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Abstract:

Performance measurements are used in project management and quality processes to
determine and communicate status and accomplishments measured against specific
objectives, schedules, and milestones. This paper is concerned with the calculation
of performance indicators of Information Systems Project Management (ISPM). It
clarifies the relationships between ISPM domains, performance metrics, and
performance indicators. This paper presents a proposed list of metrics for ISPM.
Based on these ISPM metrics and a combination of statistical techniques, we built a
model for calculating ISPM performance indicators. The quality reviewers can use
this model to evaluate and track the performance of IS project managers.

Keywords:

Key Performance Indicators, Projects Management, Software Projects, Metrics,
Measures.
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1- Introduction and Problem Definition

A metric is a quantitative measure of the degree to which the project manager
performs the ISPM domain. The metrics can be used for measuring the project
manager’s performance in IS projects. They can be useful in extracting performance
indicators that can help in increasing capability level and productivity, improving
quality, tracking project progress, and assessing project status. An indicator can be
defined as a function of metrics. Calculating metrics is a simple process because it
depends on simple or known statistical or mathematical formulas such as percentage,
ratio, present value, and time deviation (in hours, days, weeks, or months). On the
other hand, calculating indicators from metrics is not an easy process because the
indicator value may depend on a combination of metrics and each of them doesn’t
have the same level of importance and they may not have the same nature [1].

The rate of failure in large IS projects is larger than the rate of success [12]. So, there
is a need to a set of performance indicators that may help in managing ISs projects
to reduce the failure rate of these projects. The mismanaged projects may lead to the
following results: unfulfilled or unidentified requirements, uncontrolled change of
project scope, uncontrolled change of technology, uncontrolled risk of the project,
uncontrolled subcontracting and integration, cost overruns, and/or late delivery [8].

The problem is that there are no agreed or clear performance indicators that can be
used for evaluating ISPM practices. The process of evaluating performance
indicators is very complicated and there are no clear or sufficient techniques for this
process. For previous reasons, evaluating the performance indicators is the main
concern of this paper.
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2- ISPM Domains and Phases

ISPM activities can be organized in ISPM domains, and each domain includes a set
of activities related to a specific field in ISPM practices. From our survey, ISPM
domains include: project scope management, project schedule management, project
costs management, project integration management, project quality management,
project human resources management, project communication management, project
risk management, project subcontracting management, project documentation
management, users’ participation management, review and approval process
management, systems development management, and feasibility study management.

ISPM activities are encountered through the project life cycle. So, ISPM activities
can be organized in life cycle phases. Each phase includes activities, and each
activity can be achieved through steps by using standards. A common ISPM life
cycle includes the phases [7]: initiating the project, planning the project, executing
the project, and closing the project.

3- Key Performance Metrics and Indicators

Performance measurements are used in project management and quality processes to
determine and communicate status and accomplishments measured against specific
objectives, schedules, and milestones. These measurements extend to include
delivery of desired products and services to customers, whether external or internal
[2]. Performance measurement can be useful to improve future work estimates [11].
Performance measurement is the ongoing monitoring and reporting of project
accomplishments, particularly progress towards pre-established goals. Performance
measures may address: the type or level of project activities conducted, the direct
products and services delivered by a program, and/or the results of those products
and services [1].

10
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3-1 Key Performance Indicators for ISPM Domains

Metrics should be objective, timely, simple, accurate, useful, and cost-effective. An
indicator may be extracted from a metric or a combination of metrics. Figure (1)
illustrates the relationships between ISPM domains, metrics, measures, and
indicators.

IS-PM Domains

Project Integration
Management

Project Scope S.
Management Metric(s)

Quantitative

Measure(s)
Project Schedule 7 . . .
Using Statistical

Indicators

YYVYVYYY

Management *
Techniques

Feasibility Study
Management

Figure (1): IS-PM Domains, Metrics, Measures, and Indicators.
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The typical performance measurement for an ISPM domain includes: identifying
performance metrics, collecting measurement data, calculating metrics, and
calculating performance indicators.

The performance metrics can be divided into three basic categories: measures of
efforts, measures of accomplishments, and measures that relate efforts to
accomplishments [1].

e Measures of efforts: Efforts are the amount of resources, in terms of money,
people, etc., applied to a project. Examples: The amount of money spent, and the
number of person-hours burned on a project.

e Measures of accomplishments: Accomplishments are milestones achieved with
the resources used. Examples: number of modules coded and number of
deliverables.

e Measures that relate efforts to accomplishments: These measures are associated
with resources or costs relative to accomplishments achieved. Examples may
include: the amount of money expended for the portion of the project completed
versus the amount of money planned to be expended for this portion of work.

Table (1) presents examples of ISPM performance metrics. These performance
metrics includes the three categories of performance metrics.

3-2 Quality Metrics for ISPM Domains

There are many ISPM performance metrics that are not have the same degree of
importance or efficiency in measuring the performance of IS project managers. So,
we proposed a set of ISPM quality metrics. ISPM quality metrics are the most
important or efficient performance metrics for each ISPM domain. So, we can say
that the set of ISPM quality metrics is a subset of the set of ISPM performance

12
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metrics. Figure (2) illustrates the relationships between quality metrics, performance
metrics, and performance indicators.

Table (1): Examples of Performance Metrics for ISPM Domains.

ISPM PERFORMANCE METRICS
DOMAINS

e No. of business areas involved in the project scope.
e No. of users involved in defining scope and deliverables.
e No. of acceptance and approval criteria identified for the project.
e No. of assumptions and constraints identified for the project.
e No. of modifications of the project scope statement.
e No. of meetings of the project team.
e No. of scope changes requested, documented, and analyzed.
e Percentage of users involved in defining scope and deliverables vs. total number of
users.
e Percentage of scope management procedures applied vs. planned.
PROJECT e Percentage of project deliverables achieved vs. planned.
SCOPE e Percentage of project deliverables reviewed and approved vs. achieved.
MANAGEMENT | ® Percentage of major milestones met vs. planned.
e Percentage of project team meetings vs. planned.
e Average ratio of feasibility studies to scope change requests.
e Average ratio of integration tests related to scope change requests.
e Average ratio of configuration management tests related to scope change requests.

e No. of identified activities in Work Breakdown Structure (WBS).
e No. of modifications of the approved plan.
e Percentage of schedule management procedures applied vs. planned.
e Percentage of tasks completed vs. planned at a point of time.
PROJECT P t f maj ilest t I d
SCHEDULE e Percentage o maJ.or mi ejc, ones me v_f,. planned.
MANAGEMENT | ® Percentage of project deliverables achieved vs. planned.
e Slippage time of the project schedule (in days).

13
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ISPM
Performance Metrics

ISPM
Quality Metrics

The Most Effective
IS-PM Performance
Metrics

ISPM
Performance

Indicators

\ 4

Using the Proposed Model

Figure (2): Quality Metrics, Performance Metrics, and Performance Indicators.

ISPM quality metrics can be effectively used in calculating performance indicators.
Table (2) provides examples of the proposed quality metrics for ISPM domains.
Appendix (B) includes a list of these proposed quality metrics. We classified the
proposed ISPM quality metrics into two categories:

Category “Q”: It can be used to give a quick vision on the performance of the IS
project manager. So, they are called “Q” or “Quick”.

Category “R”: It includes the rest of ISPM quality metrics. So, they are called “R”
or “Regular”. If the quality group decided to evaluate the detailed performance of the
IS project manager, they should use the two categories “Q” and “R” in calculating
performance indicators.
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Table (2): Examples of Quality Metrics for ISPM Domains.

ISPM Domains ISPM Quality Metrics Type
Percentage of users involved in defining scope and deliverables vs. total R
number of users.

Percentage of scope management procedures applied vs. planned.
Percentage of project deliverables achieved vs. planned.

Project Scope Percentage of project deliverables reviewed and approved vs. achieved.
Management Percentage of major milestones met vs. planned.

Percentage of project team meetings vs. planned.

Average ratio of feasibility studies to scope change requests.

Average ratio of integration tests related to scope change requests.
Average ratio of configuration management tests related to scope
change requests.

(0| DD |OI0IO|=

Percentage of schedule management procedures applied vs. planned.
Project Percentage of tasks completed vs. planned at a point of time.
Schedule Percentage of major milestones met vs. planned.
Management Percentage of project deliverables achieved vs. planned.
Slippage time of the project schedule (in days).

O|lm|O|=|=

4- The Proposed Model for Calculating Performance Indicators

Calculating indicators is not easy process because the indicator value may depend on
a combination of different metrics. So, we propose a simple model for calculating
the performance indicators for ISPM domains. Figure (3) illustrates a general
flowchart that presents the proposed model. The proposed model includes the
following main procedures:

1. Define quality metrics, weights, and required implementation range for ISPM
domains.

Calculate the quality metrics for an ISPM domain.

Input the data of the quality metrics.

Calculate the performance indicator.

whkwbo

Interpret and analyze the performance indicator.
15
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[ o= ]
v

Define quality metrics, weights, and required
implementation range for ISPM domains

v

Calculate the quality metrics for an ISPM domain

'

Input the data of the quality metrics

.

Calculate the performance indicator

v

Interpret and analyze the performance indicator

'
=

Figure (3): The Proposed Model for Evaluating the Performance Indicator.

4-1 Define ISPM Quality Metrics

The quality group should define quality metrics for ISPM domains. The definition of
each ISPM quality metric should include the mathematical or statistical techniques
for calculating this metric. The quality metrics for a specific domain are not having
the same level of importance. So, each metric must have a weight of 1, 2, or 3. The
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weight 1s a measure of the importance of each metric. A weight 3 is used to show the
quality metric of the most importance. A weight 1 is used to show the quality metric
of the lowest importance. A weight 2 is used to show the quality metric of the average
importance. So, the quality group should determine the appropriate weight for each
quality metric that is required for calculating the performance indicator for each
ISPM domain.

Also, the quality group should determine the required implementation range for each
ISPM quality metric. The required implementation range is the acceptable range of
the quality metric. The time check points for calculating the ISPM quality metrics.
These metrics can be calculated weekly as a part of the project progress report. The
project manager should be involved in this process. The quality group should present
the ISPM quality metrics to the project manager and deal with his objections by
clarifying, negotiating, or modifying these metrics.

The previous experience from similar projects can be useful in this process. Also,
this process can be achieved with the assistance of external consultants to define and
validate the ISPM quality metrics. Figure (4) illustrates a flowchart that presents the
algorithm of this procedure.

17
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(s
I

Selact an ISPM domzin

|

Define quality metrics and docurment
them in a lizt

Select 2 quality metric to be defined in detail

v
Defire the mathematical or statiztical technique for
c2lculating the selacted metric

'

Defire time check points for
c2lculating the selacted metric

'

Defire the weight of the selacted metric
(itmaybel, 2, or3)

Define the required impleamentation range
of the :elected metric

v

Negotiate the project manazer 2nd deal with his
objection: by clanfying or modifying the quality metric

Figure (4): The Proposad Algorithm for Defining ISPM Quality Meatrics.
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4-2 Calculate the Quality Metrics for an ISPM Domain

The second procedure in the proposed model is calculating the quality metrics for a
specific ISPM domain. The quality group should select an ISPM domain to calculate
its quality metrics. Figure (5) illustrates a flowchart that presents the algorithm of
this procedure.

4-3 Input the Data of the Quality Metrics

The third procedure in the proposed model is entering the data of the quality metrics
for a specific ISPM domain. For achieving the purpose of the proposed model, the
quality metrics are organized in the table as in Table (3). We proposed a scale for
measuring the implementation of the quality metrics. The proposed scale is based on
that each quality metric value is compared with the required implementation range.
If the metric value is in the required range, the implementation value will be
“Accepted” or equal to the numeric value “2”. If the metric value is greater than the
required range, the implementation value will be “Excellent” or equal to the numeric
value “3”. If the metric value is less than the required range, the implementation
value will be “Poor” or equal to the numeric value “1”.

Some quality metrics may not be applicable in some specific cases. So, there is a
column titled “NA” in the table [13]. During computing the performance indicator,
the not applicable quality metrics will be eliminated. The quality group input the
actual data for each quality metric related to the performance indicator to be
evaluated. Table (3) presents a sample of the actual data for ISPM quality metrics
related to a real IS project. This project is GAZADCO project. Gazan Agricultural
Development Company (GAZADCO) is one of the largest companies in the
Kingdom of Saudi Arabia. In the next section, the performance indicators of these
ISPM domains listed in Table (3) will be calculated.

19
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[ s ]

[ ]
Select an IS-PM domain

¥
Identify the list of quality metrics related
to the selected domain

Y

[ End

Selact a quality metric to ba calculated

Revizv the 2ppropriata formula for
c2lculating the selacted metric
[ ]
Identify the data of the projact plan components
rzlated to the selactad metric

¥
Collect, document, and input the actual data
of the :elected metric

[ ]
Calculate the quality metric

Figure (3): The Proposed Algonthm for Calculating the Quality Metrics for 2 Specific
Domam.
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Table (3): The Organization of the Quality Metrics.

ISPM Domains and Metric Required Metric NA Poor | Accept Excellent
. . Value Range Weight ed
Quality Metrics
Domain - Project Scope Management
Percentage of users involved in defining scope
) 90% 85-95 % 2

and deliverables vs. total number of users. v
Percgntage of scope management procedures 100% 95-100 % 3 v
applied vs. planned.
Percentage of project deliverables achieved vs.

ge ot proj 70% | 80-90 % 3 v
planned.
Percentage of project deliverables reviewed

& proje 65% 80-90 % 3 Vv
and approved vs. achieved.
Percentage of major milestones met vs.

8 ) 75% | 80-90 % 3 \'}
planned.
Percentage of project team meetings vs.

& proj & 9% | 80-90 % 2 v
planned.
Average ratio of feasibility studies to scope change a1 a1 3 v
requests.
Average ratio of integration tests related to scope 21 91 3 v
change requests.
Average ratio of configuration management tests 21 21 3 Vv
related to scope change requests. ' ’
Domain - Project Schedule Management
Percentage of schedule management 100% 95-100 % 3 v
procedures applied vs. planned.
Pe.rcentag_e of tasks completed vs. planned at a 90% 85.95 % 3 Vv
point of time.
Percentage of major milestones met vs. planned. 75% 85-95 % 3 Vv
Percentage of project deliverables achieved vs. 0% 85.95 % 3 v
planned.
Slippage time of the project schedule (in days). 45 30 3 Vv

Figure (6) illustrates the proposed algorithm for entering the data of the quality

metrics for a specific domain.
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IJFAES, VSRP Publishing, UK
https://ijfaes.vsrp.co.uk

22

E-ISSN 2977-1498

https://doi.org/10.59992/1JFAES.2023.v2n6p1




International Journal of
Financial, Administrative,
and Economic Sciences

(JFAES)
Vol. (2), No. (6)

Aallall o glall A8 gal) Alyall
Aualatiy) g 4 1Y) g

(6) a1 ¢(2) Hluue I

IJFAES
October 2023

4-4 Calculate the Performance Indicator

The fourth procedure in the proposed model is calculating the performance indicator
for a specific ISPM domain. Calculating the performance indicator is not an easy
process because the performance indicator is a function of a set of quality metrics.
The source of complexity is due to the different nature of the data types of the quality
metrics. They may include ROI, PV, percentage, ratio, number of days, or/and
numeric amounts. Table (3) and the following proposed model may facilitate this
process. The performance indicator can be calculated using the weighted mean. The
weighted mean is appropriate because it takes the weights into account during
calculations [13]. The basic formula of the weighted mean is:

Weighted Mean= (2Xi.Wi)/ 2 Wi

Where:
Xi is the implementation value of the quality metric i

Xi may take the value 1, 2, or 3 according to the rating Poor,
Accepted, or Excellent respectively.

Wi is the metric weight of each quality metric i. It may take the value 1, 2, or

3.

Based on the rating scale that is used, the performance indicator value will range
from 1 to 3. According to this algorithm, the performance indicator for the two
domains in Table (4) can be computed as follows:
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Performance indicator of “project scope management” = (2x2 + 3x3 + 1x3 + 1x3 +
1x3 +2x2+2x3 +2x3 +2x3)/ 2+3+3+3+3+2+3+3+3)=1.76/3

Performance indicator of “project schedule management” = (3x3 + 2x3 + 1x3 + 1x3
+1x3)/ 3+3+3+3+3)=1.6/3

4-5 Interpret and Analyze the Performance Indicator

The fifth and final procedure in the proposed model is interpreting and analyzing the
value of the performance indicator for a specific ISPM domain. The quality group
should report their interpretation to their top management. If the performance
indicator is not accepted, top management may take corrective actions or inform the
project manager to take corrective actions. The acceptable value of the performance
indicator for a specific ISPM domain depends on: the ISPM domain itself, the
company, and the project nature. The quality group can determine a specific value in
the range from 1 to 3 for judging and interpreting the quality value. For example: if
we determined that the acceptable value of any performance indicator is 1.7. So, the
performance indicator of “project scope management” is acceptable, but the
performance indicator of “project schedule management” is not acceptable.

The value of performance indicator should be analyzed to discover the weakness and
strength points of ISPM practices. The analysis may return to ISPM quality metrics
to reveal which of them contribute to increase or decrease the value of the
performance indicator. This analysis can be used to reduce or avoid many risks or
obstacles that may be encountered in later phases in the same or next IS project.

5- Conclusion

Evaluating performance indicators for managing IS project is helpful for increasing
capability level and productivity, improving quality, tracking project progress, and
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assessing project status. The main objective of this paper was proposing a model for
evaluating the performance indicators of managing ISs projects. So, we presented a
proposed list of quality metrics that are very important for evaluating performance
indicators of ISPM domains. Depending on this list of quality metrics, we built a
proposed model for evaluating the performance indicators. The proposed model
includes five procedures: define ISPM quality metrics, calculate the quality metrics
for an ISPM domain, input the data of the quality metrics, calculate the performance
indicator, and interpret and analyze the performance indicator.

We conclude that the roles of quality group are very important in ISs projects. They
can use the list of quality metrics and the proposed model to evaluate and track the
performance of the IS project manager. Also, we conclude that the IS project
manager can use the proposed quality metrics and the proposed model to evaluate,
enhance, and correct his performance in managing an IS project.

Finally, we conclude that special emphasis must be given to performance indicators
in ISs projects in a trial to reduce the failure rate of ISs projects.

6- Future Work
There are some hot topics in this domain and must be targeted, which are:

e Developing a software tool for evaluating the performance indicators of software
project managers.

e Finding a relation between the Capability Maturity Model (CMM) and the
performance of the software project manager.
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Abstract:

For harmonizing production processes and providing an effective production process
in industrial enterprises, the first measure to be taken is to use contemporary
developments that are appropriate for the structure of the enterprise. For industrial
enterprises to be successful, the costing system in each production system should be
determined and managed efficiently. Taking as a basis the cost management system
is to help maximize the profit of the enterprise. To achieve this aim, contemporary
enterprises should prepare for the future by constantly renewing themselves and
competing under today’s circumstances. The fierce competition circumstances of
today's world and the gradual shortening of the product life cycle compel enterprises
to achieve their cost, time and quality objectives simultaneously. The said situation
requires the enterprises to launch to market their products with a lower cost, higher
quality and faster as compared to their competitors to meet the needs and demands
of the customers, and this accomplishment can be realized by using modern costing
systems in production.

This paper examines the use of contemporary developments in cost accounting in
strategic cost management.

Keywords: Cost, Contemporary Developments, Strategic Cost, Management.
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1- Introduction

Since the principal aim of enterprises is to gain profit, they seek to keep costs under
control by applying strategic cost management. The principal aim of the cost
management system is to help enterprises maximize their profit. To achieve this aim,
contemporary enterprises should constantly improve themselves and get ready for
the future as well as competing under today’s circumstances. Therefore, enterprises
should achieve global competition and continuous improvement while establishing
their cost management systems.

The approaches that have attracted much attention in recent years in cost
management systems are modern costing approaches. The research examines the
contemporary approaches in cost accounting and then the use of these approaches in
strategic cost management.

2- Literature Review

Accounting has been the most controversial field which has drawn much attention
on the intellectual side. The objective of all the new accounting theories is to turn
accounting data into information to be used in decision-making by the management
[1].

In the early 20th Century, the financial reporting aspect of accounting, which is
outside-oriented, weighed heavily and this caused the managerial aspect of
accounting to be neglected [2]. Success factors of enterprises have been limited by
the globalization of trade, transformation of enterprises into international companies,
fierce competition, increased attention to customer satisfaction, and the shortening
of the product life cycle. These success factors can be listed as follows [1]:
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e Cost: In today’s world, enterprises are under great pressure in terms of reducing
the costs of their products and services. Enterprises must perform production at a
lower cost without compromising quality to be ahead of their competitors.

¢ Quality: Customers’ quality product expectations have considerably increased in
recent years. Customers want to buy products that have a high quality at a cheaper
price.

e Timing: For instance, an enterprise must act just in time in processes involving
the raw materials and materials suppliers, production, and presentation of the
products to customers. If there is a delay in these processes, the gap will be filled
by the competitors.

e Creativity (Innovation) and Differentiation: To be ahead of competitors,
enterprises must renew, differentiate their products and services and develop new
products, and launch them on the market.

3- Methodology

The developments in information technology, different information inquiries of
managers and third parties, and customers’ demand for products that have a high
quality at a cheaper price caused enterprises to deploy new applications in cost
accounting. Some of the said applications are explained below [1].

Activity-Based Costing (ABC): Activity-based costing is the loading of indirect
costs on products in a more detailed manner. The approach adopted in this kind of
costing is to focus on activities and to load activity costs on cost carriers by taking
into consideration the activity uses of the cost carriers that load source costs on
activities by taking as basis the source usage of the activities. As a source-usage
model, activity-based costing is a system that tries to find the costs of the sources
used to perform the activities necessitated by various outputs [3].
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This system is based on the two-phase cost distribution. In the first phase, the
sources such as energy, placement, and stock-keeping are divided in terms of
departments and each is delivered to cost pools in places of activity. In the second
phase, the sources consumed for products are measured and the sources are loaded
on the products from the related cost pools [4].

The basic difference between ABC and traditional costing is that while traditional
costing assumes that products consume sources during production, ABC assumes
that sources are consumed by activities rather than products and those products
consume the said activities.

Benchmarking: Benchmarking can be defined as the effort to choose an enterprise
with best practice in an activity as target enterprise and improve and advance that
practice.

Quality Costs and Total Quality Management: This application brought forward new
concepts of cost such as prevention and measurement costs, internal failure and
external failure and steps have started to be taken towards flawless production
through continuous improvements.

Theory of Constraints: Theory of constraints envisages that the activities, which
cause bottleneck in value chain or supply chain, should be detected and corrected, or
that, if correction is impossible, the activity profit should be maximized by arranging
the whole system according to this bottleneck. Theory of constraints is defined as a
management approach that focuses on continuous development by means of
managing constraints. Theory of constraints argues that the constraints should be
managed in a way so as to eliminate the constraining effects of constraints on the
performance of an enterprise [5]. Theory of constraints includes best industrial
practices, disciplines and philosophies of management developed for detecting and
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eliminating the factor that has the biggest adverse effect on the performance of a
system in the phase of increasing the performance of the system.

Just-in-Time Production: This approach envisages the continuance of production by
keeping minimum stock in each phase. It requires effective coordination between the
supplier, the producer, and the customer. In this system, production is planned upon
the demand of the customer, the necessary raw material and materials are supplied
without being stocked and delivered to production, and after the production is
completed, the products are delivered to the customer without being stocked [4].

Just in time production system is the elimination of all waste in the process beginning
with the purchasing of the raw material to the delivery of the product to the customer
and thus the minimization of production costs by increasing quality and efficiency.

Target Costing: In this type of costing, cost is determined according to the price of
the product. In other words, this approach is based on the view that the cost should
not be more than what the price would tolerate. If the realized cost is greater than the
targeted cost, the cost is reduced. Unless the cost is reduced, the enterprise will have
to operate with a lower profit margin. The target costing approach is based on cost
reduction and strategic profit planning. In this approach, cost reduction is the
reduction of all costs at the level of high quality, while strategic profit planning is
defined as the formulation of strategic profit plans by integrating marketing
knowledge with engineering and production factors [4].

Product Life Cycle Based Costing: In this cost estimation method, all costs involved
in the process from the product research and development phase to the end of
customer support are taken into consideration. The advocates of this costing method
argue the following points [1]:

32

IJFAES, VSRP Publishing, UK E-ISSN 2977-1498
https://ijfaes.vsrp.co.uk https://doi.org/10.59992/1JFAES.2023.v2n6p2




International Journal of
Financial, Administrative,
and Economic Sciences

(JFAES)
Vol. (2), No. (6)

dallall a glall 4 gl dlaal)
doalaidy) g L..J“‘gb

(6) a1 ¢(2) Hluue I

IJFAES
October 2023

e Non-production costs are viewed to be among the product cost such as research
and development, design, marketing, sales, distribution and customer services. If
the life cycle cost system is deployed, it becomes possible to include these kinds
of costs in the product costs.

e Product development is a long and high cost process. Research and development
and design costs have an important share in the total cost of the product.
Therefore, excluding these costs from the production cost results in incomplete
cost estimation.

Performance Measurement Card (Balanced Scorecard): This is a means whereby the
performance of the manager, department or enterprise is measured via both financial
and non-financial criteria. Performance measurement is performed in four basic
aspects: financial aspect, customer aspect, the aspect of the internal activities of the
enterprise, and the aspect of learning and growth.

Intellectual Capital: In recent years, the added value created by brain drain has been
tried to be measured. Thus, intellectual capital will also be presented in the balance
sheet. However, no result has been obtained regarding this issue. For, it is difficult
to measure the added value contributed to the enterprise by the intelligence and
creativity of a person.

Kaizen Costing and Improved Cost Monitoring Approach: Kazein costing is an
approach used for reducing costs in the production phase and is based on detecting
the target cost and continuous improvement of production costs to reach the target
cost. Another aim of this approach is to monitor cost-saving activities in each phase
of production with the aim of closing the gap between the targeted profit of the
enterprise and the estimated profit. In line with these aims, this approach includes
activities for reducing costs in the production process of the enterprise. In the
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improved cost monitoring approach, valid cost information should be reported first
for management purposes. This approach aims to design a low-cost system with
continuously improved quality features [4].

4- Analyses and Results

In today’s world, since enterprises can achieve simultaneously and successfully the
goals of low cost, high quality, and shorter time, which have a critical role in the
creation of competitive power, the need for certain changes has arisen out in
enterprise management. In this process of change, along with the increase in the
importance of the concept of strategy, strategic cost management (SCM) has come
into the picture [5].

Strategic cost management, which aims at global competition, emphasizes the cost
analyses and estimations in the strategic decisions to be made by the enterprise
management. In this context, SCM focuses on two points: viewing the circumstances
of global competition environment from a broader and long-term perspective in
decisions to be made; and including strategic cost analysis in strategic plans [6].

4.1. The Definition and Aims of Strategic Cost Management

Strategic cost management is defined as the use of cost management techniques for
developing the strategic position of an enterprise that views costs strategically and
reduces the costs. SCM can be explained as a coherent set of cost management
systems used for providing both financial and competitive advantages [7].
Accordingly, strategic cost management can be explained in different ways as an
approach that provides information and guidance concerning issues such as [8]:

e Effective management of costs,
e Acting with respect to the external factors of the enterprise,
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e Cost analysis including competitiveness in line with the strategies of cost
leadership or product differentiation,

e Taking into consideration activities in the estimation of product costs,

e Realizing cost distribution by means of activity measurements on the basis of
activities.

SCM is a method oriented to the planning and control of enterprise activities and
analyses the sellers, buyers, and competitors in the value chain. Moreover, it covers
the strategic position and cost activities of the enterprise as well as the strategic value
chain [9].

The principal aim of SCM is to strengthen the strategic position of an enterprise while
reducing costs. In line with the said objective, SCM differs from the traditional
understanding of cost management that binds and restricts the enterprise.

In this respect, the benefits of SCM for enterprises can be listed as follows [10]. SCM
provides the opportunity for

e cstablishing the structure in the enterprise for understanding the return of the
sources and distributing sources strategically based on the basic activities of
the enterprise,

e defining the strategic plans and cost factors related to cost periods,

e developing the cost management processes of the enterprise by using activity-
based techniques.

According to the SCM approach, enterprises need to analyze cost data with the aim
of providing a competitive advantage if they want to be active in a competition-based
environment [11].
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4-2 The Scope of Strategic Cost Management

The scope of SCM includes the value chain analysis, strategic positioning analysis,
and cost factors analysis that exist in the strategic management literature [12].

4-2-1 Value Chain Analysis

The focus of the value chain is the cost management efforts, the primary issue of
SCM. Within the scope of SCM, effective management of costs requires a
comprehensive analysis of the outer environment of an enterprise. The focus of value
chain analysis is value creation and the aim of this analysis is to consider events from
an external perspective and to divide the value chain into the respective activities
related to factors from suppliers to the end user and analyze those units for providing
the effective management of costs [13].

Value chain analysis is utilized also for reducing costs. The activities performed for
the production of products are analyzed and categorized as activities that add value
and as activities that do not add value. Of the activities that do not add value, the
avoidable ones can be eliminated and thus costs can be reduced [14].

4-2-2 Strategic Positioning Analysis

Strategic positioning, as the second important issue of SCM, is related to the
understanding of the management accounting information. The role of cost analysis
in SCM differs depending on the methods used by enterprises for competition [15].

Competitive advantage can be achieved if an enterprise improves the performance of
its activities that add value in terms of cost effectiveness as compared to its
competitors. In order to understand the differences of potential sources in value chain
and the behavior of costs, interrelated activities should be approached strategically
in the enterprise.
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An enterprise can sustain its competitive advantage as long as it performs the said
activities in a cheaper and better way as compared to its competitors [16]. Strategic
positioning analysis is based on meeting the expectations of customers differently
than the competitors and thus setting a higher price accepted by the user and
obtaining a return over the standards in the sector [17].

4-2-3 Cost Factor Analysis

In SCM, costs are accepted to arise due to different factors that are related to each
other in various ways. In SCM, the cost is a factor that does not much reflect the
richness of its structure [1]. Accordingly, the cost factors in SCM are categorized
under two groups: structural ones and operational ones [13].

Structural cost factors result from the choices made by an enterprise according to its
economic situation. The said choice is determined by the cost situation for a product
group. Structural cost factors do not scale performances. Operational cost factors are
factors that determine the cost situation of an enterprise, and they are based on the
skill to manage and operate an enterprise successfully. Operational cost factors can
be scaled.

5- Conclusion

Under the increasing competitive requirements, contemporary enterprises are
making efforts to increase their profitability ratios with minimum cost. These efforts
compel enterprises to keep costs under control and to use the most accurate and
reliable cost systems.

The rapidly increasing global and technological changes have given rise to the need
of changing enterprise management. The said changes and developments have both
affected the cost systems of enterprises and led to new quests for change in the
existing systems.
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When deprived of the competence in adapting to the rapidly changing market
conditions and in obtaining the cost information of the traditional approaches,
enterprises need modern costing systems that can provide the product and cost
information in a more accurate, quality, and fast manner.
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