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Abstract

This research aims to identify the relationship between the Customer Profitability
Analysis (CPA), as a strategic management accounting technique (SMAT), and firms’
strategic performance measured using the Balanced Scorecard (BSC). In addition, it aims
to explore contingency factors that may influence firms’ application of CPA. To achieve
these two objectives, a survey was conducted in the first quarter of 2024, to collect data
from a sample of 90 Egyptian firms operating in divergent industry sectors. Regression
analysis was used to analyze collected data covering the research main variables; CPA
proxied by three indicators (valuation of customers as an asset, customer profitability
during short term, and customer profitability analysis during future periods), and firms’
strategic performance, in addition to three contingency variables: firm size, strategy, and
type of activity. In light of prior literature addressing the research variables, the research'’s
hypotheses were developed. The first hypothesis addresses the significant positive
relationship between applying CPA and firms’ strategic performance. The second
hypothesis indicates that the application of CPA, as a strategic management accounting
technique, is influenced by a set of contingency variables. Findings showed a significant
relationship between firms’ application of CPA, as a strategic management accounting
technique, and firms’ strategic performance as measured through the balanced scorecard.
Moreover, findings revealed the insignificance of the relationship between any of the
three contingency variables and application of CPA.

Keywords; customer profitability analysis; customer profitability during short term;
valuation of customers as assets; strategic performance; balanced scorecard;
contingency factors.
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1. Introduction

Due to the intense competition and the globalization of business in recent years, it has
become increasingly important for firms to achieve a sustainable competitive
advantage. Companies are continuously searching for ways to improve their overall
performance with the aim of achieving a competitive advantage.

Regarding the role of management accounting techniques, whether in achieving a
sustainable competitive advantage or improving firms’ financial and non-financial
(strategic) performance, Chenhall and Langfield-Smith (1998) classified management
accounting techniques according to their characteristics or outcomes into: traditional
management accounting techniques TMATS such as budgeting, volume based costing
VBC, standard costing, and strategic management accounting techniques SMATS such
as Activity Based Costing ABC, Customer Profitability Analysis CPA, and Balanced
Scorecard BSC. TMATs often deal with the firm’s internal environmental factors,
focusing more on operational aspects or activities than on external environmental
factors. On the other hand, SMATSs deal more with the firm external environmental
factors rather than its internal environmental factors. As part of firm's strategy, these
techniques often provide an integrated control and performance appraisal system for
internal and external activities. Therefore, Strategic management accounting is usually
described as interactive rather than diagnostic.

It is worth mentioning that accounting and management literature that support the idea
that management accounting plays an effective role in supporting and achieving the
firm’s competitive advantage, did not agree on whether the competitive advantage
achieved through management accounting system is a sustainable competitive
advantage or a temporary competitive advantage characterizing a firm only in the
short term (Cagwin & Bouwman, 2002; Crabtree & DeBusk, 2008).
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CPA has become increasingly recognized as a critical tool in enhancing firms'
strategic performance. By analyzing the profitability of individual customers, CPA
enables firms to gain insights into their customer base and tailor their strategies
accordingly (Kaplan & Anderson, 2007). This approach shifts the focus from
traditional mass marketing to a more personalized and targeted approach, allowing
firms to allocate resources more efficiently and effectively.

CPA facilitates the identification of valuable customers who contribute significantly to
the firm's profitability. By comprehending the divergent preferences and needs of
these customers, firms can develop customized products and services, thereby
enhancing customer satisfaction and loyalty (Anderson & Narus, 2004). Additionally,
CPA enables firms to identify and mitigate unprofitable customer relationships, either
by reevaluating pricing strategies or by reallocating resources to more profitable
segments (Kaplan & Norton, 2001b). Moreover, CPA provides valuable insights into
the cost-to-serve different customer segments. By understanding the costs associated
with servicing individual customers, firms can make informed decisions regarding
pricing, distribution channels, and service levels (Cooper & Kaplan, 1991). This
allows firms to optimize their resource allocation and improve overall operational
efficiency. Overall, the implementation of CPA has profound implications for firms'
strategic performance. By focusing on customer profitability, firms can enhance
customer satisfaction, increase operational efficiency, and ultimately improve
financial performance (Kaplan & Cooper, 1998).

There is a reasonable understanding of what constitutes a CPA system, and the
potential benefits it can bring to a company (Martin, 1995; Cooper and Kaplan, 1991;
Johnson and Kaplan, 1987). However, the empirical evidence supporting the claims
made by the advocates of CPA, regarding its effects on behavior and performance, is
limited in scope and is not currently aggregated in a systematic manner. In other
words, there is little clear evidence to suggest that CPA leads to improved strategic
management, compared to a company-wide system implemented relative to products
in the form of a cost management accounting information system. This is due to the
fact that previous studies have not distinguished between traditional product-oriented
ABC and strategic management accounting and customer accounting. CPA is a
difficult construct to test and has often been examined only indirectly through
studying the profitability implications of changes in certain customer cost/profit
centers, which fails to adequately capture the broader concept and implications of
customer profitability accounting information system. This makes it difficult for
decision makers to justify adopting such a technique, and thus has limited the
diffusion of CPA beyond the early adopters in service and high-volume industries
(Cooper and Kaplan, 1997)
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This paper aims to assess the extent to which adopting CPA affects the strategic
performance of a firm, this serves as a preliminary step in the larger research question:
whether implementing cost and management accounting systems relative to
customers, rather than products, leads to improved strategic management, as measured
by the resultant

2. Historical background of research variables

The variables within the research fall into two groups: main variables, and
contingency variables. The main variables are CPA, and firm strategic performance.
The contingency variables are firm size, strategy, and type of activity.

2.1 The main variables

One of the research main variables is CPA, which is rooted in the marketing concept;
Customer Relationship Management CRM which seeks to categorize firm customers
according to their significance; where customer's significance is the extent to which
the customer contributes to the firm's long-term profits (Keramati, Shapuri, 2016).
Based on the CRM concept, accounting literature addressed its implications on the
management accounting system, and hence CPA emerged. Bellis-Jones (1989) is
considered one of the pioneers to address CPA, as he addressed the customer's
profitability in retail stores.

Measuring customer profitability is done by determining the value of each customer's
sales and then deducting all direct costs made by the firm in order to complete
customer sales to get the customer’s contribution margin (Ward, 1992; Kaplan &
Cooper, 1998; Noone & Griffin, 1999; Smith & Dikolli, 1995), this may be followed
the deduction of the customer's share of overhead costs to reach to the customer's net
profit. Guilding and McManus (2002) provided a comprehensive conceptualization of
CPA, which defined it as all accounting practices undertaken by the firm to assess the
profitability/sales/present value of sales for each customer or each customers group
identified in accordance with the results of CRM activities.

CPA can provide a vast amount of information on which marketing and purchasing
strategies can be based and will be able to monitor the success of subsequent
strategies. An example of such a strategy is to attempt to make unprofitable customers
more profitable or to improve the profitability of the best customers. This kind of
strategy can only be monitored with customer profitability data. Furthermore, the
customer profitability data is used to set the price that a customer is charged. With
traditional cost-to-serve accounting, the price is often set at the cost of serving the
customer. This is clearly not optimal because it is unlikely that charging a customer a
price close to cost will generate a large profit and many customers are, in fact,
unprofitable. The aim should be for the customer to bear the costs of resources used
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and the price at which the customer is most profitable is when price equals its
customer cost. This can only be implemented and monitored with customer
profitability data. (Alkhafajia et al., 2020 ; Duci, 2021 ; Sedevich-Fons, 2022; Colak,
2023)

CPA provides detailed information about customers and customer groups’
profitability. While traditionally customer accounting focused on the cost-to-serve,
CPA recognizes that different customers generate different revenues and profits for
the firm and costs are assigned to customers on the basis of the resources they
consume. CPA allocates not only costs directly assigned to customers (e.g. the cost of
serving a customer's order), but also a share of the costs of activities that do not
directly affect the customer but are required to be able to serve the customer (these are
known as customer shared costs) and costs generated by the customers' orders on the
products purchased (these are known as product costs). This provides a complete cost
picture of the customer (Matsuoka, 2020).

Related to the time dimension of CPA, Holm et al. (2016) defined customer
accounting methods as all accounting practices that assess the extent to which each
customer or customer groups contributes to the profitability of the firm, whether it is
related to the past or to the future. Thus, CPA includes two-time dimensions: the
historical dimension of CPA (The Retrospective CPA), which seeks to analyze
customers' profitability from accounting records prepared according to the accounting
accrual basis, which will be referred to, in the research, as customer profitability
during short term. The second dimension is the future dimension based on determined
expectations of the firm’s transactions with a customer or customer groups during the
future and finding the present value of future sales to the customer or customer groups
(Pfeifer et al. 2005), which will be referred to, in the research, as customer
profitability during future period.

The second main variable is firm strategic performance. Historically, the financial and
non-financial performance measurement date back to the 1930s when the Tableau de
Bord (TDB) was presented by French engineers to be applied by French companies
(Bourguignon et al, 2004; Sousi, 2008). By the end of the last century, Kaplan &
Norton (1992, 1996, 2001, 2008, 2011) presented the BSC approach. Since then,
researchers and global institutions have been increasingly interested in the importance
of firms’ strategic performance, as measured by the BSC.

Kaplan & Norton (1992, 1996, 2008) then presented BSC for performance evaluation
through its various generations. It is a technique that connects the firm performance to
the firm strategy through originally four perspectives: the financial, the customer, the
internal business process, and the learning (innovation) and growth aspects.
Applicability of BSC in the hospitality sector was addressed by Sainaghi (2010), as an
approach addressing customer satisfaction, and internal and strategic aspects.
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Since the advent of the BSC in 1992, various uses of this technique emerged, where
each use represents a generation of BSC. With the emergence of the performance
balanced scorecard in 1992, the first generation emerged between 1992 and 1996 and
was used as a performance measurement tool, between 1996 and 2001, the BSC was
used as a strategic management tool, and between 2001 and 2008 the BSC was used as
a strategic control tool. Since 2008, the BSC has been used as a strategic alignment
tool, or as a tool for firms harmonized strategic performance.

The concept of BSC is based on balancing long-term and short-term measures,
financial and non-financial measures, objective (quantitative) and subjective (non-
guantitative) measures, and general and specific measures. All these measures address
the four aspects: financial, customers, internal process and, finally, learning and
growth.

2.2 Contingency variables

Contingency theory plays a significant role in understanding various aspects of
firms management and accounting systems, including CPA. CPA focuses on
tracing revenues and costs to the customer or customer groups level. CPA models
aim to aid resource allocation decision-making by incorporating net profitability,
customer-related costs, and revenues in a single period in the past. On the other
hand, Customer Lifetime Value CLV models estimate profits over future time
periods, providing a forward-looking perspective. The integration of CLV and
CPA models has been explored in studies which highlighted the importance of
linking customer behavioral forecasting with the prediction of service capacity
costs for key accounts (Ryals, 2005). Contingency theory emphasizes that the
effectiveness of CPA models, like CPA and CLV, is determined by various factors
such as firm size, firm strategy, organizational structure, technology, and
environmental uncertainty. These factors influence the adoption and design of
strategic management accounting systems, impacting the applicability and success
of CPA within firms.

According to the Contingency Theory, contingency factors or variables can be
categorized into two types; first type; variables related to the internal environment
characterizing the firm; second type; variables relating to the external environment
surrounding the firm. As a part of this research, contingency variables include firm
size, strategy, and type of activity. Accordingly, it is worth mentioning that the
contingency variables addressed in the research consist only of one type of
contingency variables relating to the characteristics of the firm, without addressing
any contingency variables relating to the external environment surrounding the firm,
such as the economic status, the labor market, laws and regulations governing the firm
operations, such as corporate income tax law, and value-added tax law. Thus,
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excluding external environmental variables from the research model can be considered
as one of the research limitations.

The empirical study of this research will examine how the main and contingency
variables are related, where a set of indicators, identified from literature, will be used
to measure research variables.

3. Literature review and hypotheses development

The accounting literature addressing descriptive/qualitative analysis or quantitative
measurement of customers was initiated by Cooper & Kaplan (1991), where the ABC
approach was used in measuring the profitability of a customer or customer groups.
The study did not analyze customer profitability from a futuristic perspective, since
the main concern was the historical measurement perspective of profitability of a
customer or customer groups. In order to formulate the research hypotheses, this
section of the research addresses prior literature on the strategic performance of firms,
its measurement, and relationship with CPA.

3.1 Strategic performance

Over the past four decades, there have been numerous accounting and management
literature calling for the review of strategic performance measurement systems
(Kaplan & Norton, 1992, 1996, 2008; Shepherd & Gunter, 2006; Baird, 2017). These
studies resulted in the need for the evaluation to move out of the scope of financial
indicators to include non-financial indicators, and eventually resulted in the BSC
emergence that addressed financial and non-financial indicators through four aspects,
and addressed the relationship between inputs and outcomes.

The financial indicators used to assess performance in most of the studies addressing
strategic performance assessment included traditional financial indicators such as,
earnings per share, net cash flows, return on investment and equity, net profit to sales
ratio (Golrizgashti, 2014; Yaghoobi & Haddadi, 2016). Few studies included non-
traditional financial indicators such as, economic value added, and residual income
(Yaghoobi & Haddadi, 2016; Felice et al, 2015). Non-financial indicators under the
BSC came in three aspects: customers, internal business process, learning (innovation)
and growth, and at the begining of the present century a trend emerged in accounting
literature towards the inclusion of new measures for non-financial indicators,
including: intellectual capital and sustainability (Wudhikarn, 2016; Leo n-Soriano et
al, 2010).

The relationship between CPA and the firm's performance has been addressed by a
number of accounting and marketing studies, the results of which are mixed. On one
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hand, a number of studies confirmed the significant relationship between CPA as a
SMAT, and improved firm performance (Baines and Langfield-Smith, 2003; Cadez
and Guilding, 2008). On the other hand, other studies did not conclude the
significance of the relationship between CPA and firm performance. Moreover, these
studies provided negative results of the relationship between CPA and firm
performance (Cadez and Guilding, 2008; Chong and Chong, 1997; Cravens and
Guilding, 2001; Gul and Chia, 1994; Hoque & James, 2000; Mahama, 2006; Mia &
Clarke, 1999; Mia & Chenhall, 1994; O’Connor & Cheung, 2007). Another group of
studies indicated that there was either a significant negative relationship between the
application of the customers accounting and firm performance, or no reflection of
CPA on the firm performance (Agbejule, 2005; Ittner & Larcker, 1998; Perera et al.,
1997; Malmi et al. 2004).

3.2 CPA In literature

The beginnings of accounting and marketing studies in the field of customers
accounting can be traced back to the beginnings of studies on CPA models (Berger &
Nasr, 1998; Dwyer, 1997; Kaplan & Cooper, 1998, Noone & Griffin, 1999; Smith &
Dikolli, 1995). However, accounting studies on customer accounting are few
compared to marketing studies on customers in terms of how to manage customer
relationships, the profitability of these customers, or customers as one of the firm
assets (Customer Equity) (McManus & Guilding, 2008).

Prior studies at the end of the last century and the beginning of the current century
indicate that few accounting studies addressed customers from accounting point of
view, despite the emergence of a number of accounting studies on customers
accounting (McManus, 2013). The beginnings of the accounting studies on customers
included useful comments of a descriptive nature for the concept of CPA and did not
provide any reflection of the practical or empirical application within firms (Foster
and Sjoblom,1996; Foster and Young, 1997; Chenhall, 2008; Luft and Shields, 2003).

The main interest in customers accounting literature was directed to measure the
degree of customer satisfaction and attempting to measure the accounting implications
of customer satisfaction on both the financial and non-financial performance of the
firm. It is worth mentioning that the results of these studies regarding the relationship
between customer satisfaction and the financial performance of the firm were
inconsistent. In the telecommunications sector, Ittner & Larcker's (1998) confirmed a
significant relationship between the degree of customer satisfaction on one hand and
the retention of customers transactions with the business, the revenue generated and
the change in revenue on the other hand. In financial institutions, the relationship was
limited between customer satisfaction and the revenue generated. Banker et al. (2000)
disclosed a set of results on the relationship between customer satisfaction and the
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financial performance of 18 hotel establishments within six-years period starting
1991, the study indicated that there was a significant correlation between non-
financial indicators to measure customer satisfaction and future financial performance,
and that this correlation enclosed additional information that was not reflected in
financial indicators.

Smith & Wright (2004) examined the relationship between the degree of customer
satisfaction, measured by the degree of customer loyalty to the firm's products, and the
firm performance. Results revealed a significant relationship between the degree of
customer loyalty and average product prices, the degree of sales growth, and the rate
of return on the firm’s assets. In this context, Smith & Wright (2004) agreed with the
Ittner & Larcker (1998), Banker et al. (2000) in terms of indicating the determinants
or measuring indicators of customer loyalty, and in the results of statistical analysis
conducted to examine the relationship between customer loyalty and the financial
performance of the firm under study.

A compilation of studies has addressed the merge between the marketing concept of
CRM and customers accounting as a SMAT (Tanima & Bates, 2015; Al-Mawali et al.,
2012; McManus, 2013; Lin, 2002; McManus & Guilding, 2008; Holm et al. 2016;
Helgesen, 2007). Although literature addressed the relationship between CRM and
management accounting, yet as indicated by Bates & Whittington (2009), there is a
lack of management accounting studies addressing the profitability of the firm
customers, the future value of the customers, customers as a firm asset. McManus &
Guilding (2008) also pointed out that empirical studies on CRM have revealed very
limited CPA practices in firms. These results may highlight the importance of this
research work and therefore the importance of studying and paying more attention to
CPA as a SMAT under different contexts.

It should be noted, however, that many aspects of the firm’s relationship with
customers are dealt with in empirical cases in the textbooks, on one hand, some have
analyzed the profitability of a particular group of customers with certain
characteristics (segmented customer profitability) (Cooper & Kaplan, 19991; Hartfeil,
1996). On the other hand, other studies, in practical cases, addressed the present value
obtained by the firm from a customer or customer groups (Foster & Gupta, 1994,
Cooper & Kaplan, 1991), moreover, other studies dealt with determining the relative
weight of customers (Customer Valuation Analysis) with the aim of identifying that
group of customers through whom the firm's target profit is achieved (Foster et al.
1996).

CPA in accounting and marketing literature adopted two perspectives: first; control or
assessment perspective, second, predictive perspective. The control perspective of
CPA depends on studying historical data of customer or customer groups sales with
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the aim of identifying customer or customer groups profitability, and then using this
information to improve future sales of the firm. The predictive perspective of CPA
relied on historical data of customer or customer groups profitability, with the aim of
predicting customer or customer groups profitability in the future. Determining the
profitability of a customer or customer groups for a future period of time, opens a new
venue of accounting and marketing studies related to the possibility of finding the
present value of customer or customer groups profitability, and thus considering this
present value of profitability as a significant intangible asset.

Some accounting and marketing studies have dealt with customers as a firm asset, and
therefore this asset must be managed according to its value and its contributions to
maximizing the firm profitability and value (Gupta & Lehmann, 2005; Hogan et al.,
2002; Srivastava et al., 1998; Berger et al., 2002; Bolton et al., 2004; Holm et al.
2016). The ability of the firm to manage customers as an asset requires that the
allocation of the firm resources should be continuously based on customer's
information in terms of the sales value of a customer, the cost associated with the sales
and hence the profitability of the customer.

The accounting literature dealt with the CPA as a SMAT, thus it studied the
relationship between CPA and firm performance and concluded that there was a
significant positive relationship between CPA and firm financial performance (Kumar
et al., 2008; Kumar and Shah, 2009; Ryals, 2005). However, ths literature did not
address what factors or determinants that create the needed environment for the firm
to apply CPA, thus, identifying the determinants or factors that help to apply CPA is
an added value that the current research provides.

Contingency factors in CPA include perceived environmental uncertainty,
organizational performance, customer retention analysis (CRA), customer equity
analysis (CEA), and lifetime CPA (LCPA). PEU, as a contingency factor, can
moderate the relationship between CPA and firm performance, as well as the
relationship between CRA and firm performance. Additionally, the use of CRA has
the most significant effect on financial performance. These contingency factors
are crucial in understanding the effectiveness of CPA models and their impact on
firm performance (Albalaki, 2018; Al-Mawali & Lam, 2016).

Based on the contradicting results of previous marketing and accounting studies on the
significance and direction of the relationship (positive or negative) between CPA as a
SMAT and firm performance, the author indicates two fundamental facts:

First fact: The differences in accounting and marketing literature whether is
addressing or asserting the relationship between CPA as a SMAT and firm
performance is an indication of the importance of the continuous studying of the
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significance of this relationship, shifting from the search for the correlation between
them to the extent to which there is a causal relationship between CPA and firm
performance.

Second fact: The accounting and marketing literature addressing the relationship
between CPA and firm performance adopted a non-inclusive perspective, whether for
the dependent variable and for the independent variable. For the independent variable,
represented by CPA, few studies addressed the contextual factors or contingencies that
impact firm’s applicability of CPA. Determinants that might drive/hinder the
applicability of CPA were considered by the researcher to indicate the extent to which
contingency factors might influence applicability of CPA.

In terms of the dependent variable represented by the firm strategic performance, it is
also noted that accounting and marketing literature in addressing firm performance,
have mainly considered the short-term performance of the firm, without examining the
relationship between CPA and firm performance over the long-term. Thus, the
researcher can add a dimension in measuring the relationship between CPA as an
independent variable, and firm performance, where the firm performance in this
research reflects the firm strategic performance across the four aspects of the BSC:
financial, customers, internal process, learning (innovation) and growth.

Based on the above discussion, the researcher can formulate the research hypotheses
as follows:

Hoi: There is a significant relationship between CPA as a SMAT and firms’ strategic
performance.

Ho2: Applying CPA as a SMAT is determined by a set of contingency factors.
4. Research method

This section of the research addresses: sample and data collection, variables
measurement, the research model to determine the statistical method for testing the
research hypotheses, data analysis and discussion of results.

4.1 Sample and data collection

The minimum size of the sample in light of the of main and contingency variables
included within the research model (CPA, strategic performance, firm size, type of
activity, firm strategy), is determined to be 50 firms, considering that there are 10
firms for each of the research variables (Roscoe, 1975). A survey was distributed in
the first quarter of 2024 to 200 business firms representing the sample, where 94 were
received (47% response rate), from which 4 were excluded for invalidity as a result of
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incomplete responses, and thus 90 were relied upon (45% usability rate) for statistical
analysis.

The survey has been divided into four sections: Section | includes some demographic
data on respondents as well as some data associated with the surveyed firm. Section Il
includes indicators for the set of contingency variables of the research model. Section
Il includes indicators measuring CPA representing the independent variable of the
research model. Section 1V includes indicators of the strategic performance
representing the dependent variable of the research model.

4.2 Variables measurement

To measure each of the main variables of the study, the ordinal scale is used. Each
variable is represented by a set of indicators, and each indicator is measured by a set
of statements in the survey, and its degree of application by firms is determined
according to 5-point Likert Scale, where (1) to express non-use at all, and (5) to
express efficient and effective use of the indicator. The quantification and descriptive
measurement are used to measure contingency variables; where firm size was
measured quantitively, and the descriptive measurement of both the type of activity
and firm strategy was relied upon.

Each variable's indicators were selected and tested both in terms of content validity
and reliability. In terms of content validity, a pilot study of the survey was prepared
and distributed to a group of staff members from several faculties of commerce
including accounting and marketing professors, as well as some corporate chairmen
and board members. The survey questions were adjusted in the light of the survey
participants’ comments. In terms of reliability, Cronbach's Alpha coefficient was
relied on to assess reliability and internal consistency of the survey.

4.2.1 Measurement of main variables

Firm strategic performance and CPA represent the main variables underlying the first
hypothesis. For the purposes of statistically testing the hypotheses, it is necessary to
quantify these two variables. This part of the research shows the indicators through
which these two variables are measured.

Strategic performance

The firm strategic performance was measured by the BSC. In this regard, it should be
noted that although there are different uses or generations of BSC, its use within the
current research is merely as a tool for measuring strategic performance and not as a
tool for strategic management, strategic control, or for achieving strategic alignment.
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Table (1) presents the BSC indicators used to measure the strategic performance of the
firm across its four aspects.

Table (1): BSC aspects used to measure firms’ strategic performance

First indicator: Financial aspect
Realized net income before interest and taxes is consistent with that planned
The return on the investment actually achieved is consistent with that planned
The return on equity actually achieved is consistent with that planned
Sales growth rate already achieved is consistent with that planned
Working capital represents a positive value over the last three years
Planned/standard cost realization rate proceeds as planned
As a result of rationalization of expenditure, total costs tend to decrease without compromising
quality
Second indicator: Customers aspect
Customer satisfaction rate
Firm rate of providing new services/products
Customer satisfaction about customers complaints section/department
The ability to attract new customers
The ability to retain existing customers
The market share is very acceptable for top management

Third indicator: Internal Business process aspect

The ability to innovate new processes in product design and development

The ability to innovate marketing, selling and after-sales service

High level of employee satisfaction with the firm

Low workforce turnover rate

Workers’ productivity is classified as high productivity

The production process is simple and smooth

The production process characterized by the absence of bottlenecks
Fourth indicator: Learning and Growth aspect

The rate of technological development is in a continuous rise.

The firm response rate to technological developments is very high

Costs allocated to R&D activities are offset with very useful innovations

There is a very efficient R&D unit, or department in the firm.

There is enough budget for training programmes

Training programmes encompass all of the firm’s activities

The production time of the product decreases by passage of time

The delivery time of the product decreases by passage of time

There is a strong improvement in performance as a result of training programmes

CPA

CPA was measured by three indicators: indicator I; valuation of customers as a firm
asset, indicator Il; customer profitability during short term, third indicator; and
customer profitability analysis during future periods. To measure each of the three
indicators, a set of proxies were relied upon.

Measuring indicators of CPA were drawn from prior studies addressing customer
accounting (Mulhern (1999); Kaplan & Narayanan (2001); Guilding & McManus

(PRINT) ISSN :1110-225X https://jso.journals.ekb.eg

14




Journal of Management Research Sadat Academy for Management Sciences
Vol. 42, No. 3, Jul. 2024 Consultancy, Research and Development Center

(2002); Gupta & Lehmann (2003); Pfeifer et al. (2005)). Table (2) shows the set of
proxies used to represent each of the three indicators used to measure CPA.

Table (2): indicators used to measure CPA

First indicator: Valuation of customers as a firm asset
Expected cash flows from a customer
Expected cash flows from each customer group
Customers 's expected cash flow sensitivity analysis
Sensitivity analysis of the of cash flows expected from each customer group
Second indicator: Customer profitability during short term
Customer profitability against other customers' profitability
Analysis of customers by extent of their contribution to the firm profits
Customer analysis/classification by customer's level of importance
Extent to which each customer's direct cost and overhead costs is determined
Allocating overhead costs to customer or customer groups
Third indicator: Customer profitability analysis during future periods
Expected revenue received by the firm from its customers
The expected direct cost to serve firm’s customers
Expected profits received by the firm from its customers
Future behaviour of the firm's customers
Expected future time period for the firm's engagement with the customer
The total expected cost to serve firm’s customers

4.2.2 Measurement of contingency variables (determinants of CPA)

Determinants of CPA were identified by three variables: firm size, firm strategy, and
type of activity.

Firm size

Firm size can be measured by the number of employees, the value of sales, and the
size of firm assets. Although many measures are used to reflect the size of the firm, it
should be noted that accounting studies didn’t agree on a standard or basis according
to which the firm is to be classified as large, medium or small. The indictor relied
upon to measure the firm size in this research was the size of the firm’s assets. The
researcher classified the size of the assets invested in a firm into large, medium and
small, based on the firm type of activity. In other words, it was assumed that firms
engaging in production activity belonging to heavy industries represented a large
enterprise. The size of these assets has therefore been viewed as a standard or measure
of large-sized firms. Therefore, firms with assets of more than LE. 500 million are
considered as large-sized firms, and those with assets of more than LE. 100 million
and less than 500 million, as medium-sized firms. Firms with less than LE 100 million
in assets serve as small-sized firms.
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Firm Strategy

Many management studies addressed the firms’ competitive strategy, and the different
classifications of strategies followed by firms. Porter (1985) strategies classification is
one of the most acceptable and widespread classifications where a firm can follow any
of the following three strategies: cost leadership strategy, differentiation strategy, and
focus strategy. In other classification of the competitive strategy that the firm can
pursue four types of strategy- the strategy of introduction and growth, the strategy of
maintaining market share, the strategy of harvesting market share, and the strategy of
withdrawal - were identified by the Boston Consulting Group (BCG) as part of their
Growth-Share Matrix framework. The Growth-Share Matrix was developed by the
Boston Consulting Group in the 1970s as a tool to help firms analyze their product
portfolio and determine the appropriate strategy for each product or business unit
(Catana et al., 2022). As a part of the practical study of this research, and for the
purpose of determining which competitive strategy could be a determinant to the firm
application of CPA as a SMAT, Porter (1985) classification was used, as it is the most
widespread and acceptable in practice, as well as for its measurability within the
studied sample.

Type of activity

According to Egyptian stock exchange data, listed companies are classified to 17 industry
sectors. These sectors were: banks, basic resources, chemicals, building and construction,
financial services (other than banks), food and beverages, health care and medicines,
automobile services and products, gas and petroleum, household and personal products, real
estate, distributors and retail, media, technology, communications, tourism and leisure,
utilities. Within the research framework, the firms from which data was collected, had
been classified into six types of activities: construction, chemicals, banks and financial
services, food and beverages, health care and medicines, household and personal
products, tourism and recreation.

4.3 Research model

Figure (1) summarizes relationship between the research main and contingency
variables. It shows two types of relationships between the variables included in the
research model, and each type represents one of the research hypotheses. Type I; The
relationship between CPA as a SMAT and the firm’s strategic performance. Type II;
The relationship between contingency variables and CPA.

(PRINT) ISSN :1110-225X https://jso.journals.ekb.eg

16




Journal of Management Research Sadat Academy for Management Sciences
Vol. 42, No. 3, Jul. 2024 Consultancy, Research and Development Center

Contingency | H2 | Customer Profitability | Hi Strategic
Variables Analysis Performance

Figure (1): Research model

The researcher points out that the research model can be represented by two equations.
The first equation refers to the relationship between CPA as the independent variable,
and firm strategic performance as the dependent variable. Thus, equation No. (1) tests
the first hypothesis of the research related to the relationship between CPA as a
SMAT and the firm strategic performance, in the presence of contingency variables.

Yesc = Bo + BiXcea + BoXsee + BaXswaeyy + BaXawiy + € .. Equation (1)

Where: Ygsc: Firm strategic performance and measurement based on balanced scorecard, Xcea:
Customer Profitability Analysis, Xsize: Firm size, Xswaegy: The firm's competitive strategy, Xacivity:
Type of activity of the firm, Bi: Regression equation coefficients, e;: random error.

The second equation refers to the relationship between contingency variables; as a set
of independent variables, and CPA, as dependent variable of this relationship. Thus,
equation No. (2) tests the second hypothesis of the research related to the relationship
between contingency variables as determinants of CPA and its applicability as SMAT.

Xeea = Bo + BiXsze  + BoXotrategy  + BaXaawity t o€ ... Equation (2)

Where: Xcea: Customer Profitability Analysis, Xsize: Firm size, Xsraegy: The firm's competitive
strategy, Xacivity: Type of activity of the firm, B;. Regression equation coefficients, e,.random error.

5. Analysis of data and discussion

Data was initially tested for reliability and consistency, then analyzed descriptively,
and statistically to determine the appropriateness of the model using the Analysis of
Variance, and Correlation coefficients to determine the significance of the relation
between variables, causal or not. Finally multiple regression analysis is used to test
and analyze the research hypotheses.

5.1 Descriptive Analysis

Descriptive analysis indicates some data through which the sample can be described.
On one hand, frequency analysis indicates that 16.7%, 37.7%, and 45.6% of the
responses of the sample were done through the firm’s chief executive officer, the
members of the firm board of directors, and the firm top management respectively. On
the other hand, the descriptive analysis of contingency variables included in the
research model; firm size, firm strategy, and type of activity, indicates that concerning
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firm size, 20% of firms included within the sample had a total asset more than LE. 500
million, 22.2% of firms had total assets over LE.100 million and less than LE. 500
million, and finally, 57.8% of firms had total assets of less than LE.100 million.
Regarding the firm strategy, 54.4% of firms adopt cost leadership strategy, 21.2%
adopt differential strategy, and finally 24.4% of firms adopt a focus strategy.

In relation to firm’ type of activity, data analysis revealed that 14.4% of the firms
belongs to the construction and chemicals sector, 5.6% belongs to the financial sector,
31.1% belongs to the food and beverage sector, 21.1% belongs to the healthcare
sector, 22.2% belongs to the household products sector, and 5.6% belongs to the
tourism sector.

5.2 Reliability and consistency tests

Prior to conducting any statistical analysis to identify the impact of either CPA on
firm strategic performance or that of contingency variables on CPA application in
firms, Cronbach's Alpha coefficient was relied on to assess reliability and internal
consistency of the indicators included in the survey representing the research variable.
The coefficient was determined to be (0,923). Since the coefficient is greater than
(0,900), this indicates that the survey questions are highly consistent and reliable (Hair
et al., 2007).

Testing the reliability of the model relevant to the first hypothesis which explores the
influence of CPA on firm strategic performance in the presence of contingency
variables, table (3) represents the model fitness summary, where adjusted R? of 0.375
indicates that almost 40% of the variation in firm strategic performance can be
explained by CPA. Therefore, the dependent variable is moderately explained by the
independent variable.

Table (3): Explanatory level of the first hypothesis model

R R? Adjusted R? | St. Error of the Estimate | Durbin-Watson
0.635 0.404 0.375 0.44316 1.512

-Predictors: (Constant), CPA, Firm size, Firm strategy, Type of activity
-Dependent Variable: Firm strategic performance

Testing the reliability of the model relevant to the second hypothesis which explores
the impact of contingency variables on CPA application, table (4) represents the
model fitness summary, where adjusted R? of -0.026 indicates that the model is
unpredictive. In other words, the application of CPA in firms is not justified or
determined by either the firm size, or strategy, or type of activity.
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Table (4): Explanatory level of the second hypothesis model

R R? Adjusted R? | St. Error of the Estimate | Durbin-Watson
0.092 0.009 -0.026 0.67657 1.181

-Predictors: (Constant) Firm size, Firm strategy, Type of activity
-Dependent Variable: CPA

5.3 Pearson Correlation

Pearson Correlation matrix in table (5) is used to investigate multicollinearity
between independent variables. Multicollinearity is detected if the correlation
coefficient exceeds 0.7 between independent variables (Anh et al., 2018). According
to the correlation matrix given in table (6); correlation coefficients between research
variables with each other are less than 0.7 Although, there is a positive significant
relationship between CPA and firm strategic performance, yet an insignificant
relationship exists between all three contingency variables and CPA. For further
investigation of the relationships across research variables, regression analysis is used
to explore the significance/insignificance and direction whether positive or negative
between research variables.

Table (5): Correlation Matrix

cg & S% « O
Variables = N £ 8.2 o D
L = SN O m
1) — ©
. . Pearson Correlation 1
Firm Size ) .
Sig. (2-tailed)
Strategy Pearson Correlation -.130 1
Sig. (2-tailed) 222
H **
Type of Activity Pgarson (?orrelatlon .303 .018 1
Sig. (2-tailed) .004 .868
CPA Pearson Correlation .072 -.051 .057 1
Sig. (2-tailed) 497 .634 .596
BSC Pearson Correlation .041 =172 115 .612** 1
Sig. (2-tailed) 701 104 279 .000

** Correlation is significant at the 0.01 level (2-tailed).

5.4 Analysis of Variance

As shown in Table (6), Analysis Of Variance (ANOVA) results indicates that the
independent variables (CPA, firm size, strategy, type of activity) are correlated with
the dependent variables (firm strategic performance) with a 99% confidence level and
sig = 0.000 (Sig. < 0.01). This statistical result revealed that there is strong, positive,
and significant relationship between CPA and firm strategic performance in the
presence of contingency variables, where the probability value of the regression
equation is less than the significance level accepted in this research (5%).
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Table (6): Analysis of Variance- ANOVA

Sum of Mean .
Squares df Square F Sig.
Regression 11.292 4 2.283 14.375 .000
Residual 16.693 85 196
Total 27.986 89

-Dependent Variable: Firm Strategic Performance
-Predictors: (Constant), CAP, Firm size, Firm strategy, Type of activity

5.5 Regression Analysis

Regarding the relationship between CPA and the firm strategic performance measured
by the BSC with its four aspects: Financial, Customers, Internal business process, and
Learning and Growth, results in table No. (7) indicate the significance of the
relationship between CPA as SMAT and the firm’s overall strategic performance,
where the probability value of the relationship was (0.000), which is less than the
significance value accepted under this research (0.05), which statistically means
accepting the first hypothesis indicating the significant relationship between CPA and
the firm strategic performance. This result agrees with studies that revealed positive
relationship between CPA and firm performance measured by financial indicators
(Baines and Langfield-Smith, 2003; Ryals, 2005; Kumar et al., 2008; Kumar and
Shah, 2009; Cadez and Guilding, 2008).

Table (7): Analysis of the Relationship between CPA and firm strategic Performance

Model Unstandardized Coefficients Sctzzgf?gilrz\f: t Sig.

B Std. Error Beta
(Constant) 1.804 273 6.607 .000
CPA .513 .071 .612 7.252 .000

Testing the relationship between each component of CPA, and each aspect of the
firm’s strategic performance can provide a range of results that may benefit
management in improving the overall performance of the firm. First, statistical
analysis of data related to the relationship between financial performance aspect of
BSC, as a dependent variable, in its relationship with the three components of CPA
individually; customers as an asset, customer profitability during short term, customer
profitability analysis during future periods, indicates the insignificance of the
relationship with customer as an asset and customer profitability during short term,
where their probability value relevant to financial aspect are: (0,097), (0,523)
respectively. However, there is a significant relationship between financial aspect of
BSC and customer profitability during future periods, where the probability value is
(0,000) which means that management should focus on analyzing long-time analysis
of customers cashflow and profitability to improve firms’ financial performance.
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Table (8) shows the results of statistical analysis between the components of CPA and
the firm’s financial performance.

Table (8): Analysis of the Relationship between the Components of CPA and firm Financial

Performance
Model Ur::ss:?f?j;;(:‘fsed Standardized Coefficients ¢ Sig.
B Std. Error Beta
(Constant) 1.014 .295 3.432 .001
Assets 172 .103 .190 1.680 .097
Profitability .065 101 .070 .642 .523
Future cash Flow 487 .098 .535 4,995 .000

Second, statistical analysis of data related to the relationship between customer aspect
of BSC, as a dependent variable, in its relationship with the three components of CPA
individually; customer as an asset, customer profitability during short term, customer
profitability during future periods, indicates the insignificance of the relationship with
customer as an asset and customer profitability during short term, where their
probability value relevant to customers aspect are: (0,051), (0,548) respectively.
However, there is a significant relationship between customer aspect of BSC and
customer profitability during future periods, where the probability value is (0,009),
which means that management should focus on upgrading customers loyalty and long-
term engagement to improve customers satisfaction. Table (9) shows the results of
statistical analysis between the components of CPA and the customers aspect of BSC.

Table No. (9): Analysis of the Relationship between CPA and Customer aspect

Unstandardized Standardized
Model Coefficients Coefficients t Sig.
B Std. Error Beta
(Constant) 1.776 .386 4.601 | .000
Assets .265 134 278 1.980 | .051
Profitability -.080 132 -.081 -.604 | .548
Future cash Flow | .339 127 .355 2.661 | .009

Third, statistical analysis of data related to the relationship between internal business
process aspect of BSC, as a dependent variable, in its relationship with the three
components of CPA individually; customer as an asset, customer profitability during
short term, customer profitability during future periods, indicates the insignificance of
the relationship with customer profitability during future periods and customer
profitability during short term, where their probability value relevant to customers
aspect are: (0,591), (0,410) respectively. However, there is a significant relationship
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between CPA and customer as an asset, where the probability value is (0,001), which
means that management should focus on treating customers as firm assets to improve
firm internal business process and maximize its value. Table (10) shows the results of
statistical analysis between the components of CPA and the internal process aspect of

BSC.
Table (10): Analysis of the Relationship between CPA and Internal process aspect

Model Uncs(;c:?f?g;:f:d Standardized Coefficients ¢ Sig.

B Std. Error Beta
(Constant) 2.443 .268 9.122 .000
Assets 314 .093 480 3.380 .001
Profitability -.049 .092 -.073 -.539 .591
Future cash Flow .073 .088 111 .828 410

Finally, statistical analysis of data related to the relationship between learning and
growth aspect of BSC, as a dependent variable, in its relationship with the three
components of CPA individually; customer as an asset, customer profitability during
short term, customer profitability during future periods, indicates the insignificance of
the relationship with customer profitability during short term, where its probability
value relevant to learning and growth aspect is: (0,331). However, there is a
significant relationship between learning and growth aspect of BSC and customer as
an asset and customer profitability during future periods, where the probability value
are (0,016), (0.017) respectively, which means that management should focus on both
treating customers as firm assets and also focusing on customer profitability during
future periods to improve firm learning and growth aspects. Table (11) shows the
results of statistical analysis between the components of CPA and the learning and
growth aspect of BSC.

Table (11): Analysis of the Relationship between CPA and learning and Growth Aspect

Model Ugsggpf?sirsr:f:d Standardized Coefficients ¢ Sig.

B Std. Error Beta
(Constant) 1.959 .332 5.902 .000
Assets .282 115 344 2.446 .016
Profitability -111 114 -.132 -.977 331
Future cash Flow .266 110 324 2.425 .017

In summary, the previous analysis indicates the significance of the relationship
between CPA components and the firm’s strategic performance, although there is a
discrepancy in the level of significance of relationship between the components of
each of these variables. The most component of CPA that didn’t relate to any of the
four BSC aspects, is customer profitability during short term. This refers to the fact
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that customer profitability during short term depends on short term measurement of
profitability of customers while the BSC concept is oriented to future long-term
assessment of firms’ strategic performance. This result implies accepting the first
hypothesis assuming that there is a significant and positive relationship between CPA
application and strategic firm performance.

In connection with the identification of the set of contingency variables that represent
the determinants of the firm's application of CPA, the researcher made two levels of
analysis; first the testing of the significance of the relationship between the three
contingency variables and CPA. Second, the testing of the significance of the
relationship between the three contingency variables and each component of CPA
individually.

Table (12) shows the relationship between the contingency variables identified in the
research as; the firm size, strategy, and the type of activity, and CPA variable in
general encompassing its three components: customers as an asset, customer
profitability during short term, customer profitability analysis during future periods.
Table (12) indicates the insignificance of the relationship between the set of
contingency variables and CPA, where their probability value relevant to CPA are:
(0,635), (0,682), and (0,718) respectively. This indicates that the set of contingency
variables proposed under this research work are not determinants of the application of
the CPA within firms. This result indicates rejecting the second hypothesis assuming
that contingency variables are determinants of CPA application.

Table (12): Relationship between CPA and the contingency variables

Model Unstandardized Coefficients Standardized Coefficients ¢ Sig.

B Std. Error Beta
(Constant) 3.685 .303 12.154 | .000
Total Assets .045 .095 .054 AT7 .635
Strategy -.035 .086 -.045 -411 | .682
Type of Activity .019 .053 .041 .363 718

For the combination of factors determining the firm application of the first component
of CPA,; valuation of customers as an asset of the firm, the results of the analysis
showed the insignificance of the relationship between any of the three contingency
variables and valuation of customers as an asset of the firm, where the significance of
this relationship are (0,185), (0,796) and (0,637) respectively, where values greater
than the significance value accepted under this research by (0.05).

For the combination of factors determining the firm’s application of the second
component of CPA; customer profitability during short term, the results of the
analysis showed the insignificance of the relationship between any of the three
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contingency variables and customer profitability during short term, where the
significance of this relationship are (0,306), (0,720) and (0,341) respectively.

Finally, in connection with the determinants of the firm's application of the third
component of CPA; customer profitability analysis during future periods, the results
of the analysis showed the insignificance of the relationship between any of the three
contingency variables and customer profitability analysis during future periods, where
the significance of this relationship are (0,285), (0,631) and (0,156) respectively.

These results don’t agree with many studies in literature which favored contingency
theory as an approach to management accounting research, and that there is no one
management accounting and control system that fits all types of industry sectors or
one that match all contexts of application (Gupta & Lehmann, 2005; Heiens &
Pleshko, 2011; Holm, 2012; Nguyen et al., 2023).

6. Conclusion

CPA is a relatively recent topic in the field of strategic management accounting,
although many marketing studies deal with the concept of customer relationship
management. The research idea is to strengthen the relationship between management
accounting and marketing research. This research aims to identify the relationship
between CPA, as SMAT, and the strategic performance of the business firms
measured through the BSC. CPA components in the research include: customers as an
asset of the firm, accounting for the customer's profitability over the past periods or
analysis of the profitability, and finally accounting for the customer's profitability over
future periods. The strategic performance is measured by BSC through its four
aspects: financial, customer, internal process, learning and growth.

To test the significance of the relationship between CPA and the firm's strategic
performance, the researcher used a survey filled up by respondents from 90 firms
representing several industry sectors. Overall, the results of the statistical analysis
indicated a significant relationship between the application of CPA and firm strategic
performance, despite the different levels of significance of relationship between the
three components of CPA and the four components BSC. With respect to contingency
variables that can influence the application of CPA, which was confined to internal
environmental factors (size, strategy, and type of activity), the results indicated the
insignificance of the relationship between these three contingency variables and CPA.

The unexpected results regarding the determinant factors of CPA application imposes
the need for further academic research to study what determinants help or hinder the
firm to apply CPA as long as there is a significant relationship between the application
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of CPA and the firm's strategic performance, and thus the application of CPA would
improve the firm’s performance, as measured by financial and nonfinancial indicators.
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