible to use percentages that represent, in total, the figure 1 as a whole number. Finally,
determining the expected value of each alternative: in this step, it is possible to estimate the
degree of importance given by the customer for each attribute value obtained by the customer
from each alternative. The value obtained by the customer from each alternative could be
calculated by adding “the degree of availability of each attribute of the individual value” to
degree of importance determined by the customer for each attribute. The alternative that
achieves the highest expected customer value can be chosen

2.3 Value-Added-Costing

To generate this customer value, Al-Nashar (2001) states that it is necessary, therefore, to
manage the relationship between the value and cost of achieving such value, and to make the
customer value the effective force in the companies' continuity and in achieving profitability.
However, Al-Nashar illustrates that under the traditional management accounting system,
there is no link between the cost and the value it achieves, which is one of the most important
requirements for distinguished business companies at the international level. This is further
supported by the study conducted by McNair et al. (2006), which affirmed that understanding
the relationship between costs and the value provided by the company to the customer is the
basis for the company’s ability to achieve profits. Therefore, the cost structure should be
associated with the value attributes of the product or the service. McNair et al. (2013)
emphasized that the only way to increase profits is to better understand the target and meet
the value requirements defined by the firm’s customers. A company that does not understand
which of its activities tie directly to defined customer value attributes is likely to face lower
profits and an uncertain future. At the present time, success does not result from reducing cost
but rather from increasing value. Therefore companies should focus on the core value
activities and related cost.

This goal can be recognized by adopting the value- added costing as a third step in the
proposed framework.

This proposed technique is based on two stages. The first stage is to identify activities related
to each attribute (Brimson, 1998). At this stage, the “activity analysis” technique is used to
provide detailed data for a company’s operating level. The activities data are collected by
interviewing the appropriate department manager. This helps to better understand the
activities, how they should be performed, managed and improved, and to what extent they
can be changed to be appropriate to the market and competition conditions. This activity
analysis classifies the activities into three types of activities.

Firstly, waste activities represent cost which is not customer-related, and for which the
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customer will not pay any money. Therefore, such activities are profit-consuming. Waste is
sometimes referred to as a “profit bandit” (McNair et al., 2001b, 2006 and 2013). Waste
represented by two elements: redoing the activity which can be value-adding when done for
the first time, but they are non-value-adding when they are done again.in addition to the
excess in doing activities, to the extent that they cost higher than what the customer would
pay. This creates further waste.

Secondly, non- value-adding activities: These are classified into three types. Current
value-adding business activities: these are a group of activities that are necessary for
supporting value-adding activities. The customer will not pay a higher price for performing
such activities efficiently (i.e. they have no effect on profit). However, the customer may pay
a lower price if such activities are not performed efficiently (this will have a negative effect
on profit). In addition, future value-adding business activities: these are represented in the
future products and services of the company, such as innovation and development. The
customer will not pay a price for future products and services (i.e. they have no effect on
profit). However, the company is obliged to do so for survival and growth.

Finally, Administrative value-adding business activities: these are the main activities that are
necessary for the continuity of work, such as salaries and information technology. The
customer will not pay a price for the performance of such activities, and therefore they have
no effect on profit. Thirdly, the core of value-adding activities is represented by those
activities that realize direct benefit for the customer because they are strongly linked to value
attributes. That is, they are determined on the basis of the product’s attributes. Only such
activities can generate revenues for the company. The value-added core is only a small
percentage of the total price for a product or service. On average, the value-added core is only
20% of the price. In other words, Pareto’s law seems to hold: 20% of the activities generate
80 to 90% of the firm’s revenue. This suggests the first “new law” of cost management under
value perspective: price is a multiplicative function of the value-added core of activities.
Therefore, they must be regarded as a profit driver that must be focused on. There is a direct
proportion between such activities and profit; each monetary unit spent on improving such
activities is a means of improving profit. In other words, the companies that cannot determine
which activities are directly related to value attributes are companies that have an uncertain
future.

The second stage is to Identify the cost of each activity and measuring the costs of each
attribute. Activity cost is represented by the proportion of each activity of production factors
consumed by the activity and recorded as cost in the general ledger. Therefore, at this stage,
production factors that are necessary for the performance of each activity and represented in
personnel, equipment, materials, etc., are identified and grouped (Brimson, 1998). They are
calculated on the basis of actual performance. In this step the use of the normal ABC
approach to cost of the product attributes is suggested, that is, using cost drivers and cost
rates. These calculations are straightforward where there is a direct one to one relationship
between each activity and a particular product attribute. Some apportionment may be
necessary where two or more activities are required to deliver a particular attribute, or one
activity delivers two or more product attributes. Finally, the activity costs related to each
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attribute are grouped together (Walker, 1992, 1998 &1999, Brimson, 1998, and Abeer 2017).

It can be concluded that the proposed framework consists of three steps. First, adopt customer
profitability analysis technique to provide companies with information about the profitability
of each customer. Next, use a customer value approach to better understanding of which
activities and outcomes actually create value for profitable customers. The last step is to use
customer value costing technique to manage the relationship between the value and cost of
achieving such value and make the customer value the effective force in achieving
profitability. The following figure illustrates the proposed framework and its variables.

A Proposed Framework for Customer Value Management

| |
Step 1: Step 2: Step 3
— —
Customer Customer Customer
profitability Value Value —added
analysis- P analysis € Costing
based on
L3
Companies
> I
Profitability

Figure 1. Customer value management framework
The proposed framework hypotheses can be formulated as follows:
H1: Customer profitability analysis is positively affected by companies’ profitability.
H2: Customer value-added is positively related to Customer profitability.
H3: Value-added costing is positively related to Customer value-added.
H4: Value-added costing is positively affecting companies’ profitability.
H5: Value-added costing is positively affecting Customer profitability analysis.
3. Approach to Test the Model
3.1 Population and Sample

The service sector is becoming increasingly important in the economies of developed and
developing countries. Egypt's economy is the second largest in the Arab world (after Saudi
Arabia). The service sector is the largest and fastest-growing economic sector and accounts
for almost 51 percent of GDP (Anonymous a., 2018). In addition to the importance of the
service sector, this sector is the most appropriate to examine the proposed framework since
the customer is the main focus in the proposed framework and in the service sector (ECS).
This is affirmed by Kaplan and Narayanan (2001) who state that understanding customer
value is especially important for service customer. Indeed, for service companies, customer
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value is more important than production companies because the cost of providing a service is
generally determined by customer behavior. According to Zeithaml and Bitner (1996), the
cost of finding and gaining a new customer in service companies is five times greater than the
cost of retaining current customers. Therefore, successful implementation of customer value
management in order to retain profitable relationships with current customers is essential for
service companies. Moreover, Cotton (2005) asserts that the effective use of CPA enables
service companies to increase customer satisfaction and boost profitability.

A\\ MacrOthlnk International Journal of Accounting and Financial Reporting

Due to time and resource restrictions, a judgment sample is used in the current study. The
study focuses only on the service sector’s companies which listed in the Egyptian Exchange
Market. The sample is drawn from the Egyptian Exchange Market database. The sample
included all members of service sectors who listed in EEM. The sample frame was 74 service
companies (the total membership of EEM at the time) (Anonymous b, 2018). This sample
consists of 35 Financial services companies; 15 Banks; 4 Telecommunication companies; 4
Technology companies and16 Travel and leisure companies (Anonymous b, 2018).

The respondents were management accountants, production managers, sales managers,
financial and accounting manager- marketing manager and customer service manager
because they are able to comment accurately on the aspects in the questionnaire since they
have expertise in decision-making at the strategic level.

3.2 Questionnaire Development

A questionnaire was used to collect the data. A self-administrated questionnaire, delivered
and collected by hand, was utilized to test the proposed framework. This framework was used
to develop the questionnaire to test the proposed framework. The objective of this
questionnaire was to collect data about the perception of managers and management accounts
related to each variable in the framework and their relationships, which can then be used in
evaluating the developed customer value management framework. To achieve this objective,
the questionnaire was divided into four main sections (Customer profitability analysis;
Customer value analysis; Customer value-added costing and the impact of the proposed
framework on companies’ profitability).

Care was taken to ensure that questions covered all theoretical constructs contained in the
proposed framework. In addition, a 5-point Liker-type scale (from (1) not important to (5)
very important for some questions and from (1) completely disagree to (5) completely agree
with others) was used in most questions. In this research, closed question format was deemed
the most appropriate type due to the pressure of respondents' time and a cultural dislike of
such open questions, as they require a detailed answer, closed questions were deemed to be
most appropriate.

The questionnaire was pre-tested and evaluated by 5 reviewers, two academics familiar with
the service sector, one academic statistician specializing in accounting research and three
practitioners. Reviewers were asked to test the questionnaire and identify unclear items and
suggest changes. Changes were made, based on the comments and suggestions received from
the reviewers.
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3.3 Response Rate Strategies

Questionnaires were distributed by hand to 370 individuals (74 companies). After one week,
companies which had not replied within the first week were contacted by phone as a reminder.
After four weeks a reminder letter with another copy of the questionnaire was delivered by
hand to companies which had not replied. 170 individuals apologized for not completing the
questionnaire. Of the completed questionnaires, 99 were completed and collected after the
first delivery. 40 were collected after the first follow-up process. A further 60 were collected
after the second follow-up process. A total of 199 completed questionnaires were received.

3.4 Response Bias

Once all questionnaires were returned a test was conducted to ensure that there was no
significant difference between the responses received in the early and late stages of data
collection. To enact this, the first and last 60 questionnaires were compared. The figure of 60
was used based on the slightly smaller number of a questionnaire received in the second
phase and to ensure an equal sample size for comparison. The testing was done through the
application of the two-sample Kolmogorov-Smirnov test. The test showed that of the 100
variables there was no significant difference.

4. Findings and Discussion
4.1 Factor Analysis for the Variables of the Proposed Framework

Structural factor analysis was applied for variables of the proposed framework (customer
profitability analysis; Customer value-added and value-added costing) to examine the
underlying relationships between variables. Common factor analysis with principal
component was used.

For the customer profitability analysis. Seven items from 15 included in the analysis have
communality values ranging from 0.4 to 0.7 (from lower to moderate), which are common
magnitudes in social science (Velicer and Fava, 1998). Eight items have communality values
above 0.7, which represent high commonality. In addition, most of the items have a factor
loading above 0.49. Furthermore, all items are loaded highly on only one factor and are not
split-loaded. The principal component provided a five-factor solution with eigenvalues of 1.0
or above, and 15 items are retained under the five factors which explain 60 percent of the
variance in the data set. The first factor accounts for 20 percent of the variance, the second for
16 percent, the third for 14 percent, and the fourth for 5 percent and the fifth for 5 percent.

For reliability analysis, Cronbach’s alpha is calculated to test reliability and internal
consistency for each factor. The result indicates that the alpha coefficient for all factors is
above 86 percent, which is higher than the standard estimates of 0.70 (Howitt and Cramer,
2008). In addition, the Spearman’s intercorrelation for the five factors is significant at the
0.001 level.

The factors are labeled according to the commonality of items loading on each factor and
they are labeled as follows: determining customers who dealt with the company; classifying
customers; determining the revenue of each customer; determining customer costs and
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determining customer operating profit.

For customer value analysis variable. Among the 11 items included in the analysis, 4 have
communality values ranging from 0.4 to 0.7 (from lower to moderate), which are common
magnitudes in social science (Velicer and Fava, 1998). 7 items have a factor loading greater
than 0.69, indicating a strong correlation between items and the factor they belong to.
Furthermore, all items are loaded highly on only one factor and are not split-loaded on
another factor above 0.32 (Tabachnick and Fidell, 2001). The principal component provides a
four-factor solution with eigenvalues of 1.0 or above being extracted, and the 11 items which
are retained under the four factors explain 61 percent of the variance in the data set. The first
factor accounts for 20 percent of the variance, the second for 18 percent, the third for 18
percent and the fourth for 5 percent. None of the remaining factors is significant.

For reliability analysis, Cronbach’s alpha is calculated to test reliability and internal
consistency for each factor. The result indicates that the alpha coefficient for all factors is
above 86 percent, which is higher than the standard estimates of 0.70 (Howitt and Cramer,
2008). In addition, the Spearman inter-correlation for the four factors is significant at the
0.001 level.

The factors are labeled according to the commonality of items loading on each factor and are
as follows: Identifying attributes for each alternative of product, determining the availability
of the attribute in each product from the customer’s viewpoint, determining the degree of
importance given by customer to each attribute and determining the expected value of each
alternative.

For the value-added costing variable. Among the 12 items included in the analysis, 5 have
Communality values ranging from 0.4 to 0.7 (from lower to moderate), which are common
magnitudes in social science (Melicer and Fava, 1998). In addition, 10 items have a factor
loading greater than 0.69, indicating a strong correlation between items and the factor they
belong to. Furthermore, all items are loaded highly on only one factor and are not split-loaded
on another factor above 0.32 (Tabachnick and Fidell, 2001). The principal component
provides a two-factor solution with eigenvalues of 1.0 or above being extracted, and the 15
items which are retained under the two factors explain 61 percent of the variance in the data
set. The first factor accounts for 34 percent of the variance, the second for 27 percent. None
of the remaining factors is significant.

For reliability analysis, Cronbach’s alpha is calculated to test reliability and internal
consistency for each factor. The result indicates that the alpha coefficient for all factors is
above 87 percent, which is higher than the standard estimates of 0.70 (Howitt and Cramer,
2008). In addition, the Spearman intercorrelation for the two factors is significant at the 0.001
level.

The factors are labeled as follows: Identify activities related to each attribute and identify the
cost of each activity and measure the cost of each attribute.

186 http://ijafr.macrothink.org



ISSN 2162-3082

\\ MacrOthlnk International Journal of Accounting and Financial Reporting
H ™
A Institute 2020, Vol. 10, No. 1

4.2 Testing Hypotheses

The assumptions of multivariate normality were first evaluated using the Shapiro-Wilk Test
because the sample size is less than 200 (see tablel). The Test indicated that CPA; CVA; VAC
and CP were normally distributed because the value of the Shapiro-Wilk Test is greater than
0.05. The model was tested using AMOS 24. The maximum likelihood parameter estimation
was adopted over other estimation methods (weighted least squares, two-stage least squares,
asymptotically distribution-free [ADF]) because the data were distributed normally (Kline,
2005).

The hypothesized theoretical model was first tested and then revised the model based on
constraining parameters with small t-statistics or relaxing parameters with large modification
indices in order to build a model that better fits the empirical data. While constraining
parameter enables detection of potential errors of commission (i.e. including unnecessary
relationships), relaxing parameter reveals errors of omission (i.e. excluding relationships that
might have theoretical and practical significance) (Keith, 2006). Nonetheless, the revision of
the model has to make theoretical sense (Hair et al., 2006).

4.2.1 Hypothesized Model

To test the conceptual framework in figure 1, first, the overall model and the strength of the
direct and indirect effects among variables were explored and then revised the hypothesized
model by constraining parameters with small t-statistics or relaxing parameters with large
modification indices. The results of the conceptual model corresponding to figure 1 was
reported in figure 2 and table 2. Various recommendations have been proposed for fit indices.
A model is considered to have a good model-data fit if the ratio of x 2 to degree of freedom (x
2/df) is less than 3, the RMSEA is less than 0.08, the root mean square residual (RMR) is
below 0.10, the comparative fit index (CFI) and goodness-of-fit index (GFI) are above 0.90,
the adjusted goodness-of-fit index (AGFI) is above 0.80 and the closer the value of normed
fit index (NFI) to 1, the better the fit (Byrne, 1998; Chin and Todd, 1995; Hu and Bentler,
1995).

The fit indices of the Conceptual model were found to be partially satisfactory. Although
most of the indices are in line with recommended benchmarks (CFI .995, NFI .993; TLI .970;
and RMR .004), the indices (ratio of x 2 to the degree of freedom (x 2/df) 3.642,
RMSEA .116) are not in line with the recommended benchmarks (see table 2). Therefore the
fit indices of the structural model showed a partially acceptable fit with the dataset.

On the other hand, the structural path relationships and corresponding coefficients (see table
2) reveal that Customer profitability analysis has a significant positive influence on
companies’ profitability (b .691; p 0.001). Table 2 also shows that Customer value-added is
positively associated with Customer profitability (b .801; p 0.001). Furthermore, Value-added
costing is positively associated with Customer value-added (b .568; p 0.001). Moreover, the
analysis shows that Value-added costing has a significant positive influence on companies’
profitability. Finally, Value-added costing also has a significant positive influence on
Customer profitability analysis. This means that the results of the structural path relationships
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and corresponding coefficients fully support all hypotheses.

Table 1. Tests of normality

Kolmogorov-Smirnova Shapiro-Wilk
Statistic  df Sig. Statistic  df Sig.
CPA .044 199 .200* .996 199 832
CVA .090 199 .060 992 199 299
VAC .062 199 .062 991 199 214
CP 155 199 200* 953 199 721
@
- VAC
&
&
[ cr ]
Figure 2. Hypothesized model
Table 2
Dependent Direction Conclusion
variable Independent variable ~ Hypothesis of B p
hypothesis
CP CPA H1l Positive .691 <0.001 Significant
CVA CPA H2 Positive .801 <0.001 Significant
VAC CVA H3 Positive .568 <0.001 Significant
CP VAC H4 Positive 411 <0.001 Significant
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CPA VAC H5 Positive 718 <0.001 Significant

Research

Recommended level of
Fitindex  fit model

Ratio of ¥ to df <2
or 3, useful for nested
x2/df models/model 3.642

RMSEA  <.08 116

below 0.10, the better;

RMR 0 indicates perfect fit  .004
CFlI > .90 for acceptance 995
GFlI > .90 for acceptance 991
AGFI > .80 910

Closer to 1, the better
NFI the fit .993

>.95canbe 0<TLI<1
TLI for acceptance 970

IFI > .95 for acceptance 995

4.2.2 Revised Model

While the initial model appears partially acceptable fit with the dataset, all paths are
significant. The model was revised to improve the fit indices by removing the path one (CP
<---CPA) and add a new path (CP <---CVA). This revised model is the best model. Table 3
reported the results of the revised model shown in Figure 3. The revised model appears to fit
the data well. All of the indices are in line with recommended benchmarks (Byrne, 1998;
Chin and Todd, 1995; Hu and Bentler, 1995) for an acceptable fit.

The fit indices of the revised model are compared with those of the hypothesized model. The
fit indices of the revised model were found to be satisfactory (x2/df 1.750; RMSEA .062;
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CFI.999; TLI .991; NFI .997; and RMR .004). The revised model has a smaller (x2/df) and
RMSEA which within the acceptance range. In addition, the various fit indexes appeared to
favor the revised model. It can be concluded that the revised model provided a better fit
compared with the fit indices of the hypothesized model. Thus, the revised model is accepted
as it is a more parsimonious model (Hair et al., 2006; Keith, 2006). Table 3 indicates that all
paths coefficients in the revised model are significant.

Significant results of this study suggest that there are positive significant relationships
between Customer value-added and Customer profitability; Value-added costing and
Customer value-added; Value-added costing and companies’ profitability; and Value-added
costing and Customer profitability analysis. Therefore, the hypotheses (H2, H3, H4, and H5)
can be accepted. A key finding of the revised model reveals that there is no direct relationship
between customer profitability analysis and companies’ profitability.

In the revised model, we further examined the relationship between customer value analysis
and companies profitability which is a new path in the revised model. The direct effect (of
customer value analysis on companies’ profitability) and the indirect effect (of customer
profitability analysis on companies’ profitability) were also examined (see table 4).

Although the path from customer profitability analysis to the companies’ profitability was
removed from the revised model, the result indices that there is an indirect effect of the
customer profitability analysis on the companies’ profitability. Further, the correlation
analysis was run to test the association between the customer profitability analysis and the
companies’ profitability and between the customer value analysis and companies profitability
(the new relationships in the revised model). The result of this test indicates that a statistically
significant correlation at .001 level exists between the customer profitability analysis and
companies’ profitability, with a moderate correlation coefficient of .580 (Hair et al., 2007).
This test also indicates that a statistically significant correlation at .001 level exists between
the customer value analysis and companies’ profitability, with a high correlation coefficient
of .788 (Hair et al., 2007). This means that the findings of the path model result consistent
with the findings of correlation analysis.

This empirical evidence in regards to the relationship between customer value analysis and
profitability are also supported by Studies of Sullivan et al. (2012); Tymoteusz & Przemystaw
(2016) and Valenzuela & Torres (2017); in that the application of customer value
management would have a positive influence on the financial results of the company. This
finding is further supported by Gale (2000) who indicated that companies that use the
customer value approach achieved a return on sales greater than other companies. This is
further confirmed by Howes (2003) who noted that the application of this approach is
expected to increase companies’ profitability at a rate of about 10% per annum. Moreover,
Brewton and Schiemann (2003) suggested that the variations between financial performances
are due to the difference in mechanisms for managing customer value. This means that
customer value is a critical approach for generating profitability (McNair et al. 2001 and
Cokins, 2006). This emphasizes that the literature review has consistent evidence with
regards to the significant relationship between customer value analysis and profitability.
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However, developing a comprehensive framework to manage customer value has not
addressed in these studies.

One of the significant findings of the revised model is that the use of customer value analysis
moderates the relationship between customer profitability analysis and companies
profitability. This also supported by the other result which indicates that there is an indirect
effect of the customer profitability analysis on the companies’ profitability. This finding is
supported by the study of Teemu et al. (2004) which argues that to enhance corporate
profitability, emphasis should foremost be directed to the most profitable customers and focus
on building and nurturing relationships with them. This focus is assumed to yield a better
return on the marketing investment and to improve corporate profitability. This means that
building relationships with the most profitable customers is moderating the relationship
between customer profitability analysis and companies profitability. This is further affirmed
by Marc (2000) who argues that measuring customer profitability and understanding the
drivers of customer and value can lead to the improvement of overall corporate performance.
This emphasizes that customer value moderates the relationship between customer
profitability analysis and companies profitability. Moreover, the indirect relationship between
customer profitability analysis and companies profitability is also supported by Studies of
Noone and Griffin (1997; 1998); Raaij (2005); Krakhmal (2006); and Jasmin (2009) which
argue that each dollar of profit generated by the customer does not contribute equally to a
company’s profitability. The value of the Customer profitability analysis value lies in its
ability to improve strategic decision making by providing useful information for customer
related decisions, including pricing, discounting and marketing decisions. This means that the
relationship between customer profitability analysis and companies profitability is indirect. It
can be concluded that the literature review has consistent evidence with regards to the
indirect relationship between customer profitability analysis and companies profitability and
the use of customer value analysis moderates the relationship between the customer
profitability analysis and companies profitability. However, these studies used different
variables and different approaches and also did not focus on a comprehensive framework to
manage customer value.

) 2

CPA VAC

3

CVA

=

CP

Figure 3. The revised model
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Table 3
Dependent  Independent Direction Conclusion
variable variable Hypothesis of B p
hypothesis
CP CPA H1 Removed - - -
CVA CPA H2 Positive 728 <0.001 Significant
VAC CVA H3 Positive 497 <0.001 Significant
CP VAC H4 Positive 391 <0.001 Significant
CPA VAC H5 Positive .285 <0.05 Significant
CP CVA H6 Positive 945 <0.001 Significant
Research

Recommended
Fitindex  level of fit model

Ratio of ¥ to df

< 2 or 3, useful

for nested
x2/df models/model 1.750
RMSEA  <.08 .062

below 0.10, the

better; O indicates
RMR perfect fit .004

> .90 for
CFlI acceptance .999

> .90 for
GFI acceptance .996
AGFI > .80 .956

192 http://ijafr.macrothink.org



ISSN 2162-3082

\ MacrOthlnk International Journal of Accounting and Financial Reporting
H ™
A Institute 2020, Vol. 10, No. 1

Closer to 1 the
NFI better the fit 997

> .95 can be 0 <
TLI <1 for
TLI acceptance 991

> .95 for

IFI acceptance .999
Table 4
Total Effects Direct Effects Indirect Effects
CP <---VAC 349 .349 -
CP <---CVA .858 .858 -
CVA <---CPA 176 (76 -
VAC <---CVA 701 701 -
CPA <---VAC 263 .236 -
CP <---CPA 597 - 597

The proposed framework concerns managing customer value using management accounting
techniques. This new framework provides management accounting with a new
comprehensive tool to identify strategic information about how companies make a profit by
focusing on customer value. In addition, such a new framework expands the range of
information offered by management accounting and improves the role of management
accounting. It allows combining various management accounting techniques that focus on the
customer, together. This combination provides management with strategic information to
create a competitively superior value which leads to improved profitability. It does so by
providing the managers with useful information about the profitable customers that
companies should be focused on using customer profitability analysis technique. It also
provides managers with information to a better understanding of which activities and
outcomes actually create value for profitable customers using customer value analysis
technique. Moreover, it provides managers with information about the cost of the core value
activities using value costing technique. Such information helps managers to effectively
manage the cost of the core value activities and hence boost customer profitability and the
company’s profitability. Taken together the three techniques with the proposed sequences
form a framework that provides deeper insight into managing customer value and enhancing
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companies’ profitability from the management Accounting perspective.

Successful implementation of the proposed framework in the service sector requires a
multi-functional team, where management accountants work closely with marketing,
operations management, product development, and general management employees.

5. Conclusion

This study develops a conceptual management accounting framework to manage customer
value.

It is based on using together three proposed techniques with the following sequences:
customer profitability analysis; customer value analysis; and value-added costing. This
framework aims to provide the managers with useful information about the profitable
customers that companies should be focused on. It also provides managers with information
to a better understanding of which activities and outcomes actually create value for profitable
customers. Moreover, it provides managers with information about the cost of the core value
activities. Such information helps managers to effectively manage the cost of the core value
activities and hence boost customer profitability. Taken together the three techniques with the
proposed sequences form a framework that provides deeper insight into managing customer
value and enhancing companies’ profitability from the management Accounting perspective.

This paper makes a number of distinguished contributions to the management accounting
literature. The major contribution of this paper is the proposition of a new comprehensive
framework for managing customer value using management accounting techniques. This
framework focuses on using together with the three proposed techniques with the proposed
sequences to manage customer value, which has not been addressed in the existing literature.
This comprehensive framework creates a new database that can be used in boosting the
company profitability, which also has not been discussed in the existing studies.

The study was conducted in the Egyptian service sector and provides specific information of
value in this specific sector, not addressed in the existing literature. A key result of the
quantitative analysis was that there is an indirect relationship between customer profitability
analysis and companies profitability which not empirically examined in the literature. A
significant finding in the revised model indicated that there is a direct relationship between
customer value analysis and companies profitability which also has not been empirically
investigating in the existing literature.

As with any study, there are limitations. As this study was conducted only in a single country
and in a single sector, that of the Egyptian service sector. The findings of this study are
influenced by the particular nature and characteristics of the service sector. Therefore, the
generalization of findings beyond the Egyptian service sector should be made with caution.
Another limitation is that the use of judgment sampling in the current study may increase the
risk of producing bias and inefficient parameter estimates, which should be taken into
consideration (Guo and Hussey, 2004).

The current study found that the proposed framework affected companies’ profitability.
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However, further examination of the influence of such framework on the competitive
advantage is an interesting area for future research.
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