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This issue of Journal of Management Accounting, Japan (JMAJ) Bis dedicated to the subject of
“performance measurement.” Justification for this lies in the varied but central role which per-
formance measurement plays in effective management and in the research challenge provided by
a topic which closely links the technical and behavioral aspects of management accounting.
Performance measurement provides the core of management control system, namely, a focus for
budget design, a basis for incentivising employees and a foundation for both internal and external
measurement systems to initiate and support constructive improvement in future performance.

JMAJ welcomes to add three papers written in English in this issue, which exemplify and illu-
minate many of the above attributes of performance measurement and so contribute to deepen
our understanding of both practice and theory in this complex area.

We would like to express our heartful thanks to Ms. Lin Fitzgerald, Dr.Philip Moon, Dr.
Nathalie Halgand, Professor Takeo Yoshikawa, Professor John Innes, and Professor Falconer

Mitchell who submitted their papers for JMAJ.
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The Influence of Service Process
on Performance Measurement

Lin Fitzgerald®, and Philip Moon*

Abstract

There is an increased recognition that companies compete on a wide range of
dimensions whose evaluation cannot be confned to narrow financial performance
indicators The challenge is to develop non-fmancial indicators which capture the
quality, service and flexibility issues of today’s customer oriented competitive
strategies For service businesses the challenge is intensified; services are perish-
able so fluctuations in demand cannot be managed using the stock control policies
common in manufacturing environments. Further, relatively junior personnel are
ftequently the key points of contact with customers in the delivery of the service;
so ensuring consistency of quality is difficult. This paper explores the influence of
service process on performance measurement systems, by investigating the
approaches adopted within two successful UK organisations, one a professional
service (Arthur Andersen), the other a mass service (TNT). There are three com-
mon properties of the performance measurement systems and two areas of diver-
gence. The common properties are clarty; there is clear communication of strate-
gy to individuals within the organisation, consistency; the performance measures
adopted support the corporate strategy, and range; both organisations measure
performance over a range of financial and non-financial dimensions as advocated
in the literature. Differences emerge in the mechanisms used to measure qualty
and the apphoach to providing flexibilty, the how of performance measurement.

Submitted July 1996.

Accepted November 1996.
* Warwick Business School
T University of Leeds
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The Influence of Service Processon Perfomance Measurement

1. Inroductiton

A central question for management of any organisation is how well are we doing?
The answer to this has traditionally been expressed in terms of financial performance
but as organisations face increasingly challenging competitive environments the focus
has switched to other measures such as quality, flexibility and customer service; con-
centrating on a single indicator of performance, such as profit, is no longer enough.
How, though, does an organisation decide which measures are relevant to its partcular
business? The act of measuring something can itself drive the business, for as most
managers now understand “what gets mesured gets managed”. Equally what is not
measured tends to be ignored, so a company must ensure that those things are mea-
sured which it believes are its true drivers of success. Additionally, many factors inter-
relate so improvement on one dimension can lead to deterioration on another, hence
any measurement activity must be integrated into a coherent performance measure-
ment system. The focus of this paper is to investigate how two successful, yet very dif-
ferent types of service business in the UK are coping with these challenges by compar-
ing their performance measurement systems with prescriptions from recent literature
on performance measurement; that is, how does the service process influence the
choice of performance measurement system. The two organisations considered are
Arthur Andersen, the professional accounting and consultancy firm, and TNT, the
mass distributor of parcels.

This paper is arranged in six sections. The next section identifies a set of common
prescriptions for performance measures from a review of three performance measure-
ment frameworks. Section three explores the special characteristics of service busi-
nesses leading to implications for performance maesurement. A brief commentary on
the performance measurement systems used in the two case organisations is provided
in section four (for more detail readers are referred to Moon and Fitzgerald [5] and
Fitzgerald and Moon[1]). The discussion in section five compares the empirical results
with the prescriptions in the literature and the final section offers some conclusions.

2. Frameworks for Performance Measurement

Traditional performance measurement systems which focus largely on fmancial
indicators have been criticised for their failure to measure and monitor non-financial
indicators which “directly answer questions about quality, service and flexibility ...
(and are) ... more appropriate for the customer-oriented strategies that have emerged
during the past decade” (Nanni et al. [6]). In response to this dissatisfaction a number
of performance measurement frameworks have been developed within the last five
years. Three of these are outlined below.
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The Performance Pyramid

The performance pyramid (Lynch and Cross [4]) proposes that we measure perfor-
mance on nine dimensions; market satisfaction, financial measures, customer satisfac-
tion, flexibility, productivity, quality, delivery, process time and waste. The horizontal
divisions in the pyramid (see exhibit 1) represent organisational levels with organisa-
tional strategy and operations being linked by translating objectives, based on cus-
tomer priorities, from the top down and performance measures from the bottom up.

Objectives
The Vision
Market Financial
Satisfaction Measures Measures
Customer e . .
Satisfaction Flexibility Productivity
. . Process
lit, Del X Cost
Quality elivery Time 0s
Operations

Exhibit 1 : The Performance Pyramid

At the top level a ‘vision’ for the business is articulated by corporate management.
This is translated at the next level into individual business unit objectives defined in
market and financial terms; that is, in the ‘language of money’. Strategies are then
developed for meeting these objectives and translated at the third level into objectives
defined in terms of customer satisfaction, flexibility and productivity. the ‘language of
money and things’. At the base of the pyramid objectives are converted into specific
operational criteria: quality, delivery, cycle time, waste, ‘the language of things’.

The model addresses both extemal effectiveness and internal efficiency. External
effectiveness can be tracked down the left side of the pyramid, with market measures
such as market share being supported by the building blocks of customer satisfaction
and flexibility. The right hand side measures internal efficiency in producing the goods
and services with financial measures being supported by productivity and flexibility.
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The Balanced Scorecard

The second framework is the Balanced Scorecard (Kaplan and Norton 13], see exhib-
it 2). It proposes that performance should be measured in a balanced way from four
alternative perspectives - that of customers, the internal business perspective (what

must we excel at), innovation and learning (can we continue to improve and create

value), and the financial perspective (how do we look to shareholders). Supplementing

traditional financial measures with criteria that measure performance from three

additional perspectives enables companies to track financial results while simultane-

ously monitoring progress in building capabilities and acquiring the intangible assets

needed for future growth. The framework implies that mangers select a limited num-

ber of critical indicators, grounded in the organisation’s strategic objectives, within

each of the four perspectives.

'ow do customers see us?

Financial Perspective

Goals

Measures

Customer Perspective

Goals|Measures

How do we look to
shareholders?

What must we excel at?

Internal Business
Perspective

Goals|Measures

Innovation and
Learning Perspective

Goals

Measures

Can we continue to
improve and create
value?

Exhibit 2 : The Balanced Scorecard

10
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Dimensions of Types of Measures
Performance
Competitiveness Relative market share and position

Sales growth
Measures of the customer base

RESULTS Financial perflormance Profitability
Liquidity
Capital structure
Market ratios

Quality of service Reliability
Responsiveness
Aesthetics/appearance
Cleanliness/tidiness
Comfort
Friendliness
Communication
Courtesy
Competence
Access
Availability
Security
DETERMINANTS
Flexibility Volume flexibility
Deiivery speed flexibility
Specification flexibility

Resource utilisation Productivity
Efficiency

Innovation Performance of the innovation
process
Performance of individual
imovations

Exhibit 3 : The Results and Determints Matrix

The results and determinants framework (Fitzgerald et al [2]) has been developed
from research in the service sector, though it could be applied just as easily to the
manufacturing sector. It proposes six generic dimensions of performance; competitive
performance, financial performance, quality of service, flexibility , resource utilisation,
and innovation. These six dimensions fall into two conceptually different categories
(see exhibit 3). Measures of the first two reflect the success or ‘results’ of the chosen
strategy, while the other four factors are ‘determinants’ of competitive success. While
all companies will wish to measure the results of implementing their strategy, the mix
of factors that determine that strategic success will vary. In consequence, there may
be relatively little difference between companies’ definitions and use of competitive-
ness and financial measures but their measures of determinants and the weightings
applied will differ acoording to their strategy. This framework addresses the ‘short-

11
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temism’ criticism frequently levelled at financially focused reports by emphasising the
notion that improvements in quality. for example, may not hit the bottom line in the
current period, but if these quality improvements are valued by customers future
financial results will reflect this.

Some common threads emerge from the three performance measurement frame-
works. First, that performance measures should be linked to corporate strategy; sec-
ond that they should include both external (customer service type and competitor com-
parisons) and internal measures; third, they should include both financial and non-
fmancial measures and finally that there needs to be a balance of measures.

3. Charaeteristics of the Service Sector

Service businesses are not homogeneous; the service sector is diverse embracing
tourism, fmancial services, retail businesses, health care, catering and conununica-
tions. There are some commonalties among these organisations which have been used
to identify three generic service archetypes: professional services, service shops and
mass seivices (Silvestro et al [8]). Their key characteristics are represented in exhibit
4. Previous research suggests that the service archetype influences the measurement
mechanisms for service quality, the scope for providing flexibility and the means by
which flexibility is provided (Fitzgerald et al [2]). The current study explores this fur-
ther by comparing the performance measurement system adopted within a profession-
al (Arthur Andersen) and a mass service (TNT), the two extreme archetypes.

Contact time

HIGH { Customisation
Discretion
People focus
Front office orientated
Process orientated

PROFESSIONAL
SERVICES

Contact time
MEDIUM { Customisaton
Discretion
People/Equipment
Front office/Back office
Process/Product

MASS

Contact time
LOW { Customisaton

Discretion SERVICES
Equipment focus
Back office orientated

Product orientated

Low High
Number of customers processed by a typical unit per day

Exhibit 4 : Service Classification Scheme

12
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Although service businesses have a wide range of service delivery processes, mixes
of inputs and types of output, there is a set of four key features which distinguish
them from manufacturing and influence the approaches to control and performance
measurement. These features are simultaneity, perishabilty, heterogeneity and intan-
gibilty (Shostack [7]). and together they pose extra strains on service managers in
terms of identifying what to measure and in particular when and how to measure per-
formance.

The production and consumption of many services are simultaneous; for example,
receiving tax planning advice. The customer has to be there during the process. Most
services therefore cannot be counted, measured, inspected, tested or verified in
advance of sale for subsequent delivery to the customer. Second, while having excess
capacity can enable any organisation to respond to fluctuations in demand, services
are perishable; a delivery vehicle’s journey cannot be stored, for TNT spare capacity in
a van at one end of the country is not transferable to the other end of the country.
Controlling quality and matching supply to demand are, therefore, key management
problems in services which are often exacerbated by the presence of the customer dur-
ing the service delivery process. Third, many services have a high labour content, par-
ticularly professional services. Consequently the standard of service may vary; the ser-
vice outputs are heterogeneous. This places particular pressures on the measurement
and control systems to try to ensure consistent quality from the same employee from
day to day and to gain comparability of performance between employees. Finally most
services, unlike manufacturing outputs, are intangible. When buying consultancy ser-
vices, for example, there are tangible measures of performance such as the completion
of the project on schedule but other less tangible factors such as the helpfulness and
responsiveness of the staff during the process influences the overall level of customer
satisfaction. Identifying what the customer values from the complex mix of tangible
goods and intangible services makes the process difficult to control.

4. Case Studies

4.1 Arthur Andersen

Background

The Arthur Andersen World-wide organisation is one of the largest Accountancy
and Consulting firms in the world employing over 80,000 people world-wide with
offices in over 75 countries. The partnership provides a comprehensive range of finan-
cial and businesses services to clients. Andersen’s has a reputation for the breadth,
depth and excellence of the financial services which it offers its many and varied
clients. They provide Audit & Business Advisory Services, Financial, Taxation and

13
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Business Consultancy to businesses and individuals. The case focuses on one of the
ten regional offices through which Arthur Andersen operate in the UK. All offices pro-
vide a full range of services although the mix of those services varies from regional
office to regional office, all have access to central databases and there is great stress
on knowledge sharing to improve processes and customer service. Although staff are
attached to a particular office there is some flexibility of movement between offices for
specified periods to cover temporary staff shortfalls or for particular jobs such as cor-
porate recovery where staff with specific areas of expertise may need to be brought
together at fairly short notice.

Andersen’s operate a “one firm concept” throughout the partnership, they guarantee
their quality of service across the world. One partner has overall responsibility for any
one client whatever the mix of services required by the client and that partner has the
authority to command resources world-wide, if necessary. Standard methodologies and
planning procedures are used world-wide, with all staff undergoing extensive training
to give a uniform level of high quality in systems, processes and people. They have
invested in a “Global Best Practice Knowledge Database” giving access to leading edge
business practices from around the world to enhance client service. The partnership
has seen constant growth and profits are shared on a world-wide basis. Critical to the
success of the partnership is offering a consistently high quality of service, in terms of
managing the technical task and managing the relationship with the client through
providing consistent standards, culture, quality and approach throughout the world-
wide organisation. The financial strength of Andersen’s in terms of profitability and
growth is dependent on providing this high level of service. In this market the ability
to do the technical job is an “order qualifying criteria”, a necessary pre-condition. The
“order winning criteria” which Andersen’s believe differentiate it in the market place
are its reputation, its style and quality of service offered and its world-wide partner-
ship network.

An issue that places significant demands on the performance monitoring and mea-
surement systems used, is the fact that every job is different, some lasting a few days
to others lasting several months. There are, however, some common elements. The
first ‘event’ within any job is actually gaining the business. There is a dual aspect
here; retaining established clients and recruiting new ones. Established clients have
evidence of the previous quality of work, so the task is to maintain the client / partner
responsible relationship. Potential clients are targeted at partner planning meetings
and various presentations, social events, sponsorships, or partner visits are arranged
accordingly. Whilst the expenses of these initiatives are easily measured their effec-
tiveness, in terms of getting business is not.
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Having gained new business, Andersens devote considerable energy at the outset in
trying to define exactly what the client wants, the time scale involved and the budget,
recognising that clients have different expectations and that a “happy client” pays up
readily and will repeat business. This is formally recorded in a letter of engagement
which can be referred to during the contract period. The feasibility of producing a let-
ter of engagement is partly a function of the service offered; for example it is much
more difficult to forecast the complexities, and hence the time needed, on a corporate
recovery job compared with a routine audit.

In carrying out the work, the team allocated to the job, through the job scheduling
system, will reflect the nature and perceived complexity of the job. Progress of each job
is measured against the job budget; this gives early warning of potential problems
such as whether the job is likely to overrun because its level of complexity was under-
estimated or because of staff problems. It is important that this reviewing process
takes place during the job so that any problems or issues can be identified and
resolved immediately. On completion of an assignment, the partner responsible will
formally meet with the client to discuss their perceptions of the work done and the
quality of service provided.

Performance measurement system _

Each Arthur Andersen partner owns shares in the overall profits made by the
world-wide organisation, so it is not surprising that, at a partnership level, fees
earned and profits made are keenly and regularly monitored. In the long run these
depend, though, on the ability of Arthur Andersen to deliver a quality service. The ser-
vice is highly labour intensive with a large proportion of staff having direct contact
with clients. Apart from the post-completion client visit described above, the perfor-
mance measurement systems predominately focus on staff. For monitoring purposes
staff are classified as ‘support’ or ‘practice’. Support staff (for example, in personnel
and administration) do not have their time charged directly to clients while practice
staff do. There are four levels of practice staff, partners, managers, seniors and assis-
tants each with clearly defined roles within the organisation. Apart from their seniori-
ty implications, these roles dictate the amount of time that should be charged to
clients; for example, partners are expected to devote time to gaining new business -
practice development - thus, less of their time is planned to be charged directly to
clients than, say, managers whose role is predominately delivering the service to
clients. Two sets of performance measures follow naturally from the staff classifica-
tion; headcount and chargeable time.

Headcount or “managing the pyramid” is a key issue for control and refers to the
ratio of the number of partners to managers to seniors to assistants employed, see
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exhibit 5. Andersen’s have a clear notion, developed over the years, of an ideal shape
of the pyramid which will lead to profitability and growth.

PARTNERS

MANAGERS

SENIORS

ASSISTANTS

Exhibit 5 : The Arthur Andersen Staff Pyramid

Chargeable time is the amount of staff time which is directly charged to a client.
Each staff layer in the pyramid has a target amount of chargeable time. As with the
shape of the pyramid these chargeable time targets have been built up from experi-
ence within the organisation. There is an acknowledgement that although exceeding
the targets may lead to increased short term profitability, if this was at the expense of
for example, training, it may lead to a fall in longer term quality and hence profitabili-
ty.

As stated above the pyramid provides all practice staff with a very clearly defined
career structure. Staff who join the organisation are under no illusions as to the

» &«

future. This is “an up or out organisation”, “you are better paid but have to work hard-
er”’, “it’s a meritocracy”. Regular counselling and performance appraisal is provided for
everyone; the process and regularity of staff evaluation varies with staff grade and to
a lesser extent with division. Initially, some staff find this process threatening but

there is general consensus that it is used in a positive manner.

Partners are reviewed every two years via the partner evaluation system. Financial
rewards are directly related to this review. The first part of the process is a peer group
review by division head, managing partner and any other partner they may have
worked with. The results of this review are passed to a central (world-wide) review
committee and this committee takes a comparative view on partner performance
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throughout the organisation so that equity between partners is maintained on a
world-wide basis.

Every manager has a strictly confidential annual review with his counselling part-
ner. The process is driven by an annual reporting document; sections of this document
are completed by the manager prior to interview. The personnel department add fac-
tual details such as courses attended and planned and the form is completed by the
counselling partner during the interview. The outcome of this process is an agreed set
of actions, by the individual manager and the firm, to achieve objectives for future per-
sonal and career development. Target dates for achieving the actions are agreed and
responsibility for the firms actions is assigned to a particular individual.

Seniors and assistants are evaluated after every job by the manager or senior they
have been working for. The document used to discuss performance is a rating form: “it
is the primary piece of documentation which provides evidence of individuals perfor-
mance - across the board performance”. The form contains detailed questions grouped
into six areas: Technical Skills, Quality of Work Product, Job Ownership and Wrap-
up, People Development, Client Service, and Professional Attributes.

An overall evaluation is provided at the end of the form with a ranking scale from

“exceptional performance” to “Performance is below what is expected of an individu-
al at the level of experience both in the present job and the requirement to demon-
strate long term potential for progression within the firm”, this latter rating would be
problematic for an individual. Extensive guidance notes are provided for the reviewer
responsible for completing the form. The sources of information suggested for the
reviewer are the quality of the work product, client’s comments and observation of the
individual in action. The review process is treated seriously, clear advice is given on
conducting the review discussion which includes giving praise and thanks for work
well done and providing constructive criticism where appropriate. There is an empha-
sis on asking for and listening to individual’s views. The outcome is a rating for the
individual plus a series of suggestions for improving performance.

Secretarial staff are evaluated every three months. The review ranges from techni-
cal competence to personal appearance and conduct. The outcome is a rating from 1
“Far exceeds Job Requirements” to 5 “Does Not Meet Job Requirements”, plus identifi-
cation of training needs which could improve skills.

The importance which Andersens attach to staff appraisal is evidenced by the time
devoted to the appraisal process, the frequency of appraisals and the positive way in
which they are used. This is captured in the declaration at the top of every appraisal
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form,;

“It is the Firm’s policy to develop the competence and creative ability of all its employ-
ees to their fullest potential.”

4.2 TNT

Background ,

TNT is an international group principally engaged in freight transportation. TNT
was first established in the UK in 1978, and now approximately one seventh of its
world-wide workforce are employed there. The case study is concerned with TNT
Express Delivery Services, which offers a comprehensive range of nation-wide door to
door express delivery services throughout the UK. The most expensive service provid-
ed is the Next Day before 9.00 a.m. service, cheaper variants including Next Day before
10.30 a.m., Next Day before Noon. and Next Day (time unspecified).

The critical success factor for TNT is to deliver the goods to the right place at the
right time. If marketing claim at the point of sale that a delivery is possible, then
operations need to ensure that the delivery actually takes place at the required time
and place. Reliability is essential. Success in this area is dependent on a carefully
planned operational system and a smooth operational flow. Fundamental to success-
ful, reliable delivery is the extent of TN'T’s geographical coverage of the UK, and hence
its number of potential customers. This is straightforwardly dependent on the num-
ber, size and location of the depots.

The operational system adopted is structured like a giant wheel, with a central hub
and a set of spokes (motor ways and major trunk roads) running between the hub and
the outer rim. On this outer rim are 28 depots, situated strategically around the coun-
try with each of these depots having a clearly defined, non-overlapping territory, so
that the whole of the UK is broken-up across the.28 responsibility centres, thereby
ensuring nation-wide coverage. Every weekday, each depot is responsible for the co-
ordination and collection of all packages that customers in their territory wish to send.
These are sorted at the depot, those for delivery in the same territory being retained
separately. The remainder are packed into large trailers (trunks) which are then driv-
en to the hub. Depots might send anything from one to ten trunks each night, though
arrival times at the hub, and therefore departure times at the depots, are coordinated
centrally in an extensive computerised scheduling exercise. On arrival at the hub the
trunks are unloaded, again according to strictly controlled schedules, and parcels are
mechanically sorted by destination on the purpose built conveyors. The reverse pro-
cess then takes place with trunks being loaded with parcels for delivery in a particular
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region, prior to making the return journeys to each depot, where they are again
unloaded, and the parcels sorted into appropriate delivery rounds in time for the 9
o’clock deadlines that morning.

Responsibility for the smooth running of this system essentially falls on the General
Manager for network operations at the hub, and on the 28 depot management teams
at the rim. Within each depot there resides a depot general manager, who has overall
responsibility, an operations manager and a finance and administration manager. It is
these individuals, then, who effectively control the fortunes of the organisation, and
whose actions will determine how near TNT come to achieving the strategic objectives
of profitability and growth via coverage and reliability.

The performance measurement system

TN'T’s mission is to be the number one express parcel delivery service in the UK.
Gaining and sustaining such a market position has obvious implications for profitabili-
ty and growth. These are monitored regularly at Board level through an analysis of
the management accounts against targets. Profitability and growth, though, are the
results of success rather than the determinants of success. Critical to being successful
is the quality of service offered: are parcels delivered to the right place at the right
time? Customers will be quick to change their allegiance if reliability is questionable.
Accordingly, a key performance indicator measured on a weekly basis is the overall
“delivery-on-time” performance; the number of consignments delivered on time
expressed as a percentage of the total number of consignments booked. The actual per-
formance level achieved is compared with the prior week’s performance and with the
company target. For this to be sustained by the depots, it is imperative that the hub is
operating effectively. As such, the company monitors the “end-of-sort-time” on a daily
basis, with updated predictions being made throughout the night to act as an early
warning system. Currently the company target is 3.00 a.m., it being estimated that
every 15 minutes beyond this will significantly increase TNT’s cost due to consequent
money back guarantees or the need for some depots to employ sub-contractors to meet
the delivery deadlines.

At the depot level, four separate performance measurement mechanisms are used.
Although each one carries implications for the other three, there is no formalised con-
nection made. The four relate to (i) the depot overall, (ii) sales, (iii) deliveries, and (iv)
finance and administration.

(i) The depot overall
The need to generate a profrt at the company level is driven down directly to the

depots. A detailed Profit and Loss statement is produced weekly for each depot show-
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ing its results for each week in that quarter, and the cumulative actual against bud-
get. Each week a memorandum is sent out to all Depot General Managers from the
Managing Director. This memorandum focuses exclusively on the revenue and profits
earned by individual depots, these being displayed in the form of “league tables” in
order of actual profits achieved for that quarter. Specific mention is made of the top six
profit makers for the week, and all the managers earning in excess of budgeted profits
for their depot. The memorandum is not perceived as a document to be taken lightly.

(ii) Sales

The transference of corporate objectives for growth to sales employees is simple. All
concerned are encouraged to make as high a volume of sales as possible, in accordance
with nationally set price schedules dependent on size, weight, distance and location.
Actual performance against sales targets is rewarded on a commission basis, though
this is not adjusted for any delays or shortfalls relating to debt collectability. In addi-
tion to standard commissions, bonus prizes are awarded for those employees exhibit-
ing outstanding sales performance. Further incentives are available for sales leads ini-
tiated by non-sales staff. For example, drivers are paid 10% of the first four weeks rev-
enue from any new customer introduced by their actions.

As part of their overall marketing strategy, TNT Express Delivery Services have
adopted a formal customer care programme, for which it has gained awards from the
Motor Transport industrial sector. A copy of their Commitment to Customer Care
statement is shown as exhibit 6. Performance against this standard is monitored regu-
larly, partly on an informal basis, partly as a by-product of other parts of the perfor-
mance measurement system, and partly by “random” comprehensive checks. For
example, outside organisations are employed to research TNT’s performance by send-
ing consignments through the system. This tests out TNT’s claims that they will
“answer your incoming telephone calls promptly, courteously and within six rings”,
that the parcel will be properly collected, weighed, Iabelled and delivered, that invoic-
ing will be clear and easily understood, and any queries dealt with efficiently.
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Our Commitment
to Customer Care

@® We will answer your incoming telephone cafls promptly, courteously and within six
rings.

@ When calling you will always be able to speak directly with the TNT person you ask
for. irrespeclive of seniority and without having to state your name. your company or
the reason for your call.

@ A team of one field sales person and one telephone sales person dedicated to a defined
postcode area will be made personally responsible for the day to day handling of your
account. This enables us to establish a sound business relationship and provide you
with unparalleled levels of sales and after sales servvce.

@ As a TNT Express customer. you will be contacted on a regular basis at least once
every six weeks to ensure that we maintain a close liaison and provide excellence in
customer care.

@ Should we ever fail to collect your consignment as agreed we will ensure delivery is
made meeting your orignal time criteria wherever possible at no extra cost to you.

@ We pledge to check your collected consignments against their consignment documen-
tation and to verify the number of items. their weight. destination, selected service
level and postcode, we will then ensure that all your parcels are accurately routed and
delivered on time.

@ In the unlikely event that we mis-direct one of your parcels, we guarantee to deliver
the item direct within the shortest possible time at no extra cost to you.

@ We will provide instant access confirmation of delivery information 24 hours a day,
365 days a year via our automatic telephone response system - TNT Tracker Personal
confirmation of delivery is available immediately on request the next working day.

@ TNT Express invoicing will always be clear and easily understood. Any query you may
have regarding invoicing or accounts will be quickly and efficiently resolved. All
enquiries will be responded to immediately.

@ Our reputation for safe and secure handling enables us to offer Free Transit Liability
cover of up to £15,000 per consignment with confidence, providing extra peace of mind
for you.

@ In the unlikely event that you have to make a claim. we guarantee that a written
response will be forwarded to you within 24 hours and if necessary, a full investiga-
tion will be undertaken to resolve any claim.

@ We will communicate with you regularly to ensure that you are fully informed of our
developments and to seek your opinion on the services we provide. our people and our
standards.

@ All TNT employees are our ambassadors and they are trained to be effi-
cient, helpful and courteous at all times Despite the rarity of complaints,
we guarantee that should you ever complain about the behaviour, atti-
tude or road manner of any TNT person. the issue will be taken up and
we will reply to you within 24 hours.

-, CUSTOMER CARE AWARD
- WINNER

Tom Bell,
Managing Director, TNT Express Delivery Services.

Exhibit 6 : The TNT Customer Care Statement
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(iii) Deliveries

Delivery performance is reported in the weekly 7 Star Service Performance Report.
In keeping with other TNT Express systems, this is set out in the form of a league
table, depots being ranked in descending order of delivery-on-time performance. This
is the first of the seven indicators included. The others are the proportion of “failures”
(where the whole system has broken down for a particular consignment), the propor-
tion of deliveries that result in credit notes or that are unmatched with invoices, the
proportion of misroutes, the number of late trunks (that is, trunks arriving late at the
hub and therefore potentially delaying the end of sort time), and the amounts of loss
claims and damage claims expressed as a percent of revenue. Further weekly reports
are circulated that present more detailed analysis about each of the categories above.

There is incentive scheme based on delivery-on-time performance, the actual per-
cent achieved being compared with a depot specific, regularly monitored and updated,
target. Meeting this standard on average over a four week period earns a bonus for the
depot manager and a further bonus to be shared out across the team. Poor perfor-
mance on delivery does not only impact personal bonuses, however, it also leads to
adverse profit and loss account charges. Each depot will be charged for any loss and
damage claims for which it is responsible, will foot the bill for sub-contractors hired as
a result of misroutes, and will be fined £500 for each trunk that is late on arrival at
the hub (unless there are mitigating circumstances outside the depot’s or driver’scon-
trol).

(iv) Finance and administration

The monitoring and evaluation process of the finance and administration function
again involves the circulation of regular league tables detailing the finance and
administration performance for each depot on a monthly basis. The focus of these
reports is almost exclusively on the level of outstanding sales ledger balances. Thus,
there are reports ordered by debtors weeks, and by the percentage of debt over 60 days
old. Again, related financial bonus schemes operate.

5. Discussion

Although the two organisations operate in very different service sectors, there are
some striking similarities in the systems they have adopted for performance measure-
ment. Both organisations attach great importance to the ‘bottom line’, profits being
regularly monitored at top level. Both, however, recognise this as the ‘results’ of suc-
cess rather than the ‘determinants’. Thus, both Arthur Andersen and TNT incorporate
a range of financial and non-financial measures, and use both internal and external
measures of performance. This is consistent with the prescriptions of the literature
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outlined in section 2. There is an implicit balance between the range of performance
measures used, their belief is that if the “determinants” of performance, such as ser-
vice quality and efficiency, are monitored and controlled then profitability and market
position will result.

In each case, performance measures are linked to corporate strategy which seems to
reinforce the organisation’s critical success factors to all employees. At Arthur
Andersen, internal perceptions indicate that the firm’s strategy is very well under-
stood throughout the organisation. Individuals understand their individual and collec-
tive responsibility for the reputation, style and quality of the organisation and this is
clearly motivating individual performance. “No surprises” was a recurring phrase dur-
ing our research interviews; the idea being that if you keep clients fully informed of
issues or problems during the process of a project, for example taking an aggressive
stand on a tax issue the outcome should not come as a shock. The same “no surprises”
philosophy underpins the staff reviewing process with the rating forms giving regular
feedback prior to the annual or six monthly reviews. These rating forms are a recur-
ring feature of life at Andersens. As one employee commented, “you are rated as soon
as you walk through the door”, comprehensively, from how you dress and conduct your
relationships with colleagues and clients to your technical skills. The rating forms also
reinforce the emphasis on client service, as one partner explained;

“we tell people all the time the focus is the client, we are about client service, our rating
forms right down to assistant rating forms are on technical skills and client service. They
know all the time that client service is of fundamental importance and they learn what
aspects are going to be critical to their own advancement in the firm”

In similar fashion, TNT needs to ensure that it delivers the goods at the right time
and to the right place. This is well understood throughout the organisation. Almost all
personnel interviewed mentioned the overriding need to “get the service level right”,
and could see how their own roles, whether in management, sales, operations, or
administration, helped with this objective. The specific sets of (functional) perfor-
mance measures also echoed different aspects of TN'T’s corporate strategy. For exam-
ple, operations’ measures have a clear focus on deliveries-on-time, sales’ measures on
volumes achieved. In both Arthur Andersen and TNT the benchmarks for comparing
performance results are internally generated. While extemal benchmarks might be
desirable, these are not available in the public domain for either organisation.

Quality of service, then, is seen as critical. Section 3 proposed that the service
archetype would influence the measurement mechanisms for service quality. Evidence
from the two cases supports this. Both organisations recognise that service quality
means more than saying ‘have a nice day’, it is the entire package, the goods, the tan-
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gible physical objects that are used within the service system or removed from it by
the customer; the environment where the service takes place and the service provided.
For a “professional” service like Arthur Andersen this means measuring the quality of
the customer experience from initial contact to job completion and beyond, which is
done by a partner who has overall responsibility for planning and co-ordinating all the
services on behalf of his/her client. This customer perception of the quality of service
provided is matched with an internal review of the staff involved in the service provi-
sion evaluating a range of technical and personal skills. For a “mass” service like TNT
the critical success factor is to deliver the goods to the right place at the right time so
a key performance indicator, keenly monitored, is “on time delivery”. In addition they
have adopted a formal customer care programme and performance against this stan-
dard is monitored regularly, by internal management checks and the use of ‘mystery
shoppers’. The essential difference in the measurement of quality for these two organi-
sations, then, is that for Arthur Andersen quality is measured for every customer
whereas TNT relies on sampling, a direct result of the differing sizes of the customer
base. The mechanisms and measures for monitoring service quality at Arthur
Andersen and TNT are summarised in exhibit 7.

Quality Arthur Andersen TNT
Measure contract fulfilment on time delivery
Mechanism
Internal staff rating forms  delivery statistics
External client evaluation mystery shopper,
interview customer surveys

Exhibit 7 : Quality Measures and Mechanisms

Section 3 also suggests that there is a link between the service archetype and the
scope for and means of providing flexibility. The perishability of services implies that
managing capacity is important; there is a need to respond to fluctuations in demand
whilst keeping costs under control. Flexibility is fashionable, but it is used by man-
agers to mean different things. There are three types of flexibility: volume, delivery
speed and specification (Fitzgerald et al [2]). For a professional firm, providing all
three types of flexibility is important, dealing with peaks of demand (volume flexibili-
ty), satisfying widely differing customer needs in terms of project completion times
(delivery speed flexibility) and designing a customised project for each client (specifica-
tion flexibility). The key to providing flexibility in Arthur Andersen is the extensive
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training provided to staff. In keeping with the one-firm concept, many courses are run
on an international basis so employees have the opportunity to meet and study with
colleagues from around the world. This in turn provides consistent standards through-
out offices and consequently facilitates both project and staff sharing between offices
to satisfy customer needs. The problems in providing flexibility faced by a “mass” ser-
vice like TNT are somewhat different. In the short term, volume flexibility can be
managed by hiring extra delivery vans, but in the longer term volume flexibility can
only be met with increased capacity in the whole system, through perhaps a larger
central hub or additional, smaller hubs on a localised basis (recently, TNT have
indeed opened a second hub in the south-east for London specific freight). There is
limited scope for varying delivery speed such as a faster processing time to meet spe-
cific customer needs, or a customised service to satisfy a particular requirement, since
essentially a standardised service is being provided. Exhibit 8 summarises these dif-
ferences in providing service level flexibility. While both organisations employ some
mechanisms for providing flexibility, neither formally measure this aspect. The nature
of flexibility does not really lend itself to regular, routine reporting.

Type of Flexibility Arthur Andersen TNT
Volume high degree of flexibility limited flexibility
mechanism world-wide sub-contracting
transferability of staff collections and
deliveries
Delivery Speed some flexibility little flexibility - average
response times built into
the system
mechanism job scheduling, delivery speed governed
staff transferability by the (limited) product
range
Specification high degree of flexibility little flexibility
mechanism customised service is standardised product
provided for each range
customer

Exhibit 8 : Scope for Providing Flexibility
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6. Couclusions

This paper has investigated the performance measurement systems adopted within
two successful UK organisations - one a professional service, the other a mass service -
and compared them in the light of theoretical prescriptions from performance mea-
surement frameworks in the literature. There are three common properties of the sys-
tem and two areas of divergence. The common properties are clarity; there is clear
communication of strategy to individuals within the organisation, consistency; the per-
formance measures adopted support the corporate strategy, and range; both organisa-
tions measure performance over a range of financial and non-financial dimensions as
advocated in the literature. These companies recognise that performance measure-
ment is an essential part of any feedback control system and that what gets measured
gets managed. Unsurprisingly, the measures of “results” are fairly consistent between
businesses; competitiveness, in terms of market share and repeat business, and finan-
cial performance in terms of profrt and liquidity. Differences, though, emerge in the
mechanisms used to measure quality and the approach to providing flexibility, the how
of performance measurement.

The paper has focused on identifying the dimensions of performance to be measured
and the influences of business archetype on the mechanisms used. This is only the
first stage of the management control process. These measures need to form part of a
control system where standards or targets are set for measures, achievement of tar-
gets is monitored and corrective action taken; a feed-forward / feed-back control sys-
tem. Further case study based research into such control systems across all three ser-
vice business archetypes would be fruitful in providing further insights to the theory
and practice of performance measurement. In addition, such studies might examine
whether there is any evidence that trade-offs between different performance measures
lead to conflicts within an organisation; for example conflicts between cost and quality
of service, or between short-term and medium or long-term performance.
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Performance Measurement
in the French Public Services:
New Public Management
and Republican Centralism

Nathalie Halgand*

Abstract

The article analyses the structural and technical aspects of Performance
Measurement as part of New Public Management in the French context, at both central
and local levels. The centralist influence is analysed through concrete features of the
system. Some biases are highlighted in the control structure. The accounting system is
described as focused on limited political purposes to the benefit of the Executive, and the
recent organisational decentralisation revival in central state public services proves to
be due to a strong top political support. An in-depth view of the impediments to perfor-
mance measurement developments then shows that centralism is deeply rooted in cul-
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1. Introduction

The New Public Management (NPM) has been characterized by Hood [8] by first, a
reduced difference between the public and the private sectors, and second a greater
emphasis placed on result oriented management. Performance measurement is hence
a central concept in this context, and accounting is held as a key element of NPM.

This article aims at first describing and analyzing the performance measurement
system (i.e. structures and techniques) of the French public service and second exam-
ining the impediments towards this process development, in a context which is strong-
ly influenced by republican centralism. After an overview of the French context and
the politico-administrative framework (2.), the structures of the performance measure-
ment system (3.) and techniques (4.) are examined. The accountability patterns and
the cultural values are then analyzed as obstacles to performance measurement devel-
opments (5.), and a means of restructuring the public service is presented (6.).

2. Context and Politico-administrative Structures :

The institutional context is strongly influenced by a tradition of written law.
According to Hofstede’s model [7], the French cultural values include a small power
distance, which is highlighted by the people’s attachment to the republican value of
equality, and results in a high degree of uniformity in terms of accounting system fea-
tures (Gray & Radebaugh [6]). Centralism and secrecy are also prevalent features of
the politico-administrative system. The republican central state is entrusted with
safeguarding the general interest and the public services are considered as the opera-
tional means of shaping action on French society, including both social and economic
aspects.

2.1 Political Structures and the Role of Central State

The political structure is semicentralized, with a powerful center and a three level
periphery, which has become independent since the early eighties, through the decen-
tralization laws. The three local authorities include the municipalities' (about 36,000),
the departments (i.e. general councils) and the regions (i.e. regional councils). They
are responsible for specific public service missions, which have been transferred from
the central level, and which border their competence scope. Hence, there is no hierar-
chical relationship between the three territorial authority types.

At both levels (i.e. local and central), the power pattern is strongly rooted in central-
ism to the benefit of the executive body. At the central level, the fifth republic consti-

tution gives little attention to the opposition rights, and has aimed at providing the

1 ‘municipality’ is used in the paper to translate the French word ‘commune’ .
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executive with political stability. The weakness of the Parliament stems from the elec-
toral system, which was originally designed in order to guarantee the government a
legislative support through an over-represented majority. On another hand, some pro-
cedures (e.g. the decree) enable the Executive to make decisions without requiring the
support of the two chambers (i.e. the Parliament and the Senate). On financial mat-
ters, the control of Parliament is widely denounced and similarly ineffective (Muzellec
[14]). At the local level, in order to resist against the centralist pressures, the decen-
tralization laws have entrusted the territorial authority executives with huge powers,
placed in the hands of a notable class, at the expense of the opposition rights. As a
result, the power pattern is strongly personalized, as though the government model
had been imitated at the local level, with a similar reluctance towards transparency
(Mény [11]).

2.2 OQverview of the French Public Service System

ﬁ)litical Authorities Examples of Examples of
Public Service Missions Management Patterns
Central state - rail transport - public body
- defense, justice - direct supervision
- electricity/ energy - mixed third body

(national public firrm)

Regional council - secondary school building - direct supervision
&l and running (from 15 to 18)
- regional archives - direct supervision
: - secondary school building - direct supervision
1=
] Departmental counci and running (from 11 to 15)
- pupil transport - public/ private/ third body
| Municipslities -primary schools (from 3 to 11) -direct supervision
P -water distibution -public/ private/ third body
-planning permissions -direct supervision J

Figure 1. Description of the French politico-administrative system

Every state authority, which is elected by the people and hence represents the will
of the people (i.e. the nation), either at the central or local level, is entrusted with a
specific range of public service missions. For many of them, it is empowered to choose
their management pattern. It can run them directly, in which case it concentrates
both political and managerial powers. An alternative solution would involve delegat-
ing the management to a third party, which can be either public (e.g. a public estab-
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lishment like a university), private or mixed (i.e. a firm with mixed private / public
shares). The decentralization laws have widened the local authority scope, inducing
the rise of the delegated management model to the benefit of the private sector, espe-
cially at the municipal level.

3. Structures of the Performance Measurement System

The structures of the system do not prevent centralist pressures, which induce bias-
es in the control and controller capture situations.

3.1. The Internal Control Structure

The basic principle in public accounting (introduced in 1822) consists of sharing the
managerial power between two persons : the first one is the decision maker (e.g. the
minister, at the central level, or the elected chief executive of the territorial authority,
at the local level), the second one is a public accountant (i.e. a civil servant), who exe-
cutes the order (Labie [9]). This dissociation into the administrative and accounting
phases stems from the need to control frauds (Muzellec [14]). Hence, the public
accountant, playing the role of a cashier, is in charge of the day-to-day control of the
regularity of the order (i.e. procedure control) that is given to him, and is responsible
on his personal funds (i.e. he has to reimburse a payment that he has done without
having controlled its legality) for the payment operations that he executes.

The public accountant is hierarchically depending upon the ‘General Payer
Treasurer’, at the departmental level, and can be controlled by the ‘Finance General
Inspection’, which is the internal auditing body of the Minister of Finance. On the
other side, the order giver (e.g. a Secretary) is controlled and advised by a financial
controller, nominated by the Minister of Finance.

The case of public national firms (e.g. SNCF for railways) is specific. They are man-
aged along the private sector rules, but are controlled by the central state through the
tutelage system. The technical tutelage is under the responsibility of the relevant min-
ister, while the financial one is in charge of one state controller.

3.2. The State Account Auditing

Public service auditing distinguishes between two situations. When the public ser-
vice mission is under the central state scope, the auditing body is the Account Court.
Symmetrically, the Account Regional Chambers are in charge of the auditing task, at
the local level. This apparatus guarantees that the entire public sector, including the
public firms, is externally controlled by an independent body. The structure and mis-
sions of the local and central sub-systems are basically similar, since the regional

32

NI | -El ectronic Library Service



The Japanese Associ ation of Managenent Accounting

The Journal of Management Accounting, 1997

chambers have been created in 1982, as part of the decentralization process, by central
imitation.

At the central level, the Account Court aims at controlling the account conformity to
the Law of Finance, which is the annual financial expression of the intended govern-
ment action. An annual auditing program is defined in order to control each public
service every fourth or fifth year, on average. The object of the auditing process has
gone beyond the regularity control of the public fund use (i.e. comparing it with the
Law of Finance), to assess managerial performance of public units, embracing the
order givers and public accountants’ actions. But the task division between regional
and central bodies has shown some limitations when faced with global object assess-
ment. For example, investigations concerning the decentralization process conse-
quences have required the cooperation of both levels. Moreover, the effects of this con-
trol have highlighted some weaknesses and meant reducing it to an information tool.
For example, the problems identified in a minister by the Court result in mailing a let-
ter to the concerned secretary, but cannot lead to any sanction. The Court can audit an
institution (i.e. a public firm) at the government request. It also enlightens the
Parliament control through a feed-back control report on the executive action, and
contributes to detecting financial scandals. The weaknesses of the Court control
resources, faced by the huge amount of operations to be controlled is also worth noting
(Muzellec [14]). In any case, the Account Court power is limited to a moral judgment
and has no compulsory means of imposing its recommendations.

At the local level, the Account Regional Chambers audit the territorial authorities
(i.e. municipalities, departments and regions) and the institutions included in their
scope. To the account auditing have been added some management control recommen-
dations. Although the decentralization laws have tried to provide the Chambers with a
comprehensive control power over the public fund utilization, the 1982 text was
refined in 1988 under the pressure of local elected people, and the utilization review
was restricted to a ‘regular use of funds’ (Labie [9]). Once again, the Chamber has not
been empowered to impose its management recommendations. It also stresses that
this institution has no jurisdictional power on the local order giver, by contrast with
the public accountant. Furthermore, some analysts stress the weakness of an ex-post
control which can only state the critical situations, instead of preventing them. Some
attempts to improve the financial information provision have resulted in the 1992
laws, setting first, that the prefect can request Regional Chamber audit of any finan-
cial commitment of the local authority, and second, that the prefect or the decentral-
ized authority can order an investigation on any private institution which benefits
from public funds. Nevertheless much remains to do in terms of preventive control
(Mignot [13]). Moreover, the Regional Chambers are not allowed to get access to the
relevant real time information, if no claim has been referred to them (Fromen‘t-
Meurice & al. [5]), which tends to demonstrate the need for an external systematic
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audit of the territorial authorities’ accounts (Ohnet [15]).

3.3. Systemic Level : program and policy evaluation

Recognizing that the regularity control had priority over management control (Vidal
in Muzellec [14]), a public policy evaluation system was introduced in 1990, as part of
the state modernization process. The purpose of the reform was to provide the state
action with an effective performance measurement tool, which took into account the
specificity of the public activities (i.e. global). Because of their wide scope, the public
policies and the public programs (the latter being used to implement the former)
require a systemic approach. The evaluation system has a two body structure. The
Evaluation Inter-ministerial Committee has focused on public policies and the
Evaluation Scientific Committee (ESC) has aimed at assessing public programs. While
the former belongs to the Executive itself and can hence be considered as part of a self-
controlling process, the latter has been defined as an independent body. The evalua-
tion object, displayed as policies, are actually restricted to methodological aspects of
public programs. In 1994, an independent audit (TECNED International), ordered by
the committee, highlighted the procedure biases resulting in the progressive transfor-
mation of the role of the ESC into a project design adviser (Conseil Scientifique de
I’Evaluation [3]). First, the evaluation process is partial and never systematic, since
the committee only works at the project authors’ request. Second, the evaluation sys-
tem structure has been put into question by the absence of any superior authority (e.g.
a high court) regulating controversies between the requester (i.e. the executive) and
the committee, and guaranteeing the independence of the latter. Furthermore, the
committee power is limited to the issuing of advisory conclusions. Finally, the opacity
of the projects submitted by the executive has led the consultants to analyze it either
as purposeful, the authors keeping some core details for them, or as a proof of their
inability to properly define a project.

4. Performance Measurement Techniques

The performance measurement techniques are examined in terms of their account-
ing and managerial aspects.

4.1 Public Accounting at both Central and Local Levels

The double entry bookkeeping principle was introduced in 1808 in the state account-
ing system and has fostered the identification of the public accountants’ frauds, con-
sisting of their appropriation of some of the tax revenues, that they were in charge of
recovering (Berthier [1]).

- Budgetary and Financial Accounting Systems
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The French public finance distinguishes between two parts : ‘budgetary accounting’
which is specific to the public services and ‘financial accounting’ , which is close to the
private French accounting system. These two parts can either build separate systems,
which are articulated (i.e. at the central state level), or constitute an integrated sys-
tem (i.e. at the local authority level). They pursue different goals and are ruled by spe-
cific procedures. The budgetary system first provides the order givers and the public
accountants with a basis of the execution of the Budget, which results from the annual
Law of Finance voted by the Parliament, and second, constitutes the reporting system
used to review the public fund utilization. The Law of Finance has a special impor-
tance, since it a priori restricts the public fund allocation to the government for a
given year, and is the main means in the hands of the Parliament and the Account
Court to control the action of the Executive, a posteriori. By contrast, ‘financial
accounting’ is the usual bookkeeping system, the principles of which evolve towards an
accrual basis, although this has not been reached yet. Indeed, the tangible assets
acquired in the year are no longer considered as charges, but the tangible assets
bought before 1981 are not included in the balance sheet account. Furthermore, the
inventories are not described, since the constitutional yearly budgeting principle does-
n’t allow to forecast expenses over the year. This means that the goods bought during
the year should be consumed at the end of the same year. No allowance for doubtful
accounts is either recorded, because it would imply that the state is not able to impose
the payment of taxes on individuals.

State Financial . .
Accounting State Budgeting Accounting

Control Framework of the Finance Law Execution

Day-to-day recorded

Execution Accounts

Day-to-day recorded Expense Auxiliary Accounting

(financial counterpart)

]1 e pamm— Class 9 Chapter
1 Expenses Revenues Article
once a month

Paragraph

/

Annual Reflection
from cash based to accrual principles

Presentation Accounts

— —
1 1
Fixed Assets Accruals

\ Financial statements

Figure 2 . The Articulation between Budgeting and Financial Accounting Systems
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At the central level, the two systems have remained distinct. This can first be
explained by the strong emphasis placed upon the budgetary accounting system deal-
ing with democratic stakes, while the other part is associated with managerial purpos-
es, considered as much less important. Furthermore the changing nature of the bud-
geted expense nomenclature can hardly cope with the stability of the ‘General Chart of
Accounts’ used for financial accounting. Finally, the articulation of the two systems is
done through data processing, which is not labor intensive. Then, while ‘budgetary
accounting’ is ruled by the simple entry bookkeeping principle, an annual reflection
procedure enables its articulation with financial accounting, in order to produce annu-
al financial statements. This procedure also aims at making the budgetary accounting
outputs, ruled on a cash basis, consistent with the financial accounting principles.
During the year, the budget account class (i.e. class 9) is used to record the execution
of the expenses and the revenues, that have been formerly authorized in the Law of
Finance, with a financial counterpart in a cash financial account. An auxiliary
expense accounting system is set in parallel, in order to match the highly detailed cod-
ification required by the Law of Finance. A reconciliation between the expense part of
class 9 and the auxiliary system is done every month. Recording an operation in the
class 9 includes the computing of a code which identifies the associated account in the
financial chart, used at the end of the year.

The budgetary expense nomenclature is dominated by a resource oriented logic. This
means that the credits are apportioned first between ministers and second by type of
resources (e.g. personnel, traveling expenditures). An alternative solution could be to
allocate public funds on a functional basis, namely on operational goals and projects.
This is only effective for investment flows, the need for which enables a clear identifi-
cation of the expected fund utilization. As a result, the vote of the Law of Finance is
done blindly (Berthier [1]), and its financial reporting system (i.e. budgetary account-
ing) cannot provide a real management accounting tool.

The financial state chart of account, issued in 1988 has been inspired by the so-
called ‘General Chart of Accounts’ used by the private sector since 1982. Nevertheless,
the former has still not reached the full accrual basis of the latter : its evolution stage
can be translated into English by ‘stated rights accounting’ ( ‘comptabilité de droits
constatés’ ). For example, a charge that has been incurred by the order giver, but
which has still not entered the accounting phase, is not recorded. On another hand,
the description of the assets remains uncompleted on several points. First, neither
inventories nor bad debts are described. The fixed asset accounting has been
improved, since the annual investment flow (e.g. buildings) are accounted in a fixed
asset class, while they were considered as a charge until 1988. Nevertheless, the exist-
ing fixed assets, that have entered the state patrimony before 1981 are not recognized
in the accounts, and hence not depreciated (Berthier [1]). The amortization question,
as for inventory, has suffered from the strong influence of the budgetary accounting
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system : the separability principle assumes that every charge must be attached to the
current year and consumed during it ; hence, it cannot induce other charges in the
future. Violating this assumption would result in weaker control of the public finance
by Parliament.

- The Accounting Reform at the Local Level

At the local level, the budgetary and the financial accounting systems have been
integrated. The unique chart of accounts, issued in 1970 has been refined for munici-
palities, to evolve towards a full accrual accounting system. This reform will come into
effect in 1997, and is considered as the first step on a larger process of renovating the
territorial authority accounting system, which has become more acute with the growth
of the local public service scope, resulting from the decentralization process. The tar-
get consists of making it consistent with private financial practices, in order to match
the requirements of the lenders (Bidart & Moraud [2]). Since 1985 the deregulation of
the funding system of local authorities has opened the market to private banks, which
have asked for harmonizing their financial statements. In the same idea some consoli-
dation procedures have been set by a 1992 law. Although they do not match the usual
accounting requirements, they tend towards a ‘fair and true view’ of the local authori-
ty global financial situation (Meyssonnier & Pourtier [12]).

At the central level, a project of reforming the state financial accounting system
towards full accrual principles is under examination, but is not likely to come ‘into
effect (if ever it comes) before a decade. The lack of management accounting is also
critical. It constitutes the only means to enhance the traceability of the public expendi-
ture, and hence to improve both democracy, through the enlightenment of the fund
apportionment by the political power, and performance measurement of public ser-
vices by providing a relevant accounting basis, used in the private sector.

4.2. Structural Decentralization and Result-Oriented Management

Implementing result oriented management practices requires the public service
organization to provide structural decentralization. This movement has been applied
to the public services that are directly supervised by the central state, under the gen-
eral label of administration / state modernization. The structural decentralization,
called disconcentration, consists of transferring the organization from Paris to the
province, in order to better meet the population needs. The physical transfer is then
associated with a managerial power one, giving more autonomy to the peripheral unit.
This trend has been required to meet the new needs of flexibility emerging from the
territorial authorities, as a result of the decentralization process started in the early
eighties. Experienced as a strong limitation to the deepening of the decentralization
process, the low pace of disconcentration, considered by some analysts as being
blocked (Mabileau [10}), has been problematic until the nineties.
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On the other hand, the modernization process, consisting of introducing various
management tools in the public services, has gained strength from the mid eighties,
thanks to a strong political support. In 1986, the Secretary of Finance, E. Balladur fos-
tered the spread of total quality management and his secretary in charge of consump-
tion issues has initiated performance contracts, which included some incentives in the
civil servants’ wages, based on their collective productivity gains (Trosa [19]). In 1989
and 1990, two circulars about the ‘renewal of Public Service’ was issued by Prime
Minister M. Rocard, providing the process with an integrated framework. These texts
have aimed at improving the image of civil servants’ action, stressing the importance
of the quality of service, by legitimating the public utilities by the public interest ser-
vice, and by demonstrating the agents’ efficiency and effectiveness. A strong emphasis
has been placed upon disconcentration, the second text providing an organizational
solution through responsibility centers and project management has been encouraged.
The human resource management aspects have proved to be one of the main features
of the circulars, by aiming at developing responsibility at the organizational level.
Hence, the reform has been based on a bottom-up approach, by contrast with the
‘RCB’ (rationalisation des choix budgétaires) of the seventies, known for its bureau-
cratic ineffectiveness (Trosa [19]), which was a transplantation of the US PPBS
(Planning, Programming and Budgeting System); the logic of empowerment has been
preferred to that of enforcement, through a voluntary criterion to implement the
reform without any compulsory timetable. The development of responsibility centers,
which can be considered as the first step towards the transformation of the bureau-
cratic structure into result-oriented management units, has been associated with a
diplomatic thesaurus adopting the word ‘evaluation’ instead of ‘control’ which has neg-
ative connotations.

These orientations have then been confirmed by recent official texts, like the public
service (March 1992) and disconcentration (July 1992) charts, one major current con-
cern being getting greater flexibility in human resource management (e.g. assessment
procedures, functional mobility) (Rouban [18]). The main directions of the state reform
have been summarized in the 1995 Prime Minister circular and include to clarify the
missions of state and the scope of public services, to better meet the users’ require-
ments, to change the central state, to delegate responsibilities and modernize public
management.

4.3. Contracting in Public Services

Another way to introduce performance measurement consists in focusing on effec-
tiveness, by defining goals and setting contracts. This has been done at several levels
in the French public services. First, at the central level, national planning has aimed
at providing state action with long range strategic targets. Although it played a major
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role during the reconstruction and the following thirty year growth (1945-75) period by
fostering the economic activity and modernizing the infrastructure, its importance has
much decreased for a decade. Actually, economic internationalisation, especially in the
European Community context, makes it increasingly hard to control the strategic suc-
cess factors at the national scale. To this must be added the ideological decline of
socialist policies, fostered by the general deregulation movement. Furthermore, from a
financial point of view, the annual state budget has priority over the five year national
plan (Muzellec [14]).

The contracting practice is also used by the central state to keep the decentralized
authorities, which are supposed to be independent on both political and managerial
matters, under financial control. For example, the so-called ‘state-region plans’, intro-
duced by the decentralization laws, transfer some public service missions from the
center to the periphery. The local authorities can also be involved in several year spe-
cific plans (e.g. ‘University 2000’ plan), through a financial contribution to the execu-
tion of decisions made by the central state (Delafosse [4]). This is also the case in polit-
ical crises (e.g. 1995 December troubles in universities) when urgent plans are issued
at the central level (e.g. the Secretary of Education), requiring some support from the
decentralized authorities.

On the other hand, contracting-out can also be seen as a regulation means used by
the state authorities over third parties in charge of running public services. At the
central level, this practice is implemented in national big firms (e.g. Electricity and
Gas of France), through objective plans set with the state tutelage (i.e. the concerned
Secretary). Nevertheless, this practice is criticized as being an illustrative case of the
regulator capture, rooted in an economic and social power deal benefiting the huge
national firms, which would tend to bias control. This phenomenon has also spread at
the local level, especially in municipalities. The horizontal concentration movement of
private firms, which have widened the range of services that they offer to match the
local public requirements, has worsened the state authorities’ negotiating position.
Moreover, despite some attempts to improve the transparency of the local public com-
mitments (see Sapin’s law, 1992), the decentralization process does not prevent cor-
rupt practices.

Finally, contracting can be considered as an organizational management tool, trying
to develop a supplier-provider approach between internal units, aiming at making
employees aware of their responsibilities. This has started to develop in network
national firms (e.g. railways since 1991). It constitutes one way to bridge the gap
between their current public monopoly situation and the competitive future one,
towards which the Maastricht Treaty urges them to evolve for the service part of their
activity (the infrastructure level remaining a state monopoly) in the next future (see
the disintegration of the SNCF, for railways).
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5. Cultural Values and Accountability Patterns as Impediments to
Performance Measurement Developments

The resistance met by the performance measurement techniques can be explained in
the light of cultural values which are reflected in management patterns.

5.1. Equity and Opacity : the Jacobinic Vision of Unitary Ceniral State

Centralism can be considered as a major French society feature. Indeed it is rooted
in cultural republican values which are linked to the Revolution. The Jacobins’ vision
of an unitary central state aimed at suppressing the privileges of the nobles, and
hence at guaranteeing equal treatment to every citizen. In this philosophy, the repre-
sentative democracy has been perceived as a means to empower some lobbying groups
defending particular interests, that is to say, as a threat to general interest safeguard,
and has been accepted in the 19th century as a stop-gap. Nowadays, this conception of
the republican central state is still prevalent in the French political life, and does not
match the traditional left vs. right wing party division. Indeed, it has proponents on
both sides and the opposed philosophy (e.g. Valery Giscard d’Estaing for the right,
Rocard or Delors for the left) has always found less support in the public opinion. As a
result, the legitimacy of public action is deeply anchored in the sole election of the
state authority executive chief, which can be considered as its citizens’ validation. This
implies that the opposition expression is interpreted as resisting forces towards gener-
al interest safeguard, for which the elected persons are responsible. Hence, the
Jacobinic vision of central state hindered the development of pluralism in public life
during the mandate periods, and so limiting the democracy game to the electoral peri-
ods. This has also consequences on accountability patterns and transparency. For
example, the Budgetary and Financial Disciplinary Court, created to compensate for
the weaknesses of the Account Court towards the order givers (i.e. public decision
makers), has not put an end to their hierarchical top’s legal irresponsible situation,
which allows politicians to remain beyond any control, if the government does not
change (Muzellec [14]). In fact, the opacity is part of the Jacobinic philosophy, since
the ability of the people to take part in the public decision is questioned. Rather than a
vision where the people chooses its representatives, these elected are viewed as letting
themselves be elected by the people (Hermet, cited by Ohnet [15]).

5.2. Consequences for Performance Measurement : Game Playing

This conception of central state, along with the cultural values that it carries, have
provided the French public service with its solid foundations, which induce resistance
to any attempted change such as the introduction of New Public Management. The
bureaucratic structure can be considered as the organizational realm of equality
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through uniformity. By contrast, the divisional structure based on responsibility cen-
ters and result-oriented management techniques lead to individualize performances,
which is inconsistent with the public service culture, according to which every agent is
assumed to be good, since he or she has passed the civil servant entry examinations.
Any assessment practice implicitly puts this statement into question, by admitting
some eventual bad performances. Basing wages or service budgets upon performances
is also highly problematic, since profits are then locally run, which means that they
escape the general interest logic, which requires a central management. For example,
financial commitments linked to the implementation of reforms, can be escaped by the
central state, when the political agenda sets other priorities than modernization (i.e.
reducing the public deficit), which result in cuts in funds at the expense of the services
implementing modernization. In other cases, when responsibility centers have been
created, autonomy is perceived by the central level as a grant, rather than a sound
management mode (Trosa [19]), and the efficiency gains can be withdrawn from the
following year budget, since the units have proved to be able to work with reduced
resources. Furthermore, the lack of incentives and sanctions if reforms have not been
implemented not only limit the modernization process to motivating agents but also
confirm the strength of these cultural barriers.

5.3. The Reluctance to Reform the Whole Fiscal System

On financial matters, the centralist forces result in a steady reluctance to reform the
fiscal system, even though all political parties agreed on the need for it. The financial
situation of decentralized authorities is worsening with the rise of public service mis-
sion transfers, while the resources are strongly feeding the center level. An increasing
number of financial support types brought by local authorities to the central state are
reducing the territorial authorities’ room for maneuver in a scarce resource context.
This phenomenon, which can be interpreted as financial central control preventing the
decentralization process being pursued, is associated with the opacity of the funding
system. A recent report ordered by the Prime Minister stressed the incapacity to dis-
play a reliable statement of the global amount of financial transfers between the cen-
tral state and the decentralized authorities. First, the multiplicity of fund origins, does
not allow a complete consolidation, were it ex-post ; second, there is no integrated
reporting framework about the allocation of cash flows. Moreover, some transfers are
calculated ex-post, on fluctuating economic and environmental factors (Delafosse [4]),
which prevent the local decision maker from getting a relevant estimation of the avail-
able public funds, that he has to manage.

5.4. The Concentration of Powers in the Hands of an Elite
An in-depth analysis shows that the centralist model, which characterizes the politi-
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cal life at both central and local levels, benefits a small elite clan. This concentration
has been fostered by the legal system which enables cumulating electoral mandates :
for example, a mayor can be a member of Parliament. The attempt to restrict the man-
date number to two, which has been introduced in a 1985 law, has resulted in setting
a two mandate cumulating rule (Mény [11]). This closure of the political system is
enhanced by a socialization phenomenon induced by the qualification standardization.
Indeed, both top civil servants and politicians have been trained in the same selective
state high schools, the most prestigious of which is the National School of
Administration (‘ENA’ , Ecole Nationale d’Administration). The staff transfers
between political life and public sector top management tends to reinforce the inter-
weaving of both spheres, and to strengthen the elite values. As a result, the centralism
culture, which prevails in the political field, can be transmitted to the public service
sphere, and contributes to strengthening a reluctance towards reform processes.

6. A Restructuring Project of the Public Service System

Some reflections have recently emerged, aiming at identifying the eventual correc-
tive actions which would help solve these deeply anchored problems.

6.1. Searching for the Relevant Local Authority Level

One of the main problems raised by the conception of a control system lies in the def-
inition of the right detail degree of modeling : which are the levels of analysis that
highlight the correction levers of the identified critical problems ? For example, the
absence of hierarchy in the local authority structure induces some inefficiencies
through the emergence of competition between the different levels. The disconnected
territorial elections, added to the independence of the authorities, result in a global
inconsistent utilization of public funds, especially between departmental and regional
levels. Indeed, university building, cultural life or healthcare are good electoral mar-
keting themes (Fréville, in Puech & al. [17]). The hospital building plan, developed in
the seventies, illustrates the public resource waste, through the over-equipment
induced by the lack of coordination of the various territorial authorities. Because of
the subsequent low site activity, the high skill level of specialized professional staff,
and hence the quality of care can no longer be guaranteed. On another hand, the
municipality atomization (36,000 municipalities, among which 32,000 have less than
2,000 inhabitants), partly due to the rural nature of the country, along with its histo-
ry, stresses the need for a more global control. One solution stems from a complete
change in the local authority structure, focused on the ‘local country’ concept, rooted
in both historical and socio-economic grounds. Indeed it corresponds to an employment
basin (i.e. bigger than a municipality), which would be substituted for the municipal
level (Ohnet [15]). Some experiments have been started and are supposed to foster the
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grouping process of municipalities. The local country concept has strong historical
roots, since it was already used twenty centuries ago, when France was called ‘Gaul’.
More recently the ecologist school of thought has highlighted the benefit from its use,
calling for a comeback to the country. Actually the objective is to improve the coordi-
nation of the various levels of economic activity support (including professional ones)
by identifying a relevant space territory. The local country concept is aimed at better
meeting the solidarity need between populations by containing a urban part (i.e. more
wealthy) and a wide rural periphery. Yet, although the recent 1995 reform state orien-
tations recognize the existence of the local country, they do not institutionalize it.
Indeed, if the relevant spatial level to develop economic action efficiently is the local
country, it means that it should become the basic local government level, with both
administrative missions and democratic political power. Given the intermediate size of
the local country, when compared to the municipality and the department, such an
institutional recognition process puts into question the role and the legitimity of the
actual local government levels. Going further in this direction could imply the sup-
pression of the departmental level in favor of the empowerment of the regional or
inter-regional level, in order to reach a global government level, which would be con-
sistent with other European country local authority maps, and could hence best bene-
fit from the Community’s aid. In other words such a restructuration would induce a
profound change in the local government map and in the relationships of its parts.
Moreover it would break with the decentralization principle of total independence of
the various authorities for the sake of coordination and public action efficiency.
Finally, this restructuration would be at the expense of the actual chief executives of
departments, which helps explain why the 1995 law remains unfinished on this point.

6.2. Restructuring the Central State and Creating Local Matrix Structures

The state missions would also need to be reformed, in order to match the actual lib-
eral context, which reduces them. The decentralization process, which would be deep-
ened, should be associated with a parallel mission delegation process from the center
to the peripheral public service units, which would be organized in autonomous agen-
cies, following the British ‘Next Steps’ (Picq [16]). The central state level would focus
on the sole critical global missions, while some strategic activities should be trans-
ferred to the regional / inter-regional authorities, the center intervention being ruled
by the subsidiary principle.

At the local level, the problem lies in the multiplication of public units meeting the
same needs. In order to fulfill the requirements of the local state authorities, the cen-
tral state has devolved some local administrative units at both departmental and
regional levels without any global frame of sharing responsibilities. In order to cope
with this confusing situation a restructuring proposition consists of discoupling the
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devolution map from the decentralized authority one. This would imply to put together
the actual departmental and regional administrative units depending from the central
level (i.e. ministers) into a few territorial directions, the action of which would be led
by the prefects, but which would still depend from the central state level for budgets.
These territorial directions would be created at the ‘relevant level’, meaning ad hoc
territories, like big cities or a group of municipalities or a region.

This administrative map would be expected to be progressively imitated by the
decentralized authority one, leading to a similar restructuration. The region prefect
would then be at the core of a coordinating process of units of both structures, mean-
ing those depending upon decentralized authorities and central state. This important
task would imply to control public services from different kind and would entrust the
prefect with some transversal responsibilities, like a project manager in a matrix
structure. The functional division corresponds to the hierarchical lines between either
the administrative units of the territorial directions and the concerned minister or the
local administrative units and the decentralized authority ; the prefect would then be
in charge of a group of these various units from both hierarchical lines. Some of the
recent orientations tend to be consistent with this proposition through reinforcing his
power. Nevertheless, some analysts interpret this evolution as a means used by the
central level to develop its control over the local public life, since the prefects are state

representatives.
| Government I Local State Authorities
(e.g. Regional Councils)
I — - -
Ministry of R
the Interior | Department i | | Department n |
Territorial Directions RN
f_l - h
; P t: ~
Regional level l reects I'—/ Administrative Administrative N
/ Units Units \
I \
\ ]
\ Administrative Administrative /
Departmental level AN Units Units it
N 'd

I:j : Territorial Directions depending upon both the prefect of the region for current decision making processes
and their concerned department for budgets.
I -7 . . . . s . .
| I': structure coordinated by the prefect of the region (including the administrative units depending upon the local
— — = = state authorities.

Figure 3 . The Local Matrix Structure Proposition
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6.3. Managerial Freedom vs. Democratic Conirol

Giving the interweaving of managerial and political powers, one can suggest the
decentralization process as a favorable context for New Public Management develop-
ments. But one can wonder whether a direct democracy can cope with the resulting
managerial autonomy. Once again, this stresses the need for first improving the oppo-
sition rights in a representative democratic model, second spreading and widening the
concept of accountability on both political and organizational levels, which is consis-
tent with result-oriented practices.

7. Conclusion

Performance measurement is central to New Public Management. Despite the
progress that has been experienced at the local level, especially through the rise of the
delegated management model to the benefit of the private sector, much remains to be
done at the central level, in terms of financial transparency and public fund utilization
review. One of the most critical points is the need for a management accounting sys-
tem, which would help to identify the link between the inputs (i.e. public resources)
and the outputs (e.g. the results of a program). This first requires a budgetary frame-
work implying a finalization (i.e. the expected objectives) of the fund allocations,
through a functional budgetary structure. This evolution has been hindered by the
French cultural values, the first of which is centralism, as the structures of control
and the resistance facing the organizational decentralization prove its shaping influ-
ence. The primacy of political matters in public life, reinforced by the interweaving of
the political and managerial powers, stresses the symmetry between the governance
patterns. This would hence lead to a political reform focused on the empowerment of
the opposition forces as a pre-requisite to NPM developments.
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Abstract

The practices of target costing and kaizen costing have received considerable
prominence as cost management methods which can support competitive strate-
gies. However these techniques do require the support of internal cost information
systems which provide both guidance and feedback on policies to effectively reduce
resource consumption within the organisation. This paper explores the operation of
just such a system - the kousuu reporting system. It involves the monitoring of
resource use in the conversion cost area by profiling the various work times associ-
ated with component functions. This gives visibility to resource consumption, it
supports the kaizen philosophy of beating previous actual performance by revealing
time trends and facilitates cost management by integrating budgetary targets and
ideas for improvement. As it is based on straightforward non-financial measures it
provides a relatively unambiguous source of feedback which indicates the impact of
previous decisions and guides future action on resource consumption and reduction.
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1. Introduction

Japanese management accounting has consistently been characterised as strategi-
cally driven, supportive of cost effectiveness, and market oriented (see for example
McMann and Nanni, 1995 for a review which emphasises these factors). Exemplifying
these features and central to Japanese management accounting system design is the
practice of target cost management (Tanaka, 1995; Tani et al, 1994; Kato, 1993;
Monden, 1992). This approach is widely used among companies in Japan’s key indus-
trial sectors. While target costing has been high profile and accorded considerable
credit for its contribution to the economic success of Japanese companies, it is, in
essence, a very straightforward procedure. The determination of a target cost involves
the estimation of expected market price from which an expected profit margin is
deducted. Achievement of the resultant figure becomes the responsibility of product
designers and all those involved in the production and selling process. Thus it is an
approach which possesses the great attraction of creating an explicit market interface
with the organisation’s internal costing system. Another key attribute lies in its
capacity to be used at the stage of product planning and design when the significant
cost commitment decisions are made. At this stage its motivational impact can be
most effective not only in ensuring the delivery of viable product innovation but also
by screening out those new product ideas which are unlikely to meet the market test.
However it is an approach that can also be used throughout the product life cycle to
help maintain profitability and provide guidance on the composition of the existing
product portfolio.

While the process of setting target costs and some of the work functions (e.g. value
engineering, functional cost analysis, inventory and supplier management) associated
with attempting to meet the target have been subject to research and review (Sakurai,
1990; Horvath 1993; Tanaka et al, 1992), there has been a comparative neglect of the
technical attributes of the accounting information systems available within Japanese
companies to support these activities. This paper provides some redress to this imbal-
ance by examining one common, yet fundamental, aspect of Japanese internal
accounting information provision, the Kousuu reporting system. A clear and current
knowledge of how resources are consumed within the organisation is fundamental to
the effective management of cost in accord with set targets. Managerial demand for
this knowledge is one major reason why activity based costing (ABC) has become so
popular so quickly in the West (Innes and Mitchell, 1995). However, in Japan, inter-
est in the practical development of ABC has been both slower and later. In part this
has occurred because one of the most common characteristics of costing systems in
Japan is the detailed information which they generate on resource use in the various
processes (manufacturing and support) which constitute the core internal value chain
of the organisation. A key feature of the traditional Japanese costing system is the
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regular and periodic generation of report sets which contain detailed profiles of how
key resource sets have been used. Conventionally this is provided for management in
both non-financial (Kousuu) and financial forms (Kousuu based charge rates). The
Kousuu reporting system produces information which is used to both initiate cost
reduction initiatives and provide feedback to help judge the success of action already
taken. It thus supports the programmes of design modification and continuous
improvement which underlie the effective utilisation of target costing methods.

2. The Study

This paper is based on a case study of the Kousuu reporting system in a large
Japanese manufacturing company. The use of the case method is appropriate as the
research is merely exploratory and descriptive (Yin, 1984; Scapens, 1990). The pur-
pose of the study is to illustrate the nature of Kousuu and to explain the role which it
played in cost accounting, cost management and performance measurement within the
Japanese company. The emphasis of the research was therefore on the technical
nature of the Kousuu system.

The study was undertaken in the first half of 1995 at the company headquarters.
As the case focussed on the specific nature of certain accounting information being
produced within the company, data were gathered by interviews and discussion with
the cost management team responsible for both the design and operation of the
Kousuu Reporting System and with a small sample of the key managerial users of the
information. The interviews were conducted over a period of three months while the
researchers assimilated the system and obtained clarification on problematic issues.
In addition documentation comprising the various reports generated by the system
were obtained and studied. The case report which follows is a condensation of the
Kousuu Reporting System, but one which includes all of the key reports which com-
prised the information provided to company management. While no generalisations
can be drawn from one case, the literature on Kousuu and the authors’ experience
suggest that this example is not untypical of the Kousuu systems which are widely
used in Japan.

3. The Nature of Kousuu

Kousuu are units of resource consumption expressed in physical terms. They
encompass all of the major resource elements of conversion and support cost and typi-
cally are measured in terms of either the direct or indirect labour time or machine
time of the production factors which constitute the organisation. A complete set of
Kousuu thus represents a detailed inventory of all of the conversion and support activ-
ity undertaken in the firm. Thus Kousuu can be based on production processes, work

49

NI | -El ectronic Library Service



The Japanese Associ ation of Managenent Accounting

The Influence of Service Process on Performance Measurement

cells, machines and service functions such as maintenance and materials handling.
This type of information can be usefully presented in various ways. For example, with
an input object focus it can be designed to represent the time distribution of the vari-
ous work elements comprising a production line, a shift, or a factory for any specified
period of time. However, by focussing on an output object, Kousuu may also be
expressed in terms of the various time components of the work required to produce
one unit of final product. In this latter form it is known as Gentani. A Gentani there-
fore profiles the pattern of conversion work resource consumption by individual prod-
uct lines. This approach provides one basis for both the derivation and assessment of
standard costs, as well as providing a working performance measure in its own right.
Finally to accommodate the financial dimension, a charge rate can be computed for
each Kousuu based on the cost of the resources which contribute to the labour and/or
equipment and service input of the relevant activity. This can then be used to convert
the Kousuu work times into costs which can be applied to all of the above types of cost
object. In Japan, Kousuu are extensively used in the manufacturing sector and their
design and operation are widely referenced in applied texts (eg DES, 1989; GBD,
1991).

One of the strengths of the system of Kousuu is the level of detail which it captures
and feeds back to management. For example, Figure 1 contains an illustration of a
Kousuu based on labour working hours for a particular production process for a speci-
fied time period. From left to right there is a hierarchical decomposition which first
classifies working time into that which adds value (basic working hours) and that
which does not (line management hours) and then a further subdivision is made into
direct or support work and finally a segmentation into the detailed activities which
constitute each of these components.

This decomposition is one of the advantages of Kousuu as it highlights how resource
is consumed and in so doing it facilitates the identification of non-production time and
guides managerial policy on continuous operational improvement. Monitoring the
Kousuu over time (often daily) also assists in locating problems at an early enough
stage to permit prompt remedial action not only by managers but by opératives.

These attributes are further enhanced by establishing responsibility linkages for
Kousuu components. For example, all of the basic working hours will typically be the
responsibility of the production engineering department. They will attempt to devise
new work methods and work support services which will improve the utilisation of
direct work time. The line management hours will be the responsibility of the produc-
tion department who will attempt, over time, to reduce and/or eliminate the non value
added work time from this component.
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Figure 1

Working Hours for Kousuu

Type of working hours Activities
Basic working | Net working 1. machine loading and unloading
hours (BWH) hours (NWH) 2. working manually or operating machines
3. supplying parts daily
4. washing processed parts and finished products
5. measuring processed parts and finished products
Incidental 1. walking between process
working hours | 2. dressing parts and products
(A) 3. loading parts on automatic machines
4. adjusting machine tolerance
5. checking size of processed parts and finished products by random sampling
6. cleaning for checking size of processed parts and finished products by
random sampling
Line management | Incidental 1. turn on and off the main switches
Working | hours (LMH) working hours |2. preparing parts for manufacturing
hours (B) 3. preparing and checking tools
(WH) 4. checking machine and supplying oil
5. cleaning machines and floors
6. warming up and training machines
7. holding preliminary meeting and making contact with workers
8. checking blue print
Incidental 1. changing cutting or grinding oil
working hours (C) | 2. changing running or lubricating oil
Set up hours (SU) 1. chang1:ng fitting and f.ixing tools
2. changing manufacturing tools
Artificial delay 1. relating to abnormal shop floor works
hours (AD) 2. relating to factory management
3. relating to personal issues
Waiting hours (W) | 1. waiting for manufacturing parts and products

Kousuu therefore represents a set of regularly available performance measures for
use at many levels within the business. In this role they relate to various dimensions
of performance, including production line productivity, production support efficiency,
cost management effectiveness and human resource management and allocation.
Frequently for performance measurement they are expressed in the form of Gentani
(computed by dividing the columns in Figure 1 by the number of funded products man-
ufactured). This type of analysis highlights the significance of the various Kousuu
components in a way which is directly related to actual achievements in respect of
meeting target costs. They allow progress towards meeting a cost target to be moni-
tored and reflect over time the success of the firm’s efforts to continually improve.
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One notable feature of Kousuu is the segregation of work time into its value added
and non-value added components. Identification of non-value added hours provides a
focus for cost reduction effort. It also facilitates the common use of the ratio of value
added to non value added time components which represents another important
kousuu based performance measure for production management. Pressure to reduce
this measure intensifies the quest for elimination of non-value added work time.
Indeed it is a key test of most Japanese cost management policies and initiatives that
they will impact favourably on the organisation’s Kousuu. Reduction of Kousuu is a
key indication of cost effectiveness. Without clear evidence of this the cost implica-
tions of any new development can be called into question as they will lack managerial
credibility. Thus the analysis of any new production initiative's impact on Kousuu
will be a crucial element of the case for its adoption.

Kousuu do however require to be used with care as they impinge on the sensitive
issue of employees’ work time. They put the employee under the microscope, and in so
doing they do promote a pressure on both the individual and group to continuously
improve. If taken too far such pressure can be dysfunctional. For example, while the
elimination of slack does appear to offer a ready means of improving costs it may have
other consequences. Employees may lose some of their freshness as work intensity
increases, innovation and creativity may be stifled and ultimately both workforce
morale and output quality are compromised. Kousuu are therefore best used as a con-
structive support system for improvement rather than as a punitive control device.

4. Kousuu-Based Reports

The above description provides a general perspective on the type of information pro-
vided by Kousuu. However to improve its analytical potential the Kousuu results
need to be put into meaningful context. In addition to the tracing of actual trends,
expectations and improvement targets can be incorporated into a system of Kousuu
reporting. Consequently in addition to the decomposition analysis shown in Figure 1,
Kousuu can also form the basis of a set of periodic reports. These permit management
(1) to feedback and match operational performance with locations and employees, (2)
to set it in the context of expectations and, (3) to link it to suggestions and policies for
improvement. Five reports lie at the heart of the Kousuu-based reporting system
which achieves these three objectives. The nature of each of these reports is now con-
sidered in turn.
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REPORT 1
Detailed actual Kousuu Statement

nm @ @ @ & 6 O (8) 9 (10 (11) (12) (13 (14 (15

Working | Line No. | Line | Total | Producti| Trial ~|1) 1) 1) 1) 1) 2) New |2) 2) 2)
section | Name. | Kousuu |on units | product |Trial | Process Loss  |Product | Total extra | production| Teaching| Quality | Total
units | product | Management Mix  |hour learning
time

Columns 1-3 specify the Kousuu location. Column 4 and 5 provide the actual
Kousuu allowance for the actual production units of established products. Where a
new or trial product or technology is in process an additional section is included
(columns 6-11). This specifies the units produced and the total expected Kousuu
allowance. In addition the breakdown of any extra Kousuu time caused by product or
technology novelty is provided (columns 8-10). Finally an analysis of support work
times for all products is given (columns 12-14).

Report I is produced daily as a means of tracking the actual level of Kousuu
achieved in the factory. A variety of this style of report is produced, each specified for
individual work sections on particular production lines. Its content, which is sum-
marised above, can be extended to incorporate the level of detail shown in Figure 1.
To provide further detail and context, information is also produced on trial products
which are being manufactured for the first time and on product mix, losses occurring,
teaching or instruction time and quality of output. Thus the performance of several
dimensions of actual operational work activity is captured in a regular and detailed
manner which permits management to monitor key trends in its effectiveness and effi-
ciency. To fulfil its feedback role the report is, typically, checked daily and also sub-
mitted on a monthly basis to managerial meetings. Importantly it is also used to pro-
vide useful daily feedback to those involved in carrying out the operational work. Its
daily appearance shows trends clearly, guides remedial action and fosters the motiva-
tion for staff to keep improving on past actual performance.

Columns 1-7 locate and summarise the data from Report I. Columns 8-11 provide a
comparison of current and past Gentani for established product work-time and for
identifying work hour savings made. Columns 12-15 provide the same information for
the support work.
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REPORT II
Detailed Kousuu Reduction Statement

“m @ @ @ & e O 8) 9 10 (11 (12 W (49 a5

Working | Line No. | Line  |{Total | Producti|Trial |1) 1) 1) 1) 1) 2) New | 2) 2) 2)
section Name. |Kousuu |on units | product |Trial | Process Loss  |Product | Total extra | production| Teaching| Quality| Total
units | product | Management Mix  |hour learning

time

Report II is based on the daily actual Kousuu statement. Its focus is however on the
savings made in Kousuu during the last six month period. These savings are present-
ed by expressing the Kousuu in Gentani (hours per unit) form. Thus the average actu-
al performance for the current and preceding half years can be compared and savings
highlighted. The availability of this report emphasises managerial interest in continu-
al improvement and therefore stimulates employees to continually make efforts to
effect the savings which will show up as a positive attribute of their performance on
this report. The use of Gentani helps all concerned to appreciate the potential signifi-
cance of their efforts in terms of improving the unit cost of outputs and so enhancing
the competitive strength of the firm.

REPORT III
Kousuu Established Product Budget Statement
n @ @ (4) (5)  (6) mn ® O a ay (12) (13) (14) (15)
Cost |Line |Line |Last%year |Current |Total |Production |Kousuu|Saved |Saved Next % vear Total Production | Kousuu| Saved
centre | section | Name, ?{ctualll/ % year |Kousuu |units funit | Kousuul % OV Kousuu | wnits fumit | %
ousuu/unit

Columns 1-3 locate the data. Column 4 provides the most recent Gentani as a com-
parator. Performance for the most current half year is then summarised in columns 5-
10. Finally lines 11-14 provide a projection of the expected Kousuu for the forthcom-
ing half year and the Kousuu savings expected are explicitly identified.

Report III incorporates the budget expectations for the firm’s established products
Kousuu for the forthcoming half year. To provide a context for this the actual perfor-
mance for the most recent half year is provided. The budget specifically incorporates a
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target for Kousuu savings expressed both in absolute and percentage terms and so
again reinforces the quest for continual improvement. It is at this stage that the sys-
tem can be formally linked to the practice of target costing by ensuring that the bud-
get incorporates the levels of performance required to meet the market determined
production standards established by target costing exercises.

REPORT IV
Kousuu for Kaizen Activity Statement

(1) | Working hour structures | (NWH) (A) B) ©) (SC) (AD) (W)
(2) Production Process

Process X
) (Actual Working Hours) (NWH) (A) (B) © (5C) (AD) W)

Process Y
CY) (Actual Working Hours) (NWH) (A) (B) C) (8C) (AD) (W)

Process Z
(5) (Actual Working Hours) (NWH) (A) (B) ()] (SC) (AD) (W)
) Standard working hours (NWH) A) B) ©) (SC) (AD) W)

(for each process)

Kaizen activities
Proposal

(7) 1,2,3 1,2,3 1,2,3 1,2 1,2

Abbreviations: The abbreviations used are listed below, they correspond to those used for the component figures in’
Figure 1.

(NWH) = Net working hours, (A) = Incidental working hours of A (B) = Incidental working hours of B, (C) =
Incidental working hours of C, (SU) = Setup hours, (AD) = Artificial delay hours, (W) = Waiting hours.

Line 1 gives the columnar headings. Lines 3-5 provides the actual Kousuu for three
production processes. Line 6 identifies the standard Kousuu which applies to each of
the production processes. Finally line 7 contains the Kaizen activities proposed to
redress the unfavourable Kousuu variances. The numbers given relate to those con-
tained in Figure 2.

Report IV links the Kousuu control and feedback system to managerial action. This
is achieved by presenting the Kousuu in the segmented form outlined in Figure I and
by providing a direct comparison of it with the budgeted specification. Variances
between budget targets and actual performance are therefore identified and the report
construction also visually highlights the extent of variances by recording the actual
figures for the components of each process Kousuu in rectangles which are in propor-
tion to their actual magnitude vis-a-vis the standards established. Thus the boxes (for
each process) above for the actual working hours will normally be larger or smaller
than the size of the corresponding standard working hours box to indicate favourable
or unfavourable variances. Finally the proposals for addressing variances are listed in
the report. For example, the specific suggestions listed in Figure 2 would, in fact, be
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listed in the final box of the report and would provide the basis for improvements to
bring actual performance, at least, in line with the budgeted specification. To ensure
that remedial action is under way, these Kaizen activities would have to be specifically
listed in some detail with their Kousuu impact quantified in order to facilitate future
ex-post audits.

Figure 2
Kaizen Activities*

Net Working Hour Variances

1 Speed up work activity
2 Eliminate/reduce non-value added activity
3 Introduce new machinery

Incidental Working Hour (A) Variances

1 Change work layout
2 Increase productivity of lines
3 Introduce more automation

Incidental Working Hour B, C and Set-up Hour Variances

1 Change approach
2 Adopt one-lathe tool changing system
3 Reduce number of changes

Artificial Delay Hour Variances

1 Reduce machine watch staffing
2 Re-balance work to staff
Waiting Hour Variances
1 Re-schedule throughput to minimise
2 Find alternative work for employees to do

* Numbers correlate to those on Report IV, line 7.

REPORT YV
Kousuu Budget Statement when Investment and Kaizen Activity are Planned
1) (2) (3) 4) (5) (6) mn @ (9 (10) (11) (12) (13) (14) (19
Trial |Bxtra |Last% |Current | Producti|Kousuu/|Saved |Saved | Next % | Production | Kousuu/ | Investment |Kaizen Saved | Saved
products | Kousuu | year actual| % year: |on unit  (Kousuu |%  |year: |units unit | effectiveness | effectiveness | Kousuu| %
for next {for next |Kousuw/ |Total |units Total
%year |%year |unit Kousuu Kousuu

Columns 1-3 establish the products concerned and their budgeted total Kousuu.
Columns 4-8 provide data on current performance and columns 9-11 and 14-15 provide
comparable projections for the coming half year during which investment and Kaizen
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activities are planned. Two further types of projection are included (columns 12 and
13). First (column 12) the expected reduction in Kousuu from new capital investments
in manufacturing technology is specified. Second (column 13) the expected Kousuu
reduction from Kaizen activities is also specified.

Report V is a close adjunct to the fourth. It is essentially a budget supplement
which is specifically devoted to situations where capital investment and Kaizen activi-
ty are expected to occur. Columns are included which establish the returns which
these initiatives should generate in terms of reductions in the Kousuu. It is particu-
larly pertinent in organisations where the product range is extensive and the product
life cycles are short. In these circumstances emphasis is given to the expected return
(in terms of Kousuu reduction), to be achieved from investment in capital equipment
and from Kaizen activities as these are normally the key ways in which new product
manufacturing time can be reduced, lead times to market improved, cost effectiveness
enhanced and the commercial exploration of innovation enhanced.

5. Using The Kousuu System

As illustrated above, Kousuu provides the basis for generating a regular flow of
highly detailed information on operational performance. This information not only
provides timely feedback to management but provides the foundation for three specific
areas of cost management.

(1) Operational Management

Figure 3 outlines how the analysis of Gentani and Kousuu can provide a wide rang-
ing input into the management process.

Figure 3
Operational Management
— 1. Scheduling workers

— 2. Evaluating Kousuu reduction

GENTANI

M MANAGEMENT | S Evaluating productivity

—> 4. Budgeting

— 5. Planning & evaluating capital investment

KOUSUU ]
INFORMATION o
—> 1. Establishing standard conversion cost

— 2. Setting prices
KOUSUU — 3. Analysing current profitability

—— PRODUCTION —>
MANAGEMENT —> 4. Planning future profitability

—> 5. Evaluating value engineering

~— 6. Evaluating inventory & work in process
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Kousuu information allows a comprehensive monitoring of the conversion cost ele-
ments of all in-house products, and enables relevant standards of performance to be
established and communicated to all concerned. When multiplied by the appropriate
charge rates, Kousuu forms the basis of a cost accounting system for products.
Consequently it provides one of the key decision inputs for the manufacturing compa-
ny. For example, in Gentani form it underlies unit cost levels and is therefore a useful
basis for evaluating productivity and establishing future plans and targets. Moreover
Kousuu provides insight into product portfolio analysis and planning. Controlling cost
is one way of improving profitability and reductions in Kousuu are one means of
achieving this aim. Alterations in Kousuu also have implications for pricing policies to
be adopted by the firm. Finally, the success of value engineering activity (undertaken
to achieve target cost levels) can also be achieved by delivering changes in Kousuu and
the work time spent in producing for inventory rather than specific customer orders
can be identified and assessed.

(2) Kousuu, Budget and Costs
One important aspect of Kousuu is the key role which it plays in establishing mean-

ingful targets for the production function and in the translation of these targets into
budgets. Figure 4 outlines how Kousuu is used for these purposes.

Figure 4
Kousuu, Budget and Costs

Gentani Management Management by product #

Last years actual Kousuu = |—__|

J D

Target % Kousuu reduction for
current year

v

Current year target Kousuu

) :

Target Kousuu by product #

Current year Current year R .
actual Kousuu [ 777" > budget > Budgeted conversion cost
v v
Current year B Current year actual conversion
actual P/L U S cost by product #
va-
Variances
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The generation of budgets in Kousuu form underlies the financial budgeting
process. Thus the work time implications of budgets are also available and can be
used to communicate both the budget and variance feedback to the appropriate areas
of responsibility in the firm. In this way the Kousuu contributes to the conversion cost
budgets and through this element of the master budget to the overall profit plans and
budgets of the organisation.

(3) Kousuu and Value Engineering

Kousuu provide an important part of the Japanese firm’s value engineering work.
Targets are established at divisional level in terms of revenues, costs and profit mar-
gins. These are then decomposed to provide guidelines for the production sections in
the firm. For conversion cost these take the form of Kousuu. The production section
will use the firm’s value engineering section to assist it in modifying its process of
manufacturing (and in altering the product design) to achieve the set targets. Where
significant cost reductions are required the necessary changes are identified from
analysis of past Kousuu and are expressed in the time and work changes profiled by
the Kousuu. Thus Kousuu, rather than costing, provides the basic guidance for identi-
fying and managing the continuous process of enhancing productivity and reducing
cost.

6. Conclusion

The set of five reports described above constitutes the formal documentation of the
Kousuu system. Together they give a constructive visibility on how resources have
been and are expected to be consumed in the organisation. They play an important
role in operational management, budgeting, and value engineering and cost manage-
ment. Figure 5 illustrates how these reports combine to support their underlying
objective of improving the economy of resource use, so reducing cost and enhancing
financial performance. All of the reports can (ex-ante) initiate and (ex-post) indicate
the success of Kaizen activity. They therefore support an ongoing cycle of improve-
ment and feedback which operates both at managerial and operative levels.

Each of the reports are related to the previous ones. Each draws on the information
content of the prior one to ensure that together they first identify, and then place cur-
rent work performance in the context of the recent past achievements and the expecta-
tions which were previously set for it. In this way an assessment can be readily made
of how successful the operational conversion work has been and guidance provided for
future action.

This information provides a basis for reporting to higher management. It readily
allows the operational activity of the firm to be monitored by them. However it has an
important dual function for it also contains the detail and is in a form (non-financial)
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which makes it suitable as feedback (both the absolute figures and the comparisons
with past and budgeted figures) to those carrying out the operational work. The for-
mal linking of results with operational action on a daily basis re-enforces and intensi-
fies the pressure to deliver cost savings. In addition it informs operational personnel
about the success of their past efforts. Their responsibility for improving performance
is clarified by the system and their actions given the visibility which encourages staff
involvement. In these aspects lie the great strengths of Kousuu.

Figure 5
The Kousuu Reporting System
Report I Report 11 Report III Report IV Report V
Current Current Current Current Actual and Current Actual and
Actual Actual and Actual and Expected Expected
Detail Immediate Expected (Budgeted) (Budgeted)
Past Future Actual Actual
(New Products) (Established
Products)
i BUDGETING
COST MANAGEMENT
........ VALUE ENGINEERING S
OPERATIONAL MANAGEMENT

Thus Kousuu is a fundamental part of many of the cost management systems in
Japan. It allows managerial strategies to be translated into meaningful targets, it
allows progress to be monitored closely and it gives visibility to employee efforts to
improve Kousuu and therefore enables performance measurement to be linked in a
constructive manner to the functions of control and decision making. It underlies the
success of more prominent processes such as target cost management and continuous
improvement. If cost reductions are to be effected it is to Kousuu that Japanese man-
agement and operatives look both for a source of ideas and for a measure of the suc-
cess of their efforts. The acid test for new policies or practices aimed at improving cost
effectiveness is their ability to eliminate or reduce Kousuu.
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Zhix, BPRZHETry FF I D7 70 —FIC Lo TEITTRETH Y, EEIZ
T AHENZINT WA I FIVEZHFLIIETTARETIERVEF 5 MHammer 5 D#E 2
AT HHDTH 5.

BEAWNLEEORBEZLELODFEEITH L% 51X, by THHRRO A v N—DW] et %
BETAZEFATARTHY, NROEEZDWREIELI FVOZRHTHEDL Z LD
VEEMETH B L V) EZIZEETH 5[14].

BARBIICIE, &E Ly T 5 0RIC L ) REMEM B L ORI EHEM, HHh A7 4
WM, TR OAY v 72ED TRV 7 M F—ADBRENz. 2F ), BREERENTHY 2
F— LAZTERBAMEI DAY v 72 MAEDLE TF - L 3BREN2DTH 5[11].

(8) ITICK 33X MEREEID HIZESE

EEOHEIX, ABHIBTIEZ, A MERTHEZ L AHEICT LI EPTEETH-
2. 22T, BIRICHET B L V)RS T 2 BE LR, EFCHIo TIHRHIERE
D, WENICERL TV E W) HEER L 572, M.-Hammer 5%, /NE a1 % & A
BERQL AL EIND ZLIZETHY, ZREBEBROLRVWAHEOLL Y EIFTLEY 2 &
IO LTS, L2L, ZZTEHANSERENEDHEZEZZ, HFTS
0Yx27 bORKEEZBINZYLEICELDDOD, BHEMIIHELZ DT TV W) #EDH
LB EITLT.

ZITC, UV b F—LDERBEE ATV - VEKE, EREL, BENYy TOH
WMaRFs Il LPLETH o7,

(4) EFEIH

[TOrXICEHT A S L2&HIC, 3O0FBRETHEL, RS X OEBHICK
é%@%%ﬁ@7m~%@&%mﬁﬁtt E£¥%70—oidicid, EtkorF—ryrvn—5
A7 27725 (DFD) REiLTld CALS ICHEHLL 7 IDEFO %2 &8k S fivwb 5. IDEF I
KRZBEFI9TTHIIAY — e LRERAE 7O Y 27 FICAMOHFTRHE I N/IZD DT,
WRESAT, 7 — % 7o —ftak, ERHFER, V=27 70 —GH% &0, EHEIH» ST
B AT LEET LOOKEY — Lty POBFRTH 5. IDEFOIX, FOHTEY
VAT LIBITBRE - BE - EEIO T O AR by SV Y T, BEHICEMLL, KR
FKRTH5DH5H. —F, WALO [BEREOEEFE] BICIEBMME LTEE 7O
—DFWBEDFBEAENTVWE., TR6EBEICL, TITIE, FHBTEOEBLHL LT
WENPTIERL, TOEEDZDICED L) B THEADPITONTVENER4D L) ¥
B7u—Frv— b LCEEMICEB L., 2ok, EEREFELCCHDREVLI DD, FHE
SERFRH, SRR, FOKTUELATOT I Ny b (BESaryYa—F AhEhs 57—
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T om | fesm | e | PRETARERD
1D
2D ENVELLIXY /
P 1D ENVETTNYY /
3H ELITELY 4
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uRy b4 —FV5 1D 2D NC7F — #
2D ENVEYTIXY
1D 2D !%Eﬁﬁ%'
1D SIVETTIXY 4
& # w1

K4, #=ET70O0—F+— MOEEAHI

EB7u—xEBEEIH LRI, WEROERELT) OOTMPLETH 5. HE,
ABCOT ATV AV M LTOIEHZHRFRL72ABM (Activity Based Management) 7%
BPR LEUDE, EHENTWS, 22 TiE, 1>V VRRATORASGH, <2>70
tRA - TITFAET A DOERK, <3>7F0kR - TrF 1T 1 HEMES, <4>70
 ZMMEGHT, <5 S>UHBRDOERL V) 5DODAT v T THEEORE TS,
DT TAETAGHTE, 7774742 bL727 0 AD VLX)V THEKE 7D —
R L7, 7ot AL MEERIE2) TREIAME LTEENICEET S, 2F 0,
ZHTOEACOVWTHIMEER Db DO» L) 2 REt L, ZOMlfE (V) &, #iE (F)
/aA b (C) DEAXTEESN, IA MUEFKRH (C—F) 2 LEBT LI L8 TES.
7T 4T 4 OG5, FiziE, 2K ((FINMMEES) & e IMEEES) £33 K
(a7, X8, 72771 E74) RGO, BERINDL, —kWET 754
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54 OEEE, 23730%, X#E35%, B35 % THHLEVDNT VS,

ZHOABM TlE, EROEBKICERT A5, MEVOEEMEEL LX) RIEETEHEH
TAEDPVRETHS. T2, EBROBBEBCT 7 71T 1 9MEITHICE, 727574 E
TAZEDOTHIZET A7 — 9 R INET LHMANLETH 5. REFFEOBE, HHM
IR MEROBEREZIT) SEPERINAZEDH), ABMD I X MEBIEEI~D
BRICOWTIASHROMREEL Lz, T2, 20X RMlESWIZEWTIE R, EBRER
REZMTIZOOFETHILESZD. H£oT, ZOX) REMHLZ T 7a—FPANS, &
RHICHEREZEZ LY VODLETH L LFE L.

CCTCERLEE 7O FEIRDOEBY THE. Thbb, UTOX) AR
& o(a), (b), (¢) #HEL, £EH 70 —Fry—b2EIHRZ TV (M58K). HRA
(@), (b) &, MWLM HETHY, (o) FEENLIMHFETHA.

(a) A ry7uReHT7T7rut ADX5

OLEARTRTHBE AL Y TUER, QAL TR F Lo R (N
7T7atR), @QE3IHE~DHH, WEOL-OOTILA (BHY 77O ER) D3OI

Btk YT T O RA0EKR T - LERE TS, M50ERE (a) 2, &

DY O L B5HOFKREEXWITRT. ZoFITIE, 7oLX2L307uLR1

DY 7T ATHY), TR ASR T RA4DOFHPY 770 A THSLI L%

RLTWE, ZDEI B TAvADXFIZONTIE, EBEOAY v 712 & o THRINMEGE

X HEUEBTH L PEPOSITMRET 1TV, HE L7z,

(b) B2+ ZXDREH

TR AR L, FEUICRTREEBEIRZ o TONEVEREL TWE 7O A%

FH L7z, L <ig, HYEEMANTRMEE—D 7O A THsEEoTWTYH, oM

THWICANE, BREETEZLZDDORNEDRL 70 A2 0nHE ) Piion

THEB L. M50%FEA (b) OfITIE, Yok A2& 70X R4, 7akR1é 70

LASDVEHEL TWVALIEAEAMIIRLAELDTH S,

(¢) Fr7 1t ADHA

5 D&M () TRT LI, FHLnTatX (LB REMEZERMEL -7k

AEAIBEL (M5HFMWEcTRTEELRAA), ARG ETHOEHD TR (K5

EIRAE (¢) TEFatR3, YutR4) 28T 5, HHAVEKIEBICLETLIZLE

Ho 7.
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DRRERELF L. BERXY =TIV 7 NI T70#HTEL D, BBEXSvy r—I v
TENIZTHZHAIIARATNIETHIETESLDD, FCWCV T NI ZT2RABTRELD
REHL., oLy, EMRE, BEITABAICEZORBHMEZBERCRED 5
CEVWETHo7. T2, 2 VT EBHRT —IN—AT AT LM~ L, LE
LEMHHA YT ITIANT I F XY —IZDOWTHIRE L. £D LT, SEHRENY — VO
%, BAFEHOVEBIUTEAZERKL, HAEWIZIE, BEREM &V AAZERE 7O
—EHLAEELTEALER o /. _

CZTHDITIZL 52X MEFBISEI O481%, M.Hammer 50O » v 77 VB By 2
BPROEDFIH LT, I VT vy 7, BENLZEDHFEHEHA L2 LICHD. 72721,
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ZIZTHRARZITIZE 5 3 A MEBIEEIOED H 1L, —MEB % BARMSFEIZH LT I@EmIc

72

NI | -El ectronic Library Service



The Japanese Associ ation of Managenent Accounting

ITIC X 2 BLEMBEMI O I A MERIES)  BERW X — 07— [a< Y] OFEf6)

BWHTDLZEDVTRETHA ).

4. REBERBLUEE

FEBRIZIE, AV b F—LELT, BHRAVITANT I Fr—, SHEEMAEER,
PO THEM, BB TN, ML AEEKICETL500F — LRI,

DIFiz, —BlE LT, SR OERERMER T L TAMAETRELLZITICES TR
MEBIEBI O F a2 @A L 72RO Wik R 5.,

(1) £EEBEFORRIBE

IV TOHEEMIE, THEDOLDONVEODEETHLEEZLIEDTRETH S,
bbb, REFEMIZBWT, H5EHmIIHEEREM 2w e ER 56, F—READ
FEEHMINmE DY, £2C, EEERE LRMEEI T abs. I X M EMBIC
DOWTEME CTEEINTEGE, $HEMME LUIEXERTA-Z 812k, EICAELE
WEBICADL. ZOEBFOWHNE, TvYE0n) DEDDRENDEMMIRII & L Tk
FMEBETLHAETY, T, NP OEMBEROELEZIT2HATOIRABETH L. L
Iz, #AA2 6 DFIEVICH LTIt SBAEEL, @F1E, QCD (WE, 2 Ak,
W) DRHMTEIR L 2o CRIETE A0 L) PIRES NS,

AEEROELER I, EMERORE, SvF— (GHE), Y~ b (B) 22305
FHEEr, ERAE, BERE, AEEORTRE, #WET AV TOEERRE, mEREZED
i & ChH 5. ZOBMBEBOFME 70 —F v — T OB M6 THDH., D
DEGHDFEMZ EFET B720125  DWEMBEBVHAIEL, TOEBICED VL OIRESE
MPERENT NS Z D bhb. 7, BEPOLFIIEGVDLD oA, BkTHEB L CRE
FLHEFLRIENT 5. ZOSEICEY L2BE0E, BMHRER, HERER, 1EEER
T EOBEEREROMER EBBEUELR T2, BIELMELRCEEICES. O, &
e (72103, F—®EAOHAREIER), E3XEM, EHIMM, AERFHHM, HARE
M SIEEMIER L, S DREMER SN D, F/21%, a5,

(2) #£%7O0—-094h
COFEBTO—F ¥ — MIF LT, BidL72EBEIOERS (a), (b), (¢) ZHEALT
HbH, BEHLLZERVRTTHAS.

ERM (a) ZEH LCER, LEARATRLEBL LT, MRS, FMARE, RHRE
B, HEREVER, BIBMEDZDD3RTTETFIV, NCTF—% DOAERK, BOBE, MENHIT
SNz, B OEBE, NHEBTLRESENOHAELTH 5.
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EIRA (b) 2EHALT, EEEBL L THIToNz0E, BEMRED /2O DM AR
AET & MR DO IER 2 M A RREFS, FREOFIELEEIN TV LIZbDLLT
AT o T2 ZEMRVEREBE 2 ETh L. Fifiz RED 5720128 ) &2 3177% 9 g
FEZENE, ZEPHEE LR, ) —EBERXTebhs. b5 5 AL TBES
ROEZFIIPAREINLD, MABLTREZI2HTEZ LI LT YERKTHSL. 72721,
ZVETELDPE)PAHELREEIIG LT, RBEOLOZTICRAN» O EXNARRZ/ERT
BTV, ABRMICR o TCROERPTREVWHILLTHS. L2 oT, HRDHRY
FHMEDEVIRETI OTREZIT V. 52, BB FERICEEMBERZMAMLT
WIFITIER A RRDHIR EA5 X 91T L7z,
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BEHAFSE E58FE 25

"B oK EHRM a (X5) ZHRA b ZHRE ¢

T = PP AET: @EHETTER) G 7 2 OEM)
1|2, B O [22 RV 2T 4]
2. | {EARBR ST O
3. | EHE F L E O * —
4. | REAEEMEL| O v =]
5. | FERUE FLfE O ] =
6. | BME R O v =]
7. | BIEEBIER O =]
8. | BUERR I BIER O
9. | FMXIER O *:lﬁnéﬁumi
10. | HFEXITER O *— K
11. | BB O 3DV v FEFI]
12. | BYXIFERK O %]
13.| 3 DEFLERK O pAe Bk
14. | N C/ S Z4EBK O
15. | NCHT O
16. | BEAUELA} O
17. | AR EE O
18. | B HEfR B RHER O
19. |FAfEERY O yab-vaiz k %
20. | ¥R A O A] /B Tl
21. | BT A VR O VAN =
22. | THEAE A HEMERK, O
23. | 7 — DFEERR O
24. | &P O [ 2 DB |

7. F#Ho7O-—7H&ER (B

EIRAE (o) ELTHLWEREN SOt ADEA Y E 2 -8R, [BLWMMTHoa X+
R A7 4], THEHNEH2KXTTCAD Y A5 4|, [BEWERA VYU v FEFLV], [WHE
FllDIalb—val i AT 4] PEBIRSDBODOEME o7z, T T, HEHRM
PbWnbE X NEEVEELIT LI DTII R L, HEARD EHEIMTEILICABERE
B BADED T RETHE I EARBENT. £2C, BEBPIIHE, T4, B
T AL, kM, BIEMNIA TN Z2ZRL CEBEORVRES TR 5 [ZAMREY AT
L] OREDPEEINTDITTH 5.

T72, BAE, < OREEMTE, ZARCL L 2REHETEAEEERAL TV L%,
bL, SRILDOIYAET—% (Vv FETIN) TEREMPMTHab, BEHMICEFOT—¥
Bhizo T, BEMEDZDICVWEWE A Y —ETF 0V (KB, BHER) 2{EkL /-
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D, NCF—TMERD/20ODH — 7 2 AEFVEERT ALER L 2513 TTH 5.
&5, arta—¥vIal—2aryo@ficloT, ILETHENTFHMTCENIE, T
ERRDBNE [ MAEDOKE L1322, MERIERENIOEEIZL DV EEDOTENIRED &<
FTZENTELd Lk w6].

(8) X7 O—UEXEDERIRE

(2) THR7ZZEHIZ, W OVDEBLEDTA T THHRED, ROATFT v 7L LTk
FNEERT H720D Y — AEAN OB & BB, <512, BFME BEE, Bk
%) ZREBLZTNE RS2, £LTC, N2 EELZEO T, BEARMICEBSEICIDY
MO EPUETHL. 22T, I$RBAZHEHATY A7 EBO-DIC, F2E, 17
FANT I F ¥ —EBRHO—RELTEETSH5DE, L T TRIFNENELAD THRENH
HICHEINTE DD E2DDGEDHAT H. AELITH T 2 EIE LIS LAY TREA 7%
HW a2 TIRETH 5.

I, SV arET Iy PER—L L LD T R—AT AT LEHVT [T A
FRIEVAT L] 2B T 5L b, EWSHDOHHA2RILCAD VAT L &2 W ARSI A X
L THEREH2ATTCCAD VA5 4] 2HET LT LICLT7.

FAZBRARZzE DI 2R FRIEC AT 4] OB, SERM2» 0 TH~RBEET 24
BABREIEEZLTHA, BEMMZUTCIFEEMTEDIANREY ZITH) T LIid#L
{, 22T, TR N TF—TNER-AZLEREFEEZRB L. ZOFEIZX > THE
FORMY ZERT L0103, TANF—TAERBMO BT LEEDICH Y P T —
27 % U CLEOJFEMERF & B TI X P T — 7 OMEBEEDEEICL, HEIHMCHE
Mo QAT =TV BRTEAL) X —T7— FREBEOKENILETH L. HlzidL,
MEF—T— e LT, ME, 141X, RIE, &8, AFE, W4, JUBK (Rr74),
- =%, BEHARE BELZEFHITONE, ZOLE, RUYFRORRIZIIVDY S
ARXA=TVTF =Y OWYPAPBLETH L. T2, BROGTHEIZL > TiT% - 72 WCT
(Weight Cost Table)z B/ & L TTF—FX—2fbd 2 L DT, EHEEADT I 7L
BECHB LD Lo, &I4 VRN, Betr A4 X, Bl 1108 \IZ X 5 BB OER A 5 Bl o
AMPREDZLBRERXIMIZ) FLWCTOHFICHANDL ZEDRNTELPBRY AT LD
HELRA Y P THo/z. THIZEY, ERERTH o 2EFHKD S TIHMREE L TREMN %
FIELTHRIA N2 ABLLEVIEBE 7O—%, BEXMOATREELNTLEVIHL
WEB IO —IIEE TSI ENTE, RBRTHEIERL, AESF2 R~ RET 2 Tn)
—F¥ A4 A4131/1012% -7,

—%, [HEREH2XTCAD v 27 4| &, ERIEE+LHEMLL, -5 12D
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FORBENTNF A M) vy JRIBICTERZEA, BEINICEMRE FREETRZ/ERT
EOHEREDEMLZ. BL, ZhiE, SR BURRESHEOATENTHS. Th
& oT, fEk, EEEME D o BT ERFTED 1 OO IC OV THERRE O
EX, EMHOALTE TTIRXRTOEELIHLG L TWz0izxt L, EREFHIOWTIIH
W REBEIEIHY LT, FOMELICOVWTIEHEHCAD 2 VT /8— M ¥ £ LD F R
V= ASRAIAT) LV ) EB T O —ICERZ LT ENTEZ., TRIZE-T, 40%ED
TEARIRATZERK S L7z, k®x7y7abf,%ﬁ&%fnxbiﬁyzyﬁﬁﬂﬁfﬁ
H5EH1Z, GAMTF =TIV ECAD X B S E/T2V AT LBENLEIN TV S,

DED X9, WEROEF 7T —ITIERBNRY — Ve BATLI LT, ¥7)EBOHMK
BERCMHTEY, MEEBOBEM (MEOHEER) % E2WREICE Y, HILVWEEY
O—%RETHEIENTEL.

(4) B4 DEEERBEHFAOER

(1) ~ (8) Ti&, BHEFEMEEOBIZBI2AY, BWINT, WEBE, M O4mpElE
HEBDOEAIIBNTE, ZNEFNORHIZELE T DEENRO B IHEHRBMN Y — v
ALNER S N7z, BETER T, BN THEMR S B CHEUE R EMB®R T — 7 N— 2
ETIRREI VAT 4, REBEEMLTEREF BV TUIWIKKEDI L A 794 7 4 —F
Y7, RN AEEREL CIIMY TERF AT 20BBPLETH L LHITS Rz,

BRIITIE, BRTH 53R S M2 CAD 7 — & 2 WA IR MICI > Y2 — 5
ETIL, FoeiFmednl CEEEMELCZRT 2008, v M Thote, F7z,
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Cost Reduction Activity of Indirect Work for
Manufacturing by Information Technology:
Case Study of an Industrial Machinery
Manufacturer, Komatsu Ltd.

Yoshiyuki Nagasaka *

Abstract

Reengineering proposed by M.Hammer and J.Champy is noteworthy right now
for the revolution of indirect work division in a company by introducing advanced
IT (Information Technologies). However, it is not easy to apply directly to
Japanese companies. Although dramatic improvements of business performance

may be expected by the reinvention, it is considered a high risk endeavor.

In this case study, reengineering is regarded as a process innovation by informa-
tion technology, and applied to practical pre-production processes for material pro-
cessing, welding, machining and assembling in Industrial Machinery
Manufacturer, Komatsu Ltd. A project team was established in Komatsu Ltd. and
the conventional process flow has been analyzed by the deductive and inductive
method. A moderate, middle up activity was important. The conventional dupli-
cated processes were rearranged. And also, the new processes, which were possible
for practical operation by using advanced information technology, could eliminate
some conventional processes. For instance, cost tables as a database in computer
network was required for more efficient cost estimation process. A customized
CAD (Computer Aided Design) system was necessary for the management and
improvement of drawing. As a result, drastic cost reduction especially for indirect
work could be expected.

Key Words

Case Study, Industrial Machinery Manufacturer, Reengineering, Information
Technology, Pre-production Process, Cost Reduction, Indirect Work
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