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Abstract

The Purpose of the study: the key purpose of the study is to discuss
the importance and relevance of Customer Accounting to the Egyptian
business environment, and to evaluate the role it plays in maximizing the
value of the firm.

The Methodology of the study: the researcher conducted a
questionnaire to test the hypotheses of research, the sample chosen
included 95 respondents from the intended groups who benefit from
customer accounting in the 30 companies in the corporate social
responsibility index (S&P) listed in the Egyptian stock of exchange, the
intended groups selected are: Accountants, Financial Managers, Financial
Analysts and investors.

The study results’: the results of the study proved the importance of
customer accounting’s approach for the Egyptian business environment.
As well, the evaluation of customer accounting showed that its advantages
prevail over the disadvantages, which indicates that it plays a vital role in
maximizing the value of the firm.

Key Words: Customer Accounting, Maximizing the value of
the firm, customers as assets.
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Chapter One: The General framework of the Study

1.1: The General Framework
1.1.1: Introduction and Problem of study:

In the light of the rapid changes in the business environment, enterprises
have become increasingly required to ensure their continuity in international
markets. Enterprises must be able to complete their business domestically
and internationally in order to continue in the business market. However,
criticism has been directed to conventional management accounting
methods, such as cost accounting systems, planning and other budgeting
systems, which focus only on internal processes rather than dealing with
external problems, such as: managerial competition, creating value for the
customer and achieving competitive advantages.

As a result of the loss of management accounting methods to suit their
relevance, business firms have increased their interest in modern methods
that have the capacity to support business development and implementation
of their strategic policies. These are the strategic management accounting
methods that deal more with the external environment than with the internal
environment. One of these methods is customer accounting that has been
presented in marketing literature previously as the concept of customer
relationship management (CRM).

Although there are some studies that discussed customers accounting and
measuring its impact on the performance of the firm or on achieving the
competitive advantage, these studies did not address the impact of the
concept on maximizing the value of the firm, where the value of the firm
represents (a quantitative, entire) measurement for the efficiency of
management and the effectiveness of its decision in the countless aspects of
the activity. Therefore, the value of the firm is considered the main element
of the economic strength of the firm.

In many of the previous studies, the value of an entity has been expressed
by market value, which is determined by multiplying the number of
outstanding shares by the current market price per share, considering number
of outstanding shares to be constant, the value of the firm is largely impacted
by its market price. In order to boost the firm's value, important question
how to determine the most important elements impacting its market price
such as: net sales, profits, fixed assets and capital structure.
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As a result of the emphasis of the approach of customers accounting on
the sales and profits that the customer contributes to the firm both in the past
or future periods, and that those profits are the most important factors that
affect the market value of the firm and thus in maximizing its value, the
researcher seeks to evaluate the role of customer accounting approach in
maximizing the value of the firm.

The research problem can be summarized by these questions:

1-  What is customer accounting, what is its importance, and how
relevant is it to the Egyptian business environment?

2-  What is the impact of customer accounting in maximizing the value
of the firm in the Egyptian business environment?

1.1.2: Research importance and purpose:

The scientific importance of research comes from the deficiency of
accounting literature in discussing customers’ accounting and the research is
an extension for these studies, its purpose is to discuss the importance and
relevance of Customer Accounting to the Egyptian business environment,
and to assess its impact on maximizing the value of the firm.

1.1.3: Research Hypotheses:
The First Hypothesis is divided into:

HO,: There are no statistically significant differences on the importance of
customer accounting for the Egyptian business environment.

HA;: There are statistically significant differences on the importance of
customer accounting for the Egyptian business environment.

The Second Hypothesis is divided into:

HO,: There is no positive impact for customer accounting on the value of
the firm in the Egyptian business environment.

HA:,: There is positive impact for customer accounting on the value of the
firm in the Egyptian business environment.

1.1.4: Research Methodology:

To achieve the study purpose both inductive and deductive approaches
are used

to review the previous theoretic and practical studies, and show the results.
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1.1.5: Research outline:

Chapter One: The General Framework of the Research and Literature
Review.

Chapter Two: The Approach of Customer accounting, A Conceptual
Framework.

Chapter Three: The Impact of Customer Accounting on Maximizing
the Value of the Firm.

Chapter Four: The Empirical Study.

Summary, Conclusion, and Recommendation.

1.2: Literature Review

1.2.1: McManus, (2013)

This study aimed to discuss the use of customer accounting and
marketing performance measures in the Australian hotel industry. The
study found that highly market-focused hotels use more customer focused
accounting and marketing practices. The study recommended hotels that
face huge competition to concern more for creating value to customers.

1.2.2: Nawar, (2017)

This study aimed to clarify the relationship between the approach of
customers accounting as one of the methods of strategic management
accounting and the strategic performance of business enterprises measured
by the Balanced Scorecard, it also aimed to identify the determinants that
give an indication of the application of customers accounting's approach.
The study found that there is no significant relationship between the set of
contingent variables and the approach of customers accounting. The study
also found a significant relationship between the approach of customers
accounting and the strategic performance of business enterprises measured
by the Balanced Scorecard.
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Chapter 2: The Approach of Customer accounting
(CA), A Conceptual Framework.

Introduction:

Strategically oriented Management accounting aids managers to make
better decisions through providing them with financial and non- financial
information, and to truly determine the firm's competitive position through
focusing on customers and competitors. As a result, firms paid more
attention to its customers and to the degree of their contribution to its
profitability through determining revenues and costs related to them.

2.1: The Nature of CA

2.1.1: CA from the perspective of Strategic Management
Accounting (SMA):

Unlike other methods of management accounting that focus on cost
reduction, management and control, performance evaluation and product
management, SMA focuses strongly on strategic positioning. It
encompasses all information related to customers, competitors and the
market, which gives the firm the ability to achieve competitive advantage
and boost its market share. strategic management accounting is defined as
"the provision and analysis of management accounting data about a business
and its competition for the use in developing and monitoring the business
strategy”’.

2.1.2: The Importance of CA:

Customer accounting helps to alter unprofitable customers into profitable
ones and to preserve them by providing products and services with the lowest
cost and the highest quality, which, in turn, surges customer’s value, it also
helps to determine the relationship between prices and service costs provided
to the customer which allows the firm to impose a high price on services with
great costs and vice versa. Moreover, Customer accounting is also useful for
planning business resources, as it aids in allocating promotion expenses,
marketing mix and others, this function is related to grading customers by
their profitability that can result in utilizing resources in a better way.
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2.1.3: Barriers to the Application of CA:

Problems of information technology is one of the main barriers because
firms may lack integrated computer systems, as well as, the existence of
other organizational priorities for the firm, would also make it difficult to
adopt customer accounting. Other obstacles are: resistance of change
among employees, this can be a result of the dependency of the modern
systems on information more than employee's judgement, and matching the
modern system with the firm's environment.

2.2: Dimensions of CA

Introduction:

CA dimensions are directed to create pellucidity for the revenues and
costs involved in treating customer relations, which can aid in the decisions
of allocating resources. Therefore, the researcher will discuss these
dimensions below.

2.2.1: Customer Profitability Analysis (CPA)

CPA is “the process of allocating revenues and costs to customer
segments or individual customer accounts, such that the profitability of
those segments and / or accounts can be calculated”. CPA can be done for
both of individual customers or a group of customers, it encompasses a
group of elements, such as: The analysis of customer revenue, The analysis
of customers costs. to calculate customers profitability, expenses such as
“presale, production, distribution, and post-sale service costs” should be
included. These costs should be managed according to the activity that
drives costs and this can be implemented by using ABC to assign SMDA
costs to customers.

2.2.2: Lifetime Customer Profitability Analysis (LCPA or
CLV)

LCPA is also called customer lifetime value (CLV) and is defined as
“the present value of all future cash flows obtained from a customer over
his or her life of relationship with the firm”. Customer lifetime value can
provide management with information about the costs of customers,
revenues generated from them in the future, as well as, their future
contribution to the firm’s profitability. In response, researchers paid a great
attention to the measurement of CLV, one example for approaches used to
measure CLV is that it can be estimated with a simple assumption of
constant customer’s margin and constant retention rate. Another approach
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to calculate customer lifetime value is based upon the historic profit
contribution of customers and forthcoming cash flow.

2.2.3: Valuation of Customers as Assets (VCA):

The concept is defined as “combination of both financial value which is
based upon the profitability or lifetime value and relational value which
might include profile, advocacy, learning and information, and new product
development”. In order to value customers as assets, the firm needs to
estimate the direct and indirect customer’s contribution to the firm’s profits;
the direct customers contribution is “the economic value of the customer
relationship with the firm expressed as contribution margin or net profit”,
while the indirect one represents “customer referrals, customer impact
through social media and the customer feedback”. Commonly used methods
for valuing intangible assets, including assets related to customers are “cost
method, market method and income method”.

Chapter Three: The Impact of CA on Maximizing the
Value of the Firm

Introduction:

Value is the indispensable dimension of measurement in a market
economy. Individuals invest in the prospect that when they trade, the value
of each investment will have grown by an adequate amount above its cost
to recompense them for the risk they took. Definitely, in a market
economy, the firm’s competence to create value for its shareholders and
how much value it creates are the principal measures by which it is valued.

3.1. The Essence of the Firm Value
3.1.1: What is The Firm Value?

In response to the importance of shareholders to the firm as they exploit
many resources in it, a lot of researchers agreed that the value of the firm is
“the value to its shareholders”, total value comprises the anticipated future
cash flows yielded by the firm’s assets, discounted to the nowadays using a
proper rate of discount. A lot

3.1.2 Factors affecting the value of the Firm:

A lot of factors can affect the value of the firm; Profitability which is one
of the important factors that has a great effect on firm value, firms that
achieve high profitability are experiencing better resources management
that generate revenue to be received in the form of dividends; corporate
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governance, studies show that by improving corporate governance
applications at the firm-level, the price of firm’s stock increases, and such
greater market values could imply higher total firm value; intellectual
capital (IC) has a pivotal role in strengthening a firm’s competitive position
and in accomplishing its objectives.

3.1.3: Valuation Methods of the Firm
3.1.3.1: Book VValue Method:

This method depends on the financial accounting concept that owners’
equity is identified by subtracting the total liabilities of the firm from its
total assets. While many specialists accepted the concept, most came to an
agreement that the method has grave mistakes because most assets are
recorded at historical cost subtracted from it, when proper, the accumulated
depreciation or cumulative damages, which cannot reflect existing asset
value.

3.1.3.2: Adjusted book value:

This method offers a solution for problems arising when using pure
accounting standards in the firm’s valuation. under this method the assets
and liabilities are adjusted according to market changes in order to exclude
the effects of inflation. researchers stated that despite the usefulness of this
method in adjusting assets recorded in the balance sheet to the existing
market values to overcome the problem of historical asset’ s value, a great
effort and data are needed to reach this market value.

3.1.3.3: Economic value added (EVA)

It is “a management tool that allows performance measurement of a firm
or investor’ they stated that EVA is the more suitable method to measure
the firm’s internal and external performance for a number of reasons, EVA
helps in minimizing agency conflict, improving decision making and it is
accompanied with stock return than other measures.

3.2. The Role of CA in the Firm's Value Maximization
Introduction:

CA dimensions play a pivotal role in helping the firm to attain the
desired level of performance by concentrating on the most important source
of profitability and excellence for the firm, which is customer, those
practices also support the firm to achieve competitive advantage as they are
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strategically oriented. the three CA dimensions have a lot of advantages,
they also have some disadvantages that should be evaluated.

3.2.1: Evaluating the Dimensions of Customer Accounting

CPA depends upon actual historical data rather than estimations which
makes it a reliable technique, it also aids firms that have few customers to
determine how they can rely on a small number of customers to gain large
profits. On the other hand, managers are influenced by CPA results and
decrease or even exclude un profitable customers, but this can harm the firm
if the non- profitable customer afford a considerable part of fixed costs.

Customer life time is a future oriented technique, that makes firms able
to calculate the customers value to the firm over their lifetime, and it allows
firms to determine the monetary value of each customer. On the other hand,
CLV takes direct customer contribution into consideration but does not
integrate the effect of indirect contribution from other sales.

The advantages of VCA are similar to those of CLV that, it is future
oriented and assessing the value of customers as assets depends on cash
flows estimations, but it differs from CLV that it includes both of the direct
and indirect cashflows. The disadvantages of VCA are embedded in the
fact that customers differ from brands, that they are free and can decide to
continue with the firm or leave it unpredictably.

3.2.2: Solutions for Some Disadvantages of Customer
Accounting’s Dimensions:

The problem of in accurate forecasts related to future dimensions can be
easily solved by using well developed customer relationship management
systems and forecasting techniques, examples of forecasting techniques
are: Random -forest regression (RF) which can predict the customer
profitability value by using only a small group of variables, Monte Carlo
simulation method, Machine learning methods that do not use traditional
learning methods which are imperfect. While the problem of valuing
indirect customers contribution can be solved by using metrics, such as:
customer referral value (CRV), the value of customer impact (CIV).

3.2.3: The Impact of Customer Accounting on Firm Value
Maximization

Researchers revealed that firms that apply customer accounting
practices can make faithful customers, retain and satisfy them. Researchers
also stated that customer relationships are a very important output for
customer accounting, improved customer relationships help in maximizing
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the value of the firm, and also help firms to gain more values CLV
maximization leads to the long- term profit maximization and the financial
well-being of the firm.

Customer accounting supports management decision making by
categorizing customers into ranked groups based on profitability and
possibility for growth. As well, one of the market- based capabilities that
create firm value is to manage customers by building relationships with them
through rich and acceptable experiences, and improving customer responses
for the best revenue and profit.

Chapter Four: An empirical Study
4.1: Introduction and purpose of the Study:

In this chapter an empirical study is conducted to show the specialists’
opinion in the Egyptian environment about all aspects which the researcher
discussed in the theoretical part using a questionnaire to test the hypotheses
of the study. The research has chosen a sample of 95 respondents including:
Accountants, Financial Managers, Financial Analysts and Investors.

4.2: Hypotheses Testing and Discussion of Findings
The Results of the Empirical Study provided the Following:

1- There are no statistically significant differences on the importance of
customer accounting for the Egyptian business environment.

2- There is positive impact for customer accounting on the value of the
firm in the Egyptian business environment.

Conclusions:

1- CA is imperative and important for the Egyptian business

environment.

2- CA adoption faces some challenges, such as: problems of
information technology, resistance of change, lack of knowledge
about the benefits of implementation, lack of training courses, as
well as, lack of management support.

3- CA is affected by some variables, such as: intensity of competition,
environmental uncertainty, firm size and strategy.

4- The pros of CA dimensions prevail over the cons, as the cons can be
overcome by several methods.

5- CA has a pivotal role in maximizing the value of the firm.
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