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Abstract: Quality management consists of coordinated activities to manage the firm with regard
to fulfilling its stakeholders with different requirements. This article focuses on understanding the
guantification and dynamics of the financial performance,which is the main interest of the firm’s
owners and management as a basis for the business continuity. The quantitative financial
information is needed internally for supporting managerial decision-making and externally for
serving the needs of the various stakeholder groups. This article considers how the firm’s
financial performance is generated in its global operations.Through splitting these operations
into business processes,we are able to consider both quality and financial performance,and their
interrelated risks together in an effective and consistent way. For this, we use TDABC
methodology and present a case study in the bicycle industry.
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1. Introduction

In this article, we consider the management of the organizations by focusing our approach in questioning
how the firms® financial performance can be enhanced as an element of the corporate-wide quality
management in global operations. Our article builds on the authors’ extensive business and quality
experience as Senior Manager, Board Member and Advisor of various business organizations, combined
with the multidisciplinary action based case study research we have carried out together during the last
five years. Hence, our consideration builds on our findings from practical business cases and confirms the
practical utility of this research.

In the organizational context, management consists of coordinated activities to direct and control a firm
(1S0O, 2015), comprehensively as an entirety, as a system. Prerequisites for good management are clear
management principles (Anttila and Jussila, 2011), effective managing tools, and efficient managing
infrastructure (Senge, 1995).Today, it is generally understood that quality management is not any distinct
management discipline, but it is seamlessly integrated with all actions in business management. In fact,
we say that quality management equals the quality of management (ISO, 2015). Quality management is
based on recognized principles (Anttila and Jussila, 2011), and practical managerial infrastructure and
tools (Senge, 1995). Management principles are fundamental truths or propositions that serve practical
management actions as the foundation for a system of belief or behavior or for a chain of reasoning.
Managerial tools include means, methodologies and even theories to be used for organizational
management. Many of these means have been particularly recognized as professional quality tools. In
addition, Juran considers in his classical Trilogy Model (Juran, 1988) that quality management and
financial management are analogous subjects.



Well-known quality management principles of the 1SO 9000 standards (ISO, 2015) have direct links to
quality management. They consist of eight principles, of which the seventh principle, “Factual approach
to decision making”, is closely related to business facts and measurements. Performance excellence
models (quality awards criteria) also include good management principles that emphasize the importance
of business facts and information in management. The American Malcolm Baldrige Model (NIST,
2010a), for instance, defines eleven core values and concepts for excellent management. One of those,
“Management by fact”, is very relevant to our topic, and the financial results is an important assessment
item. In all situations, this factual management principle has significant links with all other management
principles.

Holistically, organizational performanceconsists of four categories of performance (NIST, 2010b): (1)
product, (2) customer-focused, (3) financial and marketplace,and (4) operational. The managerial control
refers to performance evaluations (measurements) and actions based on their results. This equals the most
well-known general model, PDCA (ISO, 2015)that describes four consecutive management activities:

P: Planning activities what should be done and what results should be achieved

D: Getting the obligations done according to the plans (P)

C: Checking what was done (D) and what results achieved

A: Acting rationally taking into account the observations and results of the checking (C).

The PDCA model should be applied in three different scopes (the triple PDCA )(Anttila and Jussila,
2011), linking strategic and operative management under the same kind of management procedure:
e Control: Daily operations are managed through operational processes so that the planned results
are achieved. Observed non-conformities are rectified in connection with control.
e Prevention and operational improvements: This especially means solving acute problems,
preventing non-conformity.
e Breakthrough improvements: This includes innovating and implementing strategically significant
changes in the way the organization operates.

The first two items are fact-based rational actions, whereas the third one is related to creativity and
innovations. The quality profession has developed many methodologies and proved managerial tools to
analyze the results of the evaluation and risk management, and to carry out performance improvement
actions, which also includes the financial focus of this article.

In our thinking, when we talk about quality, we approach the concept of quality by following the
definitions approved by the International Standardization Organization. Concerning quality management,
we follow the 1SO 9000 definition of Quality Management that states that it consists of coordinated
activities to direct and control the firm with regard to quality, i.e. fulfilling the needs and expectations
of all of the stakeholders(ISO, 2015). Hence, the concept of quality is a perception, closely related to the
psyche of each individual stakeholder. Essentially, from the firm’s point of view the perceived guality can
be interpreted as the multi-dimensional quantity, indicating how well the needs and expectations are
fulfilled among each of the different interested stakeholders.

Although the financial performance is a basis for the firm’s overall business continuity, in the recent years
the firms’ short-term pursuit of maximizing shareholder value and profit have reached a disproportionate
value over other business performance dimensions and the firm’s long-term strategic perspectives,and its
long-term interaction with its stakeholders.However, in today's severe global business environment, the
firm’s financial performance is constantly at stake and it had to be continually followed from all of its
dimensions.



In this article, we follow the concept and practice of Time-Driven Activity-Based-Costing (TDABC)
(Kaplan and Anderson, 2004).This methodology is utilized for understanding the quantification and
dynamics of the firm’s financial performance. TDABC studies have shown that at a minimum 20-40% of
the firm’s customers and products are unprofitable, but the challenge is to know which ones. This result
fits well with our long-time experience in this topic. Hence, understanding the firm’s financial
performance, and its relationship with the firm’s profitability are tough but rewarding tasks when trying to
enhance financial value in today’s fierce competition. Related to this, we present some results of a
particular case study research, showing how the external and internal analyses can be utilized in
identifying strategic opportunities available for the firm.

Considering the scope of our article, the TDABC approach is relevant because also all of the indirect
costs, including those related to the quality and other performance improvement activities, are allocated to
processes and finally further to products and customers, hence indicating the financial impact of these
activities on the firm’s financial performance.

2. Insight into operations in global business environment

During the last decades, the rapid growth of the world economy had been driven by the even faster rise in
international trade, which in turn was the result of both technological developments and concerted
political efforts to reduce trade barriers (IMF Staff, 2001).Thirty five years ago, in the turn
0f1970s/1980s, it was widely believed that international trade, free from restrictions, tends to maximize
the value of income in a world in which factors of production cannot move across the independent nation-
states (Grubel, 1981). The liberalization of the world trade was supposed to decrease the gap in the
standards of living between the industrial world and the developing countries.Thereafter, this
liberalization process, together with innovations in information technology and logistics solutions, has
caused dramatic changes in the world trade, where a major part of production moved to developing
countries, making this process financially reasonable also for the developing countries (Ferreira,
2009'Gylling et al., 2015, Jussila et al., 2014, Jussila et al., 2012).

Hence, globalization has radically changed the operational environment where the firms operate, and how
firms organize the management of the related activities, i.e. manufacturing, sourcing, logistics and
management of external resources, into their operations networks.Making decisions related to operations
networkis a complex remit and the multitude of topics to be considered may be overwhelming. The firms'
operations networks have to be managed within dynamic, interacting and interrelated business ecosystems
(Stacey, 2001), which consist of independent members who have their own interests and are operating in
different locations in varied financial, social, political, juridical and technological environments.
Especially issues related to sustainability, which has its environmental, economic, and socio-ethical
dimensions, are becoming fundamental for the long-time well-being of each firm and each society, and
the globe at large.

3. UtilizingTime-Driven Activity-Based-Costing (TDABC) in enhancing the firm’s
financial performance

Financial and market position are important characteristics of the firms’ performance. The firm’s internal
accounting supports decision-making by delivering relevant information to the management. The external
accounting produces the legal bookkeeping, which gives a snapshot of the firm as a juridical financial
entity. Financial indicators, calculated from the profit and loss statement, balance sheet and cash
flow,serve the needs for the quantitative financial information of various interested parties (stakeholder
groups) of the firm, and especially those of the corporate management and the owners.In this exercise,



TDABC can be utilized as a link between the external and internal accounting, and between the financial
and process management.

Relevant cost information is naturally a prerequisite for understanding a business operations’ profitability.
The quantification of the operations networks’ financial performance has proved in many cases difficult,
especially when it covers the whole supply chain from end-to-end. We claim that the profit improvement
potential within the supply chain and at the corporate level can only be known by a bottom-up analysis in
which the calculation for financial performance is done per product, per manufacturing operation and per
customer. In order to be able to do this, we have to be able to allocate these costs into specific projects
and further to activities.

Anderson, the co-inventor of the concept of the Time-Driven Activity Based Costing (TDABC) (Kaplan
and Anderson, 2004), claims that“there always are customers that are unprofitable, but the challenge is to
know which ones” (Anderson, 2004; Anderson, 2011). The same challenge also relates to product
profitability; “within the firm’s portfolio there normally are products which are very profitable but also
ones which are making losses”.“Although most firms try to understand their financial performance
through profitability and cost analyses, they unfortunately are not often very accurate nor integrated in the
firm’s financial management and control systems. Hence, they are not holistically used for the purpose of
improving the firm’s profitability at the corporate level” (Anderson 2008).

The traditional ABC accounting has been widely implemented in many types of business organizations.
However, the real applicability of these ABC tools has been largely criticized by business managers and
other practitioners (Everaert et al., 2008) since it has often proved difficult to describe the firm’s actual
processes financially without adding more and more nuanced new activities in the model, thereby
increasing the complexity of the model. The Business practitioners have even criticized the relevance of
the ABC methodology(lbid.) since the reliability of the information concerning activities included in a
traditional ABC model is dependent on the data, which for the most part is based on interviews and
surveys, being hence sensitive to the behavior of the interviewed employees.

In 2004, to overcome these practical difficulties related to the usability of ABC, Kaplan and Anderson
(Kaplan and Anderson, 2004; 2007) developed TDABC as a revised version of an ABC analysis. When
creating the TDABC methodology, they designed the concept of “time equations”, which is used to model
time drivers to describe how time is spent on a particular activity.In TDABC the organization’s resource
expenses are allocated to support and operating departments.

The difference of the cost allocation between the TDABC Model and the traditional ABC Model is the
following: In TDABC, the activity costs are allocated further to products (and customers) by applying
time equations that take into account the main cost drivers related to each activity. In the traditional ABC,
the allocation is based for the most part on work estimations collected from interviews and surveys. In
TDABC, the cost estimates are based on direct observations of processing times of different activities in
the organization, not on the subjective estimates where and how people and other resources spend their
time.

4. Case studyof utilizing TDABC in global business environment

We illustrate our approach to the topics of this paper by presenting an action-based case study research in
a Finnish SME bicycle manufacturer, Helkama Velox,serving primarily its home country markets. (This
articlepartly builds on certain earlier studies, see e.g. Journal article(Gylling et al., 2015), Book Chapter
(Jussila et al., 2014)and Globalization workbook (Jussila et al, 2012)).



Helkama Velox has its own factory in Finland, but since 2005, it has also sourced its end products from
the Far East. In 2007, when this researchwas started, Velox's profitability had been unsatisfactory for
several years. Therefore, the firm’s management raised the make-or-buy issue as an alternative to its own
manufacturing in Finland, with the obvious goal of enhancing the firm’s long-term survival potential. The
strategic question was whether contract manufacturing in a lower cost location (i.e. offshore outsourcing)
would bring a cost advantage over the firm’s own production in Finland. By that time the firm’s main
competitors had located their manufacturing operations in low cost countries where they have high
production volumes of standardized products and typically have a price advantage over Velox for the
standard products.

A single case study method, connected to operations management research, was used in this study. The
research included both qualitative and quantitative analyses, and it was carried out in two phases, in
2007-2008 and in 2010. These research phases were coordinated with the firm’s manufacturing location
decisions to respond to changes in its market environment. More precisely in autumn 2008, the firm’s
management decided to outsource its production of one bicycle model (jopo, a particular bicycle brand in
Finland)to the Far East, and in spring 2010, the firm made the decision of backshoring the production of
these bicycles back to the firm’s own factory in Finland, see also e.g. (Kinkel, 2014).

The aim of this project was to contribute to the research by presenting a practical firm study, which
explores how outsourcing and backshoring decisions were made in a period that was characterized by
particularly high uncertainty in the company’s severe business environment. The results of thisstudy are
available in detail in a few papers, of which a descriptive case study(Jussila et al., 2014) and a journal
article(Gylling et al., 2015)describe this research descriptively and academically.

The required make-or-buy product costs were analyzed by comparing the total manufacturing costs at the
firm’s factory with the total landed costs of the sourced bicycles in the firm’s factory warehouse. In order
to make this cost analysis, the researchers constructed an accounting model, by which the firm has
continuously been reviewing its competitive situation and simulated the financial outcomes of different
management decisions. Hence, this case studyalso describes a firm’s need for responsiveness for
immediate actions when operating in dynamic and global competition.

The analyses were done in two steps:
e The firm's own production costs, using Time-Driven Activity-Based Costing (TDABC) (Kaplan
& Anderson, 2004), and
e The product costs of the sourced bicycles, using the concept of the fully-loaded Total Landed
Cost (TLC) (Enslow, 2006).

The first phase of the research was carried out in 2007-2008, by analyzing the manufacturing cost
allocations in Velox and comparing the production costs with the sourcing costs of the bicycles at the
firm’s own warehouse. This was done by in-depth research of the firm’s internal accounting methodology
and files. As a result of theefforts, the researchers developed a costing model which was adopted as an
operative management tool, replacing the old management accounting system. This part of the research
was finalized in the fall of 2008.

During 2008-2010, the major part of jopo’s production volume was outsourced to a Taiwanese bicycle
manufacturer due to the increased cost advantage of the bicycles produced outside of the Eurozone.
During this period, the firm continuously reviewed its competitive situation and analyzed the financial
outcomes of different alternative scenarios. In May 2010, Velox management made the decision to
repatriate jopo production from the contract manufacturer in Asia back to the firm’s own factory in
Finland.



The second phase of the research was carried out in April-August 2010. In that phase,the researchers
reviewed how the firm’s business had evolved after the first phase of the field study by focusing on the
decisions that were made regarding the firm’s operations network in the aftermath of the financial crisis
of 2008, and participated in evaluating the make-or-buy comparisons of the jopo bicycles based on the
effect of changes in production costs and the EUR-USD exchange rate..

Figure 1.below summarizes the cost reasons for both the offshoring and backshoring decisions that Velox
made in its bicycle manufacturing locations during the period of 2007-2011. The figure illustrates the
change in in-house production costs for the selected bicycle models and contract manufacturing costs that
occurred between the two manufacturing location decisions. The figure focuses on the variables that the
costs are most sensitive to, i.e. the exchange rate and the unit cost of production in the company’s own
manufacturing plant versus the cost of using a contract manufacturer.

Unit cost per
bicycle (indexed)
110 -
Production in
Finland Phasa 1
Preduction in
Finland Phese 2
Contract manufacturing
Phese 2
Contract manufacturing
Phese 1
m T T T T T
115 13 135 14 1,45 15

EUR — US[} exchangs rate

Figure 1. Make-or-buy comparison of the jopo bicycles based on the effect of changes in production costs
and the EUR-USD exchange rate. Phase 1 = situation in 2008, when contract manufacturing was more
favorable than manufacturing in Finland. Phase 2 = situation in 2010, when the trade-off EUR-USD
exchange rate was about 1,45, i.e. manufacturing in Finland was as favorable as contract manufacturing.
(Gylling et al., 2015).

Hence, we can conclude our case study in the following way: Velox is a manufacturing SME operating in
the competitive global market and experiencing high volatility in customer demands, rapid fluctuations in
the currency rates as well as changes in the suppliers’ operational flexibility and pricing.Changes in cost
allocation procedures, the EUR-USD currency ratio, prices for contract manufacturing and cost savings in
its own production due to downscaling and changes in the manufacturing process changed the cost
advantage from 32 percent in favor of offshoring to a 4 percent advantage for in-house manufacturing
within two years. This change in the cost advantage, combined with closeness to consumer trends and
responsiveness to sudden demand fluctuations, were the reasons for the revised location decision.

High uncertainty in the business environment imposes requirements for a firm’s responsiveness in its
operational choices, such as make-or-buy and production location decisions. In the Velox case, despite
the offshoring decision of the jopo product to Taiwan, the firm carried on with the capacity reserved for
this product in its own factory. This flexibility eventually enabled the backshoring decision.



This case study gives an example how good management principles can be followed in an SME company
which is operating in severe business environment.

5. Summary

In this article, we consider the management of the organizations by questioning how the firms’
financial performance can be enhanced as an element of the corporate-wide quality management
in global operations. In our thinking, when we talk about quality management, we follow the ISO
9000 definition that states that Quality Management consists of coordinated activities to direct
and control the firm with regard to fulfilling the needs and expectations that are generated by
different stakeholders in the firm’s business community.Hence, also in this context,the topic of
business measurements, and measuring financial performance in particular, is challenging.
Understanding the firm’s performance, and its relationship with the firm’s profitability are tough
but rewarding tasks.

In today's severe global business environment, the firm’s overall performance is constantly at
stake and it had to be continually followed from all of its dimensions, of which those related to
quality and profitability clearly determine the firm’s competitive position in the market and form
a basis for the firm’s overall business continuity in the long run. However, in the recent years,
the firms’ short-term pursuit of maximizing shareholder value and profit have reached a
disproportionate value over other product characteristics and the firm’s long-term interaction
with its stakeholders.

Moreover, in the global business environment we have to remember that the Earth’s resources
are not unlimited, and hence the prevailing judgements on market capitalism and shareholder
value maximization will not be sustainable for a long time. The fierce competition and the motto
that“The winner takes it all” cannot be tolerated as a good and sustainable management
principle, considering the future of our own societies in the 21st century. We have to take into
account that “sustainable development meets present needs without compromising the needs of
future generations”, and that “in sustainability, long-term and holistic thinking is essential rather
than the short-termism which currently dominates” (Dunlop et al., 2015). Further: “In order to
create a sustainable future for all of us what we should do is to embed risk management into our
strategic planning” and for this, “We need rather a much deeper, clearer, analytical
understanding of the interrelated developments of the world and the relationships among their
components” (Ibid.).

In this exercise, we also need effective tools for quality and financial management and efficient
managing infrastructure, and excellent understanding of processes and their management.
Financial and market position are important characteristics of the firms’ performance. We have
noticed in practice that TDABC is a concept that can be utilized as a link between the external
and internal accounting, and between the financial and process management. Hence, inthis
article, we followedthe TDABC methodology for understanding the quantification and dynamics
of the firm’s financial performance.Related to this, we presented some results of a particular case
study research, showing how the external and internal financial analyses helped to identify
strategic opportunities available for the firm.
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