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Corporate support functions are increasingly being concentrated into service centers.
Service Management principles guide companies in the transition. Service Financial
Management is an integral part in supporting the strategic positioning of the service

center.

The main goal of this thesis is to create a step-by-step plan to improve and automate the
service charging processes for the finance service function of the case company.
Automating the service transaction data collection for reporting is expected to improve
efficiency, reliability and transparency. Interviews with finance service managers are
held to define current processes and areas for improvement. These create the basis for
the creation of a development roadmap that takes place in two phases. The first phase is
to create an environment where automation is possible, and the second phase is the

automation of each finance service.

Benchmarking interviews are held with the service centers in three other companies to
discover best practices. The service charging processes between the studied companies
are found incompatible, and suggestions for process automation cannot be inferred.
Some implications of Service Financial Management decisions to the strategy of the
service center are identified. The bundling of services and charging them inside or
outside of the goal-setting frame of the business unit can be used to support the strategic

choice and customer acceptance of the service center.
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Yritysten tukifunktiot ovat lisdéntyvissa maérin keskittyméssd palvelukeskuksiksi.
Palveluhallinnan periaatteet ohjaavat yrityksia muutoksessa. Palveluiden taloushallinta

tukee keskeisesti palvelukeskuksen strategista sijoittumista.

Taman diplomityon tarkoituksena on luoda askelkohtainen suunnitelma case-yrityksen
talouspalveluiden veloitusprosessien kehittdmiseen ja automatisoimiseen. Raportointiin
kaytetyn palveluiden transaktiodatan kerddmisen automatisoinnin odotetaan kohentavan
tehokkuutta, luotettavuutta ja lapindkyvyyttd. Haastattelemalla talouspalveluiden
palvelupaallikkdja kuvataan nykyiset prosessit ja tunnistetaan kehityskohteet. Naiden
pohjalta voidaan luoda kehityksille roadmap-suunnitelma, joka on kaksivaiheinen.
Ensimmadisessa vaiheessa luodaan ympéristd, jossa automatisointi on mahdollista, ja

toisessa veloitusprosessit automatisoidaan kullekin palvelulle.

Benchmarking-haastatteluilla selvitetddn parhaita kdyténteitd kolmen muun yrityksen
palvelukeskuksilta. Palveluveloitusprosessit eivét ilmene yhtenevaisiksi ja prosessien
automatisointiin ei saada ehdotuksia. Joitakin palveluiden taloushallinnan vaikutuksia
palvelukeskuksen strategiaan tunnistetaan. Ryhmittdmalla palveluita ja veloittamalla
niitd joko liiketoimintayksikoiden tavoitteenasetannan sisé- tai ulkopuolella voidaan

vaikuttaa palvelukeskuksen strategisen valinnan toimivuuteen ja hyvaksyntaan.
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1 Introduction

Business is becoming increasingly service-oriented. This trend can be seen to
expand into supporting corporate functions. Especially the increasing application
of Information Technology services to business activities has created a need to
formalize management principles and best practices in the support function area.
Perhaps the best known of the IT Service Management frameworks is the
Information Technology Infrastructure Library (ITIL). The main principle is to
gather and define the various components of the IT function from equipment to
processes into distinct services in order to make them easier to approach,
understand and utilize. This aims to change the role of the function from a simple
cost center towards a value-adding business partner. The same models can also be
applied to the other supporting functions of the corporation. The application to the
financial transaction function is treated in this thesis. More specifically the area of
Service Financial Management is applied. The Service Financial Management
tracks service expenses, allocates them to resources and customers, charges them
and creates financial plans for the future. The purpose of these activities is to

distinguish value-adding services, understand demand and improve transparency.

Activity-based costing principles are also introduced to help evaluate current
allocation models and the fairness of service charging. Activity-based costing is a
method by which the total costs of products and services are determined by
allocating the resources of a company to the activities performed in production.
Activity-based costing can give valuable insight into the true costs of services and
customers. However, a full implementation of activity-based costing can be
complicated and costly, so often some combination of activity-based costing and

traditional costing is found more practical to implement.

The case company wants to improve the charging and transaction data collection
processes of its Finance Services. By automating transaction data collection, the
accuracy in charging is increased, the workload of service managers is eased and

the risk of manual errors is reduced. The transparency of the service charging is



improved by publishing the services in the service portfolio with their charging
principles. This gives more control for customers to influence their shared service

expenditures and increases satisfaction.

1.1 Background

Cargotec is an international manufacturing company based in Finland that
produces and services cargo-handling machinery. The business is divided into
three main business areas. Kalmar produces and services equipment used in ports,
terminals and distribution centers. Hiab produces and services equipment used in
on-road transportation and delivery. MacGregor produces and services solutions
for handling marine cargos and offshore loads. Cargotec employs around 10 000
people around the world with activities in over 100 countries. In 2014, the net

sales of the company amounted to 3,4 billion euros.

Cargotec’s internal support services are concentrated into a service center called
Cargotec Service Centre (CSC) that provides IT, Finance and Reporting &
Analytics services. The transition into a centralized service center began in 2013.
The information management services organize the hardware, software, licensing,
support and development of the IT systems used in the business. The finance
services manage the processes involved in internal and external financial
transactions. In 2014, CSC implemented a new charging process for its IT
Services called CSC Recharge. The Finance Services have been increasingly
included into the Recharge process. In 2015, reporting and analytics services will

also be included in the service center.

The service center operates on a zero-profit principle. It does not make any profit
or loss, but the profit markup is added on top of direct personnel costs to fulfill
transfer pricing rules defined by Cargotec. Cargotec is structured into a holding
company and three business areas. The business areas are formed by the legal
entities and legal entities are internally divided into reporting units.



The new charging model is a part of Cargotec’s movement away from the
traditional view of support services as a cost center and towards being a value-
adding business partner. The largest of the support functions, the Information
Management Services, has been spearheading the transformation. The IT Service
management system Service-Now has been implemented there to formalize
service portfolio management and processes including service charging. Current
development is the automating of usage data collection for charging. This aims to
improve transparency and accuracy and reduce manual work by service managers

and the subsequent risk of errors.

Finance services have been minimally included in the deployment of the service
management system so far. Therefore, the first priority for developing the state of
finance services is to create separate service cards for each service in the service
portfolio. Transparency in charging for those services is then possible. In order to
further develop transparency, accuracy and efficiency in charging the transaction
collection process is then to be automated.

Automation is a feasible improvement when processes have reached a certain
level of maturity. Otherwise, the risk is run that automation only becomes a
further hindrance or complexity of the process. Service finance management and
activity-based costing principles can be used to assess the current state of the
charging process and the allocation rules used. This works as a basis for how to
proceed with transaction collection automation for the different services.

Service finance management processes are divided into three main areas: service
accounting, service charging and service budgeting. Service accounting is the
process by which costs and benefits are collected in the service and customer
levels. This principle is followed in Cargotec, and the process area is currently in
good shape.

Service charging is the area where the expenses of the service center are covered
by billing them from the customer. This is the target development area for
Cargotec in the scope of this thesis. The area of improvement currently resides in

accurately and transparently allocating charges to the end customers causing the



costs. The end customers that the services charge are the reporting units of the
company. However, due to the organizational structures, the actual charges are
currently dispersed between the legal companies and the reporting units. Process
improvement and automation are needed to focus the charging in the customers

reliably.

1.2 Research objectives and limitations

The goal of this study is to create a multi-step plan to create transparency to the
internal charging process between Cargotec’s Finance Services and their customer
units with the assistance of automation. The problem can be defined with the

following research questions:

e What are the services and transactions that are charged?
e How does the service transaction data flow in charging?
e How can the charging process be improved or automated?

e How can the charging data be reported to customers in a transparent way?

The first question aims to distinguish each offered service and how their
consumption is identified. Each instance of service consumption is a service
transaction. The second question aims to observe how the service transaction is
tracked and maintained throughout the charging process from service
consumption to reporting. The third question aims to organize the charging
process in an efficient and reliable way. The fourth question aims to utilize the
charging data to create transparency in the charging process and reporting.

Theoretical frameworks and existing literature are reviewed to form a point of
reference for process development. Interviews with the CSC Finance service
managers are conducted to describe the finance services, the principles in their
charging and the transaction data flow. The interviews also provide the service
managers’ views of where improvement is possible. Benchmarking interviews are

held with representatives of the service centers in other companies. These offer a



wider perspective to how service charging can be organized and used in reporting,
which frames the possibilities for development. The insight garnered from these
sections is applied to formulate a plan of action for developing the charging

process.

As mentioned the primary focus is to create a plan of action for the development
of the charging process. The exact technical details of the implementation are not
included in this thesis, as they are a project of their own. The development of the
service operation processes is also outside of scope of this study. Neither does this
thesis intend to overhaul any of the major guiding principles of the charging
model. The results of the study are aimed at the Finance Services. Other services,

such as IT or HR services aren’t in the scope for improvement here.

1.3 Research methodology

Research and problem areas in business and management can be approached in
several ways. The scientific approach to a problem depends upon the nature of the
problem, the quality and amount of information on the problem, the set objectives
set and the expected outcomes. These factors guide the research focus among four
areas: theoretical, empirical, descriptive and normative. Theoretical approaches
focus on conceptual information where there is access to, and applicability for,
generalization of ideas and theories. The empirical approach is geared toward
information obtained through first- and second-hand observations. Descriptive
research aims to understand and discover information through description,
analysis and explanation. Normative research attempts to construct models of
phenomena and thus create predictability and recommendations. This thesis falls
into empirical research between the descriptive and normative approaches. This
research type is called “action-oriented research”. The approach is marked by a
direct and pragmatic grasp of the subject matter. This model aims to accomplish
development in an environment where a strong understanding of organizational

processes already exists. Here the researcher is supposed to support the



participants of the organization in the learning process and creation of the
development roadmap. (Olkkonen 1994: 59-75)

Research material has been collected internally through open interviews with
service managers and finance controllers. Internal documentation has been used to
this purpose as well. The interviews are listed in the References of this thesis. The
interviews begin with the mapping of Finance Service charging processes with the
appropriate service managers. Further interviews drill into specific challenges and
practices among these services. External interviews with representatives from
other companies have been conducted to gather benchmarking information. These
interviews focus on the high level principles that other service centers use in
charging and the practical implications resulting from them. Differences and
similarities are contemplated between them and Cargotec to draw conclusions for

Cargotec’s processes and service charging in general.

1.4 Structure of the thesis

This thesis is divided into six chapters. The first chapter introduces the
background, the goals, the research questions, the methodologies and the structure
of the thesis project. The second chapter lays out the current frameworks and best
practices in Service Management and Service Finance Management combining
them with principles of Activity-Based Costing. Service Finance Management
principles are used to identify the best practices of efficient finance controlling
processes for the service center. Activity-based costing in that framework
provides perspective into the quality and principles for the inputs and outputs of

the processes.

The third chapter delves into the details of the services and the charging processes
of the Finance Services. Interviews of finance service managers are analyzed to
form an understanding of the principles and procedures essential to the charging
process. Areas of focus for development in charging are identified as well. The

fourth chapter gathers benchmarking data on internal charging processes from
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service centers in other companies for comparison with the current state. The fifth
chapter gathers up the collected data to form a roadmap for the development of
the Finance Service charging process. The sixth chapter summarizes the
conclusions of the thesis and discusses their implications, utility and potential for

future research.



2 Financial Management of Services

Activity-based costing may be considered a convenient tool for a service center,
because the portion of overhead costs in relation to direct costs is much higher for
more complex and technical services, products and organizations. Furthermore, it
can be difficult to distinguish between fixed and variable costs in services, making
it easier to work with activity-based cost structures (Modell 1995: 59). However,
as a service center at its core is based upon a very stable customer relationship
with its parent organization, an activity-based cost management process may turn
out to be needlessly sophisticated. A mature service offering and an extensive
experience in its provision might be more efficiently operated on a simpler cost

management process. (Kaplan & Cooper 1998: 80)

Though service centers already lower costs through economies of scale and
streamlining business practices a clear strategy is still needed for success (Owens
2013: 252). The financial management of services is a way to maintain service
strategy. It aims to provide a common framework between the corporate and
business departments to evaluate services and to plan for investments and
spending. This happens through three main processes: budgeting, accounting and
charging. The service center organization continuously keeps track of service
costs via the accounting process. The evaluated services and their existing
expenses can be used to budget annual or multiyear financial estimates. Then the
service organization can utilize the charging process to recover their expenses or
make profit whereby the customers are billed for the consumption of services. The
continuous interaction of pricing and charging communicates the customer’s and
the service center’s perception of service value. (Ryan & Raducha-Grace 2009:
89-91)

The information gained in these processes can be used to further improve services
by applying it in the financial management practices of service valuation, service
provisioning, demand modeling, cost optimization and service investment analysis
(Ryan & Raducha-Grace 2009: 90). In order to maximize the effectiveness of the

aforementioned financial management processes and practices, service budgeting,
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accounting and charging should be closely linked, as demonstrated in Figure 1.
The service center budget gives financial estimates for the next business cycle
which are then measured by service accounting. The accounting information is
applied in service charging. Then, the service charging can gather in its process
feedback on customer-perceived value in contrast to budgeted and accounted
amounts. This interaction increases and improves as the maturity of these

processes increases. (Ryan & Raducha-Grace 2009: 95)

Budgeting

+ Provides accounting with
amounts tracked

+ Provides charging with the
minimum amount that a
service must recover

Value Added Financial
Management Processes:

+ Service Valuation

+ Service Investment Analysis

« Demand Modeling

+ Service Provisioning Optimization

Accounting Charging

« Cost types used to develop « Recovers budgeted amounts
Accounting and budgeting

information used to develop

budgets and charging cost detail
* Accounting data used to <

develop next year's budget

+ Accounting data used to value
services for charging based on
costs and benefits

o

+ Charging based in part on

rates

accounting data -- costs and
benefits

Figure 1 Service Accounting, Budgeting and Charging support each other and become increasingly
integrated, as the service center matures. (Ryan & Raducha-Grace 2009: 90)

2.1 Service Catalog

A service catalog is a single consistent source of information on all services
available to all who are approved to access it. Ryan & Raducha-Grace (2010: 34)
propose that the service catalog is the starting point for any service management
implementation, as organizations often acknowledge that they have not provided
customers with a comprehensive list of services provided. The service catalog

contains accurate information on service details, status, service levels, pricing and



interfaces with other services and supporting components. (Office of Government
Commerce 2007: 61)

Ryan & Raducha-Grace (2010: 36) argue that proper service catalog should not be
an excel spreadsheet that lists hundreds of services. A customer would often find
it unusable and at least would not be able to request a service from it. Instead, it
should be an interactive website with discrete or bundled services that are
included for the benefit they offer to the customer. To focus on the customer
benefit aspect, Office of Government Commerce (2007: 61) points out that the
service catalog is the source of service information for the customer. The business
service catalog contains the services delivered to customers and their relationships
to the business processes they support. The technical service catalog, not visible to
the customer, provides the services and their relationships to other services,
support services and components. A company may decide to maintain both or
only the other. (Office of Government Commerce 2007: 62-63)

A policy should be developed and maintained on which services are recorded with
which details and statuses. A common level of accuracy and complexity is needed
(Ryan & Raducha-Grace 2010: 38). This policy takes into consideration all
services that are operating and being prepared to be operated. Often, a hierarchy
of services is defined to separate business services and support. (Office of
Government Commerce 2007: 61-62)

2.2 Service Center Maturity

For the service center to improve in its financial management activities, it should
be able to define its current level of maturity and the desired direction. Ryan &
Raducha-Grace (2010: 101) define the maturity of service centers under four
categories: the reactive organization, the cost center, the profit center and the
business partner. The service center matures as its processes of budgeting,
accounting and charging become more transparent and cost-effective and create

increasing added value to services as described in Figure 2. Owens (2013: 260)
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identified a trend of higher-quality service centers moving away from mere cost
control and towards adding value with improving efficiency, standardizing
processes and implementing technology. Herbert & Seal (2012: 87) also found a
tendency towards an end-to-end approach in processes. (Ryan & Raducha-Grace
2009: 101)

IT contributes to

The Business Partner:
business sirategy

The Profit Center:
IT as a positive ROl

The Cost Center:
IT as an expense

The Reactive Organization:
IT as an unpredictable cost

Figure 2 Improved transparency, efficiency and value added push the service center towards higher
levels of maturity. (Ryan & Raducha-Grace 2009: 99)

In the reactive organization, the budgeting, accounting and charging processes are
very limited in planning and measurement, because the organization is only
focused on, and resourced for, reacting and solving issues as they occur.
Unpredictability leads to unexpected expenses and raises service costs. Limited
preparation also means suboptimal investment decisions in terms of both time and
money. (Ryan & Raducha-Grace 2009: 102)

The cost center organization is focused upon recovering the exact costs of
operations in its budget and charging. It only occasionally works on demand
forecasts and investment planning. It bases its budget on the spending of the
previous years on an assumption that the operational priorities do not change. A

chargeback begins to link budgeting and accounting to customers and services.
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This results in fewer unexpected costs that are more accurately covered, but
resources are not optimized and redundancies persist. (Ryan & Raducha-Grace
2009: 103)

The profit center organization utilizes limited resources in a way that produces
positive returns. Actual accounting data is used to create clear rates for charging
and demand models for budgeting. It helps customers optimize their use of
services. Customer interaction is upheld with regular discussion about how
performance meets expectations and how to make possible corrections (Herbert &
Seal 2012: 89). It uses budgeting as a component of its business case, service
portfolio and investment analysis. Budgeting is a part of the surrounding business
and allocates resources to it in the most effective way. Perceived value for
customer matches the service charges as costs for services are understood on both
sides. Costs reflect the total cost of ownership although some components remain
as estimates if precise definition is not cost efficient. (Ryan & Raducha-Grace
2009: 105)

The business partner organization not only optimizes spending and investment,
but also contributes to overall strategy and mission. Their proactive role in the
decision-making, planning and control within operational and strategic teams is
recognized (Herbert & Seal 2012: 95). Investments are evaluated via business
cases with net present values in line with the customer’s targets. Costs and
utilization are defined in detail for each service to cover the total cost of
ownership and the service center charges the business units for them directly. An
activity-based costing system may be applied in order to include and make visible
hidden externality costs (Srindhi 1992: 206). More planned and less reactive
position to service provision allows for prioritizing on high-value services and
more predictable service levels, which in turn lower costs. Better cost accounting
leads to more accurate predictions for demand and expenses. Increased
transparency allows costs to be linked to the service catalog. A services center that
is highly partnered with the customer can post its activity-based cost allocations to

the ledger to provide full visibility so that the customer can see a full list of

12



activities and their consumption of each (Fox 2009: 1). (Ryan & Raducha-Grace
2009: 106)

2.3 Service Accounting

The accounting process is the one where the benefits and costs of shared services
and their organization are collected. In this way, benefits costs and risks can be
determined for each service. This process is different from traditional financial
accounting in that it collects financial information in the customer and service
levels. (Ryan & Raducha-Grace 2009: 93)

Accurate cost information is activity-based instead of volume-based. Anderson &
Young (1999: 554) found that an activity-based costing system stably provides
accuracy to cost evaluations. A service or product incurs costs according to its
various inputs rather than outputs. To identify those inputs, the organization needs
to determine what are the activities performed with its resources. Then, the cost of
performing those activities is assessed. The effectiveness of the activities is
evaluated by asking why they need to be performed. Then it can be determined
how much each service or customer consumes each activity and business process.
(Kaplan & Cooper 1998: 79)

This accounting process relates accounting information on liabilities, receivables,
assets and expenses to services so that the services center and the business
organizations can identify and track the essential benefits and costs in their service
portfolio. To systematically categorize and link expenses to certain services and
customers, the following additional categories and characteristics need to be
defined for cost elements: (Ryan & Raducha-Grace 2009: 93)

e Service recording — assigning a cost entry to the proper service or its

service component depending on the granularity of service definitions.
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space,

Cost type — the high-level category of an expense e.g. labour, equipment
or administrative costs. The reporting and analysis of usage and demand
rely upon these definitions.

Cost classification — there are certain classifications that define the end
purpose of a cost:

o Capital/operational cost — this information is utilized in different

accounting methodologies required by business and regulatory
agencies. Unlike operational costs, capital costs, such as land and
buildings, occur at one time, but the payment and the financial
reporting are spread out over several years.

Direct/indirect cost — direct costs are incurred directly by a certain
customer or service and can readily be allocated to them. An
indirect cost spreads out to multiple services or customers, as it is
incurred collectively. By allocating indirect costs through
activities, all indirect costs can ultimately be reduced to direct costs
and get the most accurate sense of origin for a cost element
(Armstrong 2002: 105).

Fixed/variable cost — contracts set different time and price
commitments to services. Fixed costs should be optimized, while
variable costs are minimized in order to maximize cost stability
and predictability. Collins (2000: 17) also recognizes a third cost
category of long-term variable costs that can, for example, result

from the multiplication of the factors of production.

Cost unit — the unit of consumption that is identified for a service or

subservice. (Office of Government Commerce 2007: 102)

Scarce & McAulay (1997: 43) found insistence on full cost coverage in charging
to open all costs to debate. With the above-listed categorizations, the resources of
an organization can be identified and categorized to give a clear idea of what the
available organizational resources are. From there, resource drivers can be
appointed as measures of consumption of the resource, such as square meters of
labor and machine hours or units of material used. Then on the

complementing side the service provision processes are broken into their

14



components to determine activities. For example, an invoice processing service
can be reduced to the activity measures of the number of scans and data entries.
Then, these resource and activity drivers are connected in order to determine what

the true resource consumption of a certain service is. (Drury & Tayles 1994: 456)

Some drivers are more powerful in establishing causation between resource
consumption and costs. For instance, costs incurred from quality control are not as
straightforward to interpret by driver utilization. Every activity-based costing
system will have cost drivers ranging from distinct and direct causality to looser
causality. A line is to be drawn where the causality becomes too tenuous to
promote activity-based costing. Snyder & Davenport (1997: 164) point out that
financial systems, just as any commodity, need to be evaluated in terms of the
value of new information versus the expense of producing it. The bigger the
implications, the bigger the effort in evaluation should be. A further distinction
should be made in calling cost elements “cost drivers”. If some parts of the cost
management system are volume-based, they might mistakenly be called “cost
drivers”. Only those elements that display a sufficient amount of causality should
be called a driver. (Collins 2000: 16-17)

Service Accounting provides a company with a standard language that internal
and external customers and the service center can use to measure costs and
benefits of services (Ryan & Raducha-Grace 2009: 93). The standard use of cost
estimations, standard rates, utilization and consumption measurements allow for
mutual understanding and increased customer satisfaction (Ryan & Raducha-
Grace 2009: 93). As accounting processes and practices improve, more
information is created and more sources are used. This information can be
consumed within the organization increasing visibility and enabling better service
strategy development and execution. (Office of Government Commerce 2007:
102)

15



2.4 Service Charging

The service center covers the expense of its services by billing internal or external
customers. The customer company, organization or business unit covers the
expense directly from their overhead or as a line item in their budget. With
improving service accounting principles the service center can respectively
advance its chargeback mode. They are able to identify and prioritize service costs
and combine them to consumption rates to create a charge for internal and
external customers. Aside from recovering total costs this self-funding charging
model provides added accountability and visibility (Office of Government
Commerce 2007: 110). (Ryan & Raducha-Grace 2009: 93-94)

By identifying service catalogues complete with service valuation and
consumption models, the service center can provide customer visibility to their
operation and charging. The service center and the customer agree on the prices
for services. Obliging to agreed-upon service provision and funding, the service
center and the business unit can come to match service funding to perceived
value. Hence, both parties come to be accountable and predictable. Scarce &
McAulay (1997: 43) observed that another important strategic agenda of
recharging is to influence managers to take action to reduce costs. (Office of
Government Commerce 2007: 110)

In regard to cost reductions and cost predictability, a clear distinction should be
made between the service resources that are supplied as used and the resources
that are supplied in advance of usage. Each service is likely to have both
components. In the former case, for example, materials can be ordered as needed
or temporary labor can be hired on a fixed-term basis. This type of supply
contains no long-term commitments, and the cost of using these resources can be
equal to the cost of acquiring them. These can be considered to be variable costs,
where the costs of supplying strongly correlate with the quantity of usage.
(Cooper & Kaplan 1992: 4-5)
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Conversely, many resources are often made available for many months ahead,
such as buildings and equipment. Such expenses are recognized as they are in
each period, and are not influenced by how much the resource has been used.
They are supplied ahead of actual demand, and their usage cannot be influenced in
the short-term, leading to their costs being considered to be fixed. It is mainly
economies of scale that create this difference in cost classifications. Some
resources are more effectively produced in standard batches, while it may also be
cheaper to acquire certain resources on a longer commitment than to continuously

monitor spot markets for resources. (Cooper & Kaplan 1992: 5)

Discerning the charging of short-term and long-term resources is important to
make clear, as simplistic costing techniques may lead to the distortion of cost
information (Drury & Tayles 1994: 463). The charging model should steer desired
behavior in service usage and add value to the business. The chargeback models
of services vary in simplicity of calculations and ease of approach. Here are some
examples of chargeback models: (Office of Government Commerce 2007: 110)

¢ Notional charging —the notion of recording a journal entry in the corporate
financial system while keeping a second unrecorded journal. The second
journal is then displayed to the customers to inform them of the charge,
but no real payment is expected. This model is often used while
transitioning to a different chargeback model.

e Tiered subscription — services are offered with varying degrees of
warranty or utility, and price often classified into gold, silver and bronze
service levels. However, this does not encourage different consumption
behavior, because the customer is bound to the chosen service level among
those predefined.

e Metered usage — a more mature model where consumption is modelled
with computers to capture real-time usage. The rate of consumption is then
tiered to charging based on agreed-upon service increments, e.g. hours,
days or weeks. At its simplest, usage can be charged only during its peak
instead of average use (Denne 2007).
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e Direct Plus — a simpler model where costs are directly traced to each
service with a percentage of indirect costs added to all the services. The
costs are then charged according to use.

e Fixed or user cost — the simplest chargeback model where costs are
divided by a given denominator, such as the amount of users in the service
unit. This is an easy way to allocate the costs among multiple businesses,
but it does not much affect user behavior much or provide actual service
demand information (Morton et al. 2010: 3). (Office of Government
Commerce 2007: 110-111)

Among the choices of the chargeback models, it is best to remember that
providing value to the business should be the driving force behind the service
charging model. McCann (2010) reports that the best accuracy and customer
usability for charging is achieved when the service charges are categorized into
service areas instead of giving them as lump allocations or service-specific costs.
Most companies can summarize their IT activities in approximately 25 categories
that reflect the way the business unit sees the IT function. (Office of Government
Commerce 2007: 111)

2.5 Service Budgeting

Service budgeting identifies all current and future expenses related to operations,
services or customers for a specified time period. Herbert & Seal (2012: 92)
observed service-level agreements to be more in use for budget creation and
resource allocations rather than for their underpinning function of enforcing
compliance. The budgeted estimates are discounted to current value using the
discount rates and the techniques chosen by the organization. Typically, such
investments are projected over several years and approved only if they produce a
positive net present value. (Ryan & Raducha-Grace 2009: 94)

A simple periodic measurement system can be derived from the distinction of the

resources supplied as used and the resources supplied ahead of use. Revenue from
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services is subtracted by the costs of the resources supplied as used. What are left
as operating expenses are the resources supplied ahead of use that should not be
affected by the level of usage. The periodic financial statement can then display
the costs of both the used and unused resources for each activity. Therefore,
flexible budgets and variance analysis are useless for these expenses. Simply
comparing the actual expenses to the budgeted expenses by each account provides
enough feedback for management. This is because the expenses have already been
authorized by prior agreements or the annual budgeting. (Cooper & Kaplan 1992:
6)

Adjusting short-term resource use or reducing service availability after a longer
period of diminished demand may be prompted by an activity-based budget. But
monthly budgeting may be distracting. It can lead to variance measures of unused
capacity which varies by nature and cannot really predict spending. Changes do
not, therefore, strictly imply a change in the costs of performing an activity.
(Cooper & Kaplan 1992: 6-8) However, changes in the service mix, service
processes or new technologies change the demand on of certain service activities.
Here cost-saving targets can be identified and the management can make
decisions to exploit them. Changes in the supply and demand translate into
changes in future spending, which can then be budgeted for. Resources are
budgeted on the basis of the activities required by each service in the current

service mix and process. (Cooper & Kaplan 1992: 11)

Service budgeting is needed in coupling customer demand and service capacity to
quantify funding variation. By identifying for the customer the total cost of
utilizing a service, the financial implications of future service demand can be
predicted. This information should be recorded to the service catalogue for
decision-making and control. Fox (2009: 3) proposes that, on top of displaying
actual costs, publishing the maintained standard rates is more efficient for expense
allocations and fostering communication between customers and the service
center. Service-oriented financial information and anticipated consumption help
determine the funding requirements, their variation and the drivers to the

variation. Knowing these drivers will help the pricing decisions and encourage the
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desired customer consumption behavior. Budgeting for demand allows the
customers to also regulate their own demand and prepare budgets. This, in turn,
helps regulate overconsumption and surcharges and avoid dissonance in service
valuation between the service center and the business unit. How over- and under-
recoveries are handled is communicated to the customers so they are aware of
what they confer (Evans & Wall 2008). Scarce & McAulay (1997: 43) received
concern over over- and under-recoveries shifting business focus to recharging

mechanisms instead of actual costs. (Office of Government Commerce 2007: 100)

The funding cycle is an important issue in service budget planning and operation.
The service center should plan its funding cycle on the basis of the business
culture and the expected performance of the service center. Here are some models:
(Office of Government Commerce 2007: 108)

e Rolling Plan Funding — In this plan, the funding cycle is continuously
maintained by adding new cycles as the old ones end. While it does not
add to the accuracy of the budget it keeps up a sufficient time frame to
avoid and prepare for surprise expenses. This plan is often applied in a
service lifecycle treatment to commit funding for the roll out until the end
of lifecycle.

e Trigger-Based Funding — This type of funding relies upon critical triggers,
identified beforehand, that are set off to trigger funding that will account
for a change or an availability issue. While it may be difficult for a
business culture to enable funding per demand in this manner, it has the
benefit of addressing the issue of changing customer needs.

e Zero-Based Funding — Here funding is given only to the extent of raising
the bottom line of the service center back to zero until another funding
cycle begins. Therefore, only the actual costs for delivered services are
then budgeted for. (Office of Government Commerce 2007: 108)

Again, the business culture dictates a great deal of how sophisticated service
budgeting should be. If the business produces products in a homogenous way and
thus uses shared services in a similar manner, a simple budgeting process may be

justified. Other factors to affect this are the size and geographic dispersion of the
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business. A simple process may incur less expense or use fewer resources but may
give further constraints to operations. (Office of Government Commerce 2007:
110)

2.6 Service Valuation

Services need to be quantified in financial terms to express their cost of operation
and value to the customer. Once the business and the service center identify the
desired services, they are given a monetary value, which is then disseminated
across the organization. Cost-to-value pricing creates clarity for customers and
influences their consumption behavior toward the service. The customers are
encouraged to take responsibility of the commercial results of the services while
the service center owns the service processes (Herbert & Seal 2012: 93). The
service price is comprised of a baseline of expenses incurred by the components
of the service and the value that is added by the service center. The primary aim of
pricing here is to allow for the continual ownership and utilization of a service
while upholding fairness toward the customer. Secondly, the financial
management is here enabled to influence the behavior and demand of the
customer. Thirdly, having this pricing process in place establishes a way for the
service center to assess requests for services outside the service catalogue (Ryan
& Raducha-Grace 2009: 134). (Office of Government Commerce 2007: 98)

The cost of ownership of a service is determined by the cost of the provision of its
components. The tangible and intangible costs are gathered from the financial

systems of the company. The cost elements include:

e Personnel resources
e Hardware and software license costs
e Hardware and software maintenance costs
e Equipment
o Utilities
e Taxes or capital charges
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e Compliance costs.

These represent the minimum cost, and covering them will get the service center
to a zero sum in the service provision costs. Pricing below these costs is generally
avoided, though exceptions can occur. (Office of Government Commerce 2007:
99)

The service center adds to the perceived value of the service. This value is the
warranty of service under varying circumstances, enabling the full potential of the
customer’s assets. The value-added elements are monetized and added on top of
the baseline costs to create the final price of the service. The baseline costs are
typically easier to quantify, because the information on purchasing and human
resources is often readily available. Utility and warranty can be quantified by
service level agreements through which the customers can signal the value they

place on a certain service. (Office of Government Commerce 2007: 99)

In establishing service provisioning costs and service level agreements for
services, some attention should be paid to the difference between the cost of
supplied resources versus the cost of used resources. The reason for this is that the
difference between the two is the unused capacity in the service activities. This
statement can be formalized as follows: Activity Availability = Activity Usage +
Unused Capacity. Traditionally, periodical financial statements overlook this and
report only on the cost of the supplied resources. Consequently, they often come
to see these costs as fixed instead of variable costs. This may appear accurate in
the short term but does not give too much insight into, or control over, the service.
By monitoring the unused capacity, the service center can better predict how
changes in the volume, in the service mix, in the process and in the technology
affect the shortages and the excesses in service availability. Then, the service
supply or the service levels can be brought either up or down according to the
operational and the strategic needs. Hence, the cost of the supplied resources
indicates the current spending and the cost of the used resources provides the

platform for future decisions. (Cooper & Kaplan 1992: 1-3)
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2.7 Demand Modeling

Analyzing future investments and financial needs is integrally tied to forecasting
demand. The service center should work together with the customer to understand
demand in order to prepare for risks and service capacity issues. Moving from a
reactive service organization to a business partner, the service center can influence
and benefit on the customer’s consumption planning. (Ryan & Raducha-Grace
2009: 136)

Service demand can be understood and managed by pricing and incentive
adjustments. The desired customer behavior is produced with different pricing
policies that can, in turn, be estimated for demand and for the resulting return on
investment (Ryan & Raducha-Grace 2009: 136). At the same time on the
provision side, unplanned expenses are protected against by estimating additional
demand, capacity or development cost in regard to the budget (Genetin &
Messineo 2008: 8). The service catalogue should serve as a channel to mediate
this information inside the service center and to the customer. The demand plans
and the appropriate financial requirements can be formalized on the basis of these

evaluations. (Office of Government Commerce 2007: 100)

The service catalogues that are supplemented by the information from the service
valuation process act as a basis for customers to plan their consumption and
spending and incorporate the shared services into their budgets. This, in part,
helps to control overconsumption and to avoid dissonance in perceived value and
charging. Usage trends and capacity data can be analyzed further. Major
fluctuation in demand can be tracked to significant events, such as product
launches and expansion through acquisitions and entrance to new markets. (Office

of Government Commerce 2007: 100)
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2.8 Optimizing Service Provisioning and Costs

The service center can reduce its costs by taking a systematic approach to
examining the costs of the services it provides. Each service has financial inputs
and constraints in its components and delivery models. By looking at these
components, the competitiveness and cost-effectiveness of the services can be
determined. From there, a decision can be made whether an alternative service or
alternative components or delivery methods would be preferable. Morton et al.
(2010: 6) note that underused infrastructure and idle capacity as identified can be

repurposed for more optimal use. (Ryan & Raducha-Grace 2009: 137)

A service may be identified uncompetitive in the current service environment.
Either it might have become obsolete for customer needs or competitive service
providers offer a more effective or efficient alternative to the service or its
components. Optimizing the service provisioning would in that case involve
analyzing the current cost structure of the service and determining the right
service mix, delivery or financing method for account for the service. Genetin &
Messineo (2008:10) conclude that high-value services should be prioritized and
the resource supply should be increased accordingly. This evaluation should not
only take place when a certain service goes out of mode but be continually
implemented to find alternatives that may enhance service value or cost structure.
(Office of Government Commerce 2007: 101)

The decision to default from an existing service should be made in three steps:
financial analysis, benchmarking and a business case. The information gained
from service accounting and service charging should be applied in a cash flow
analysis to determine the viability of the service. The service and its components
should be benchmarked against competitors to identify superior services or areas
of improvement. According to Herbert & Seal (2012: 92), the service center
compensates for its de facto monopoly status by incorporating benchmarking
factors as a competitive force. The investment decision for changing the service or

acquiring a new one should go through a financial and strategic investment
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analysis to ascertain it meets the desired objectives. (Ryan & Raducha-Grace
2009: 137)

2.9 Service Investment Analysis

New services, projects, solutions and initiatives are assessed for expected value or
return using the same models for investment analysis that are used throughout the
enterprise. Service investment analysis the time frame, the scope and the cost of
each project to determine the level of sophistication needed. Service investment
analysis indicates the value of a service investment on the basis of its value and

cost throughout its lifecycle. (Office of Government Commerce 2007: 102)

The level of detail incorporated in the assumptions of service investment analysis
is a key factor in influencing its outcome. Assumptions on inventories and
provision details of a service should be exhaustive rather than simplified to high-
level inputs in order to get an accurate and realistic picture of the investment. The
techniques used in the service valuation process can be used to evaluate these
cost, time and scope elements of the investment. (Office of Government
Commerce 2007: 102)
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3 CSCFinance Services Recharge

The operations of Cargotec are divided into three business areas. Each country
that Cargotec operates in has at least one legal company; often there are several
legal companies in a country. Each legal entity has subordinate reporting units. In
total, there are about 300 reporting units. They order services from Cargotec
Service Centre. CSC charges the expenses of the services from those reporting

units. It operates on a non-profit and non-loss basis. (Internal Documentation)
CSC Recharging is based on the following rules:

e Transparent charging rule: Each service is defined in terms of cost. The
costs are based upon actual cost drivers and service components, so that
there are no surprises in charging.

e Internal costs: The internal costs are charged as a part of the service fee.

e Fair fare: The reporting unit that bears certain costs is charged for those
costs.

e Scalability: A service needs to be scalable to be used and the charging
needs to reflect that scale.

e Cost efficiency: Services add value and are delivered cost-efficiently and
competitively  against benchmarked market pricing. (Internal

Documentation)

The billable services are defined in the service catalog. The actual external costs
are collected to service specific work-based structures (WBS) in SAP. The actual
internal costs are collected from the cost centers in SAP. The actual internal,
external and shared overhead costs are allocated to the billable services according
to the defined allocation rules. These costs are used for the cost-controlling of
services. The service fees are defined by adding service-specific minor
development costs defined and agreed upon during the budgeting round. The
service fee is fixed for 12 months on the basis of an approved CSC budget.

(Internal Documentation)
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A monthly invoice to a reporting unit is created by multiplying the service fee
with the billing factor, which is the number of users or transactions for each
service. These billing factors are adjusted three times per year. If the service
charging yields a profit, the actual costs are subtracted from that profit to create an
internal credit note to the legal entity. This is performed three times a year in

SAP. (Internal Documentation)

This analysis focuses upon the CSC Finance Services. They are divided into three
service areas: accounts payable, accounts receivable and general ledger. The
accounts payable is a sub-ledger for liabilities owed to suppliers and other
receiving parties. The accounts receivable is a sub-ledger for payment claims held
against customers. The general ledger is the main ledger that holds all the
accounts for recording the liabilities, the expenses, the owners’ equity and the
revenue of the company. CSC operates these processes in the SAP enterprise
resource planning system. It should be noted that MacGregor, Hiab and Kalmar

business processes vary.

The service management system Service-Now is used to calculate and create
Recharge reporting. The recharge reporting in Service-Now for Finance Services
is currently very basic. Service managers extract reports of transaction amounts
from source systems. These amounts for all the services are compiled into a single
excel report which is used for cost calculations. The total cost of all the services
for each reporting unit is recorded to Service-Now. This reporting should be done
in the service level and not just as their sum total as it is done now. The reporting
should go into detail in regard to the amounts of consumption and the charges for
each service and each reporting unit. This is not currently possible, as these

services do not have Service Cards in them. (Interview 10)

In this chapter, each service is described, as well as their charging and transaction
data collection processes. This forms the basis for analyzing how each service

should be considered to improve and automate its charging.
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3.1 Accounts Payable

3.1.1 File payments

The payments team handles all outgoing payments excluding salaries and travel
compensation. There are some exceptions where the team also deals with salary
payments. Thus, generally included are payments to suppliers, governmental and
taxation institutions, and rents. These payments are performed either manually or
in scheduled payment runs which are called “file payments”. The file payment is a
feature in SAP that allows payments to suppliers to be performed directly from a
bank account. The manual payments are mostly comprised of special supplier
payments and tax and administrative payments. All the payments are requested by
authorized legal entity controllers and go through the approval of the country
controller. (Interview 2)

Each legal entity has a predetermined weekly, monthly or other schedule by
which most invoices are paid. A payment file contains several invoices that are
processed at the same time from one file. These are called “weekly file
payments”. Some legal entities require additional payment runs for invoices that
have a different payment method, such as cheques instead of bank transfers.
Alternately, a legal entity might have so many invoices that it needs to have extra
payment runs. These additional payment runs are called “additional file

payments” and are charged separately. (Interview 2)

The paid invoices create clearing documents in SAP. These are not treated as
single transactions, because their number does not affect the work that goes into
processing the payment file. Instead, the weekly file payments and the additional
file payments are charged quarterly based on a legal entity level complexity
categorization. There are four levels of complexity evaluated: minimal, simple,
standard and complex, each with their own price. These are determined by the
number of runs, bills, bank accounts, payment files and the degree of automation
of the payment file. The category cost is allocated to a legal entity. The entity
controller divides the cost by percentage to its reporting units to form the final

cost allocations. (Interview 2)
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3.1.2 Manual Payments

Manual payments fall into four types. There are urgent payments for which the
same payment material is collected as for the weekly file payments but which are
run immediately because of urgency. There are customer reimbursements that are
also collected in the same way but are paid back to the customer via the accounts
receivable. There are prepayments that involve no invoice are paid in advance.
Lastly, there is the category of “other payments” that include taxes, rents, human
resource or other administrative payments that involve no supplier. A record of
these requests is left in the BPOpen system or the intranet if the request comes
from a MacGregor unit. However, a record to SAP is also created by the payment

team to create a record for accounting. (Interview 2)

The manual payment services are then recharged from the reporting units. The
number of requests is first counted per legal entity, and the entity controller then
allocates a percentage of the charge to each reporting unit. The recording unit
details are collected in the request form, but the field is not mandatory so the
record is not comprehensive. The problem is that some invoices that are paid
cover several reporting units and, therefore, cannot be directly assigned to a

specified reporting unit. (Interview 2)

In practice, the manual payment recharge data is gathered in two parts: the
MacGregor data is retrieved from an intranet form cache by the service manager,
while the Hiab and Kalmar data is retrieved from the BPOpen system. The
recharge data reports take the form of an excel file, where each transaction data

can be appointed to a legal entity. (Interview 2)

The aim is to have no manual payments, and the purpose in charging is to
discourage the customer from requesting them (Interview 6). The charge for them
is calculated to break even with these unbudgeted transactions. However, this is
problematic in the case of manual payments belonging to the “other” category, as
these payments are performed quite regularly. As manual payments are

discouraged, they should include least of all regular payments. (Interview 2)
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3.1.3 Accounts Payable Invoices

The indirect purchase invoices and the purchase invoices with or without purchase
orders are processed and recorded in the accounts payable. These do not include
taxes or community fees. For Kalmar and Hiab, most invoices are automatically
scanned in the Basware scan service. The invoices that come via e-mail or service
desk are scanned manually. The e-invoices come through the Liaison portal. The
same applies to MacGregor with some variance: Some invoices are scanned
manually, but most are scanned in Basware. The amount of work is the same
between MacGregor and the two other business areas. The workflows are separate

only because they use different SAP platforms. (Interview 5)

The invoices are recorded from Basware to SAP. The accounts payable team uses
certain criteria of due date, sum total or vendor to pick the invoices from the
queue. Certain details are defined for the invoices either automatically by the
system or manually by the accounts payable team. The invoice is then saved in
SAP as posted invoices. The posted invoices are the charged transaction units for

this service. (Interview 5)

The posted invoice data is gathered from the two SAP systems to create the
reports for recharging. These are excel files that use SAP document types to
calculate transaction amounts for reporting units. The service manager conducts a
sanity check of the contents, especially for duplicate records, as the system might
create them. For three reporting units, there is a special way to deal with charging,
because these units handle certain invoices themselves which need to be omitted

from the charging accordingly. (Interview 5)

Beginning in 2015, some of these invoices, called “electronic data interchange
invoices” (EDI), which move entirely inside SAP between the internal reporting
units, will be given a new recharge model. These invoices will be priced lower,
because they require no manual work. They have a document type of their own
which can be used to define their separate charge per reporting unit. Another
special case is e-invoices that require no scanning and therefore cost less. They
arrive at the Basware invoicing system where they are identified as e-invoices, but

when they move to SAP, this identifier is lost. These invoices could be charged on
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a lower price, if proper development in SAP to identify them were performed.
Active promotion for this development could be pursued outside the scope of this

thesis. (Interview 4)

3.1.4 Travel Claims

When Cargotec personnel need to travel on work-related trips, they request
compensation via travel claim forms in the intranet. The accounts payable team
processes these requests. Each request is a recharged transaction. At MacGregor
claims by up to five people can be covered on a single request and only one
request is charged. For recharging activities, a list is created from the intranet of

ready created requests complete with reporting unit details. (Interview 5)

3.1.5 Vendor Master Data

The vendor master data holds the details of all Cargotec suppliers. New supplier
records or changes to them are requested in the Service Now tool in the global
process model (GPM). Countries outside of GPM use the intranet forms for the
purpose. The master data team makes the requested records and changes in SAP.
Each request is then charged. The intranet tool can be used to extract an excel
report of the requests for non-GPM countries including the details of the reporting
units. A similar report is created for GPM countries from the Service-Now tool.
The reports, however, only display the reporting units where the requests come
from, but there is no mention of what has been requested. Hence, to review, the
service manager has to do some manual work to spot-check that there are not
duplicate requests or requests that should not be charged. Mostly duplicate
requests are eliminated as part of the extraction process. To simplify the service
process, countries outside of GPM are to be included in it in the year 2016

(Interview 6). (Interview 5)
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3.2 Accounts Receivable

3.2.1 Customer Master Data

All customer details are maintained in a master record of customer master data.
Therein each customer is listed by the VAT identification number and also by
details such as names, addresses, contact details and credit limits. In the global
process model is a form in the Service Now with which any person from a
business area can request the opening of a new customer record or the changing of
one. The created request is the unit for charging. For recharging purposes this is
the easy model, because it is a single channel where the requests come from and
are categorized and counted by the reporting unit. However, there are also so
called “lift ‘n shift” process areas that have not yet entered the global process
model and exist as is. They are to become a part of the global process model in the
year 2016 (Interview 6). Requests are made to them via an intranet form where,
on the one hand, data fields are easily bypassed. On the other hand, the larger
issue is that the form does not automatically recognize the business area of the
request. The reporting unit data is, therefore, manually collected from each

request to an excel tracker file. (Interview 3)

3.2.2 Customer Payments

When Cargotec sells something and a customer pays for it in whichever way, the
payments team allocates the incoming payment to the open invoices in the ledger,
and if invoices are left open, they take action on them. Previously these customer
payments have been recharged, depending on the number of invoices that need to
be matched to payments. However, this has been an unfair charging method, since
some business units sell big and expensive products on a single invoice, while
others sell high volumes of a number of different products in small invoices.
Handling the payment requires the same amount of work regardless of how big
the payment is. This recharging method was changed for a new one in early 2015
wherein the number of manually-cleared invoices is the charging principle.

(Interview 3)
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About 50 % of the customer payment invoices at Cargotec use a reference number
and can therefore be automatically matched to their proper payments in SAP. This
leaves a number of payments that need to be matched manually with their
invoices. Furthermore, a bundle of many invoices can be paid in a single payment,
in which case the payment is accompanied by a list of covered invoice numbers

that should be cleared. (Interview 3)

Basically, bank statements that are updated electronically display a payment from
an external customer for a given date. The accounts receivable team can then
allocate the payment accordingly to invoices in the general ledger. This is simple
in itself, but often the complexity stems from understanding which invoices are
related to the payment. This often involves messaging with the local people to
help determine the correct allocations. Weekly or monthly reports on unallocated
payments are also sent. They are booked as unallocated payments and a set of
procedures and reports are utilized to allocate them, but this can take months in
the worst case. (Interview 3)

These manual payments are more burdensome to clear than simple one-to-one
invoices. Therefore, the basis for recharging is the number of manually cleared
invoices rather than manually cleared payments. This is not fully equal, but the
amount of work correlates with the number of manually cleared invoices, and this
number can be acquired by business area to produce the recharging data. The
recharging data needs to be gathered separately for each legal company and no
single data extract can be taken. This requires the knowledge of applying the
correct item clearance dates, the included document types and the excluded
internal and intracompany accounts. Additionally, some extra steps are taken with
the MacGregor reports to exclude local entries from charging. (Interview 3)

3.2.3 Manual Billing

When a frontline company sells something to an end customer, they order the
equipment from the principal company factories. Then the principal company
charges the frontline for the equipment. The same is true for spare parts used in
the maintenance work for the customer. Only the frontline companies charge the

end customer. The charging company creates an intercompany billing request in
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BPOpen. Some requests are continuous while others are one-off or include
multiple bills. On the basis of the request the intercompany team then creates an
invoice in SAP without a sales or purchase order. The invoice is then printed and

sent to Basware. (Interview 3)

This manual creation of an invoice is the recharged service. This can in some
cases be done to external companies as well. For example, if Cargotec owns a
building somewhere and has another company on rent there, the rent can be billed
this way. To collect the recharged data, a report of the number of manual billing
invoices by the reporting units is generated from SAP. Because there are two
different versions of SAP in use — one for Kalmar and Hiab and another for
MacGregor — there are also two different excel file reports this procedure is done
with. The MacGregor report needs some extra steps, as they have people of their
own working on the manual billing invoices as well, and they are not charged.

(Interview 4)

3.3 General Ledger

3.3.1 Period End Closing

Each legal entity has a monthly closing of accounts performed in a predetermined
schedule. In general, the period end closing activities prepare financial reports,
balance confirmations with the accounts payable and the accounts receivable,

accruals, reversals and foreign currency revaluations. (Interview 1)

This service is charged on the basis of a legal entity level complexity
categorization. There are four levels of complexity evaluated: minimal, simple,
standard and complex, each with their own price. The category cost is allocated to
a legal entity. The entity controller divides the cost by percentage to its reporting
units to form the final cost allocations. The amount of work is measured by the
number of full-time equivalents (FTE) reserved for the legal company. This is
affected mostly by the size of the legal entity but also by local legal requirements,
by how much the entity wishes to employ common cost cycles, and by whether
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the legal entity is in the global process model. The countries in the global process
model use the same SAP platform as their only enterprise resource planning tool.
This service is very extensive with a good many activities and it is charged as a

whole because dividing it to smaller activities is not cost-efficient. (Interview 1)

3.3.2 Netting

When two legal entities trade between one another, their accounts receivable and
accounts payable need to be offset, so that any payment is made only for the net
difference between their payables and receivables. This is done once a month for
intercompany trading, and an extra netting is done for certain legal companies

right before month-end. (Interview 4)

This service is charged on the basis of a legal entity level complexity
categorization. There are four levels of complexity evaluated: minimal, simple,
standard and complex, each with their own price. The category cost is allocated to
a legal entity. The entity controller divides the cost by percentage to its reporting
units to form the final cost allocations. The resource measured is the number of
full-time equivalents reserved for the legal company. This is affected mostly by

the number of internal purchase and sales invoices. (Interview 4)

3.3.3 Journal Entry Request Handling

The reporting units have specialized journals of their own for continuous
accounting entries that are transferred to the general ledger. The reporting units
request the entries from their own journals to the general ledger via BPOpen or
intranet forms. Authorizations take place there as well. The general ledger team
then records the entry into SAP and adds the SAP document number to the
corresponding request in the intranet or the BPOpen system. Then, the ticket is

closed and archived for six months in the system. (Interview 1)

This service is charged from the reporting units per journal entry request. To
record and report each transaction, the general ledger team retrieves the
transaction data to a monthly report excel file from each intranet or BPOpen
request as they are processed. This is because SAP cannot store the reporting unit
details for these entries. The service manager checks the recharge report for
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incorrect reporting unit naming by comparing the legal entity totals to their

subordinate reporting unit totals. (Interview 1)

Currently, steps are being taken to move the journal entry activities entirely to
SAP, eliminating the intranet and BPOpen interactions (Interview 7). This
development is scheduled to be ready in 2015, but there is a chance of delay into
2016. As the intranet and BPOpen forms will be eliminated, the gathering of the
recharging data from them will no longer be possible. Therefore, the new setup
will require a new approach to recharge reporting too. A possibility exists that the
change involves removing journal entries from the area of service recharging

altogether. (Interview 9)

3.3.4 Periodizing Postings

The purchase invoices with payments spanning over several months are
periodized to the general ledger. The accounts payable team should recognize
these invoices and mark them for the general ledger team. The general ledger
team, too, keeps track of certain accounts that regularly receive invoices that need
to be periodized. The periodizing entry is similar to the journal request entry,
except that these are not requested separately. These entries are entered directly
from the purchase invoice according to the rules set by Cargotec. Additionally, all
the necessary invoices need to be periodized at the end of the year to the correct

year. (Interview 1)

This service is charged from the reporting units per booking. As each booking is
made, it is recorded for recharge reporting and then charged from the reporting
units. An exception to this is when a single invoice covers several reporting units.
In this case, it is checked which reporting unit bears the largest portion of the

invoice, and the booking is charged from that reporting unit. (Interview 1)

Most transaction data for charging can be retrieved from SAP. A certain account
contains the periodized invoices where they can be retrieved under a set of
conditions. The account lists the postings per line item instead of per invoice
document, so duplicates would need to be removed to leave only the

corresponding unique invoice documents. The problem arises over the invoices
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that contain line items for several reporting units and how to allocate them. If
recharge reporting were automatically extracted from SAP, the technical solution

for this issue would need to be addressed. (Interview 9)

3.3.5 Fixed Assets Request Handling

The details of transactions involving fixed assets are recorded by this service.
These transactions include, among other things, establishing new asset master
data, increasing or decreasing a fixed asset value, changing its cost center or
closing it among other things. New asset master data and changes to existing ones
are requested via the intranet or the BPOpen forms. They are handled as they
come, and the handling is somewhat similar to journal entries but calculated
separately. The volumes are significantly smaller in comparison and the variance
in request types is larger. Any development plan should take this fact into

consideration. (Interview 1)

To record and report each transaction, the general ledger team retrieves the
transaction data into a monthly report excel file from each intranet or BPOpen
request as they are processed. This is because the SAP environment cannot store
the reporting unit details for these entries. The request volumes of fixed assets are
significantly lower than in journal entries or periodizing postings. (Interview 1)

Most transactions create records in the SAP asset module, with the exception of
the creation of new asset master data. Without this recharging reports could be
retrieved directly from SAP, because assets are linked to the cost centers which
can be traced to the reporting units. This can be solved in two ways. Either the
new asset master records will not be charged, or the recharge calculations are
created as the combination of changes in the asset master data and the number of

transactions in the asset module. (Interview 9)

3.3.6 Bank Statement Handling

Entries to bank accounts are processed daily. The banking transactions events are
received from the bank and allocated to customers, vendors, administrative
institutions and others. Some payments have unclear references, so they may be

more difficult to allocate and require manual procedures. This service is charged
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on the basis of the number of bank accounts owned by the legal entity. It has one
bank account per used currency. The legal entity controller then further allocates
the cost to the reporting units by the percentage of the cost. The list of the number
of bank accounts per legal entity is maintained in a tool kit in the intranet.

(Interview 7)

3.3.7 Finance Controlling Master Data Management

This service maintains accounting master data. Excluded are projects and sales
objects which are maintained locally. Included are e.g. accounts, cost centers,
orders and common cost cycles. This service is charged on the basis of a legal
entity level complexity categorization. There are four levels of complexity
evaluated: minimal, simple, standard and complex, each with their own price. The
category cost is allocated to a legal entity. The entity controller divides the cost by
percentage to its reporting units to form the final cost allocations. The resource
measured is the number of full-time equivalents reserved for the legal company
(Interview 7). The category charging principle is applied here to encourage data
maintenance by legal entities. Charging them for updates would discourage this

behavior. (Interview 1)

3.3.8 Legacy Interface Monitoring

Legal entities in Finland and Sweden still have certain legacy enterprise resource
planning systems in use. They are meant to be shut down in the long term. Some
system instances are currently involved in projects to shut down some but not all
of them. Meanwhile, interfaces with these systems and the SAP system need to be
maintained, which is done by this service. (Interview 1)

Some accounting documents are created in a legacy system, so this service
collects them and records them to SAP automatically. Manual work is created
when the automation fails owing to some document error. This work needs to be
charged. However, a single document may create even hundreds of error
documents but can be solved with a single fix, so the number of error documents
is not the basis for charging. Instead, the total number of documents moving
through the interface correlates better with the amount of work and is more

predictable. Thus the charging is based on the number of documents. (Interview 9)
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The number of documents created by a legacy system is retrieved from SAP
separately for each legacy system used. A single legacy system is mainly owned
by a single reporting unit, so the allocations are straightforward. The single
exception to this is one legacy system that is shared between two reporting units.
The passing nature of these systems is a reason to think twice whether to automate

charging for this service. (Interview 9)

3.3.9 Treasury Back-Office

The Treasury Back-Office services are offered to the Cargotec holding company.
They include control and consolidation instruments for banking, such as foreign
exchange accounts, futures and corporate guarantee. The service has a fixed
charge which is the full-time equivalent of a single person who operates the
service in-house. This service is only used by one reporting unit. (Interview 1)

3.4 Summary of Current State

There are two primary areas of development. The first one is to create the pricing
models and the service structures for the Finance services in the service
management system. This should be done to all the services. The second one is to
automate the flow of the key measures of the charging data from the source
systems to the service management system. Service automation should be

considered specific to each service.

The services are divided into three service areas: General Accounting, Accounts
Payable and Accounts Receivable. Each service needs to be created as a separate
service card under these service areas in the service portfolio. The services fall
into four charging models: transaction-based, a percentage of transactions,
category-based and fixed fee. The charging models of the services can be seen in
Table 1 below. The state of the service in regard to automation has been

summarized there as well by the following indicators:
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e Ready for automation: The recharge reporting is currently operated from

the source system with identifiable transaction indicators.

e Automation with adjustments: The recharge reporting is not currently

retrieved from the source system, but it is possible with adjustments to the

process.

e Publish: The transaction data flow cannot be automated, but the charging

principles are to be published in the service catalog.

Table 1 List of Finance services, their charging model and state for automation

Service Area

Service Offering

Charging Model

State

Accounts
Receivable
Accounts
Receivable
Accounts
Receivable
Accounts Payable

Accounts Payable
Accounts Payable

Accounts Payable
Accounts Payable

Accounts Payable
Accounts Payable

General Ledger
General Ledger

General Ledger
General Ledger
General Ledger

General Ledger
General Ledger
General Ledger

General Ledger

Customer Payments
Processing
Manual Billing

Customer Master Data
Management

Vendor Master Data
Management

Invoice Processing

Cargotec SAP EDI
Invoice Processing
Travel Claim Handling

Manual Payment
Processing

Weekly File Payment
Processing
Additional File
Payment Processing
Netting

FICO Master Data
Management
Period End Closing

Treasury Back-Office

Bank Statement
Handling

Legacy Interface
Monitoring
Periodizing Postings

Journal Entry Request
Handling
Fixed Assets Request
Handling

Transactional
Transactional
Transactional
Transactional

Transactional
Transactional

Transactional

Percentage of
Transactions
Category

Category

Category
Category

Category
Fixed
Percentage of

Transactions
Transactional
Transactional

Transactional

Transactional

Ready for automation
Ready for automation

Automate when all
entities in GPM in 2016
Automate when all
entities in GPM in 2016
Ready for automation

Ready for automation

Ready for automation

Automation with
adjustments
Publish

Publish

Publish
Publish

Publish
Publish
Publish

Publish
Automation with
adjustments

Publish

Automation with
adjustments

The recharge reporting is performed in the Service-Now tool. In practice, the

service managers extract the transaction amount data of each service from the
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source systems. This data is collected to a master excel file to perform the
calculations for charging. The outcome total of all the finance services for each
reporting unit is copied from this excel file to the Service-Now tool for reporting.
Therefore, the charges for the Finance Services are reported merely as a single
figure. This reporting should be done in the service level and not just as their sum
total as it is now. The reporting should go into detail in the amounts of
consumption and in the charges for each service and reporting unit. These

capabilities need to be built separately.
Services with Transaction-Based Charging

Roughly half of all the services create transaction records to the source systems
that can be used to identify the costs for charging. The transaction data flow can
be automated from SAP for the following services: invoice processing including
EDI-invoices, customer payments processing, manual billing and legacy interface
monitoring. The same can be done for travel claim handling from the intranet tool.
Since legacy interface monitoring is such a small service that is meant to be shut
down in the long term, the benefits of automation should be measured against the

costs.

The customer and vendor master data services operate quite similarly with the
service requests coming from two different sources: the intranet and the charging
system. The customer master data management transaction data is retrieved
directly from the request. This is because of the two separate source systems used.
For that same reason, vendor master data management transaction data is retrieved
with two separate reports. The countries outside of the global process model are
planned to be included in it in 2016 and pushed to replace the intranet forms with
the Service-Now system. That would be a reasonable point at which to automate
the transaction data flow within the Service-Now. If the automation were not
postponed, the charging would be performed in two separate processes for this

service, somewhat diminishing control over it.

The journal entry request handling, the fixed assets request handling and the

periodizing postings services are charged as transaction-based services, but these

41



transactions are not currently entered to any system directly. The transaction data
is collected directly from the requests themselves to create reporting documents.
Work is currently ongoing to automate the journal entry request handling service,
and it is estimated to be ready in 2015 or 2016. This will entirely reconfigure the
reporting process and possibly even render obsolete the charging for the service.
The fixed assets request handling would also need some reconfiguring of the
charging data collection in case it is seen as beneficial for it to be automated.
Either the creation of new asset master records will not be charged, or the
recharge calculations are created as the combination of the changes in the asset
master data and the number of transactions in the asset module. The periodizing
posting reports can, for the most part, be automated quite straightforwardly. Some
postings, however, belong to several reporting units. Currently, these postings are
allocated to the reporting unit bearing the largest portion of the posting. If
automated, the rules of calculation and the technical solution to these cases need

to be solved.
Services with Category-Based and Fixed-Fee Charging

The category-based services are divided into four cost categories that are based on
the amount of work required: complex, standard, simple, minimal. For each
service, a legal entity is given one of these categories on the basis of the service-
specific calculations of the amount of work required. The legal entity controller

then allocates this cost to the reporting units at their own discretion.

The fixed-fee model applies only to the treasury back-office service. It employs
one person full-time in its activities and, therefore, its cost is fixed. This service is
only used by a single legal entity. Since the costs of treasury back-office services
cannot be influenced in the short term, there is little benefit in creating automation
of reporting for the payroll system. Therefore, the costs for this service should be
published and maintained manually in the Service-Now.

Services that utilize a category model or a fixed-fee model of pricing are, in
general, not worthwhile to automate on a transactional level. These services are so

broad and complex and naturally tied to the legal entity level that finding definite
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drivers at the reporting unit level is either not possible or the costs exceed the
benefits. The transparency of these services can be improved by publishing and

maintaining the categorization and the related costs in the Service-Now.
Services with Percentage of Transactions Charging

The number of bank accounts is the charged unit of the bank statement handling
service. The bank accounts are owned by legal entities, which divide the costs of
this service to their reporting units. This service cannot be automated to the
reporting unit level. The number of transactions and the allocation procedures
should be published in Service-Now.

The manual payments service records instances of manual payments to SAP with
reporting unit data, but this data is incomprehensive. Automation is possible if the
reporting unit field in the request forms is made mandatory to fill in and the
allocation principles are defined for payments covering several reporting units.
Further inquiry into the manual payments process itself is warranted to establish
how regular manual payments should be handled, as manual payments in general

are discouraged.
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4 Benchmarking

In this section, three companies are examined to compare their service charging
models. The case companies were picked as a convenience sample. In the first two
companies, the IT services are focused on. The third company has a highly
integrated charging model between the different support functions so that is
treated as a whole. Their charging processes and reporting are described and
analyzed in order to identify models that can be referenced to or incorporated into
the CSC Recharge development. The data was collected through interviews with

the case company representatives who work on service charging.

4.1 Company A

Company A is an international manufacturing corporation. It has recently split
into two companies, so the IT service center has also had to reorganize. The
company used to have three different business areas, so there were three different
IT departments plus one for infrastructure services. Now the IT departments have
been brought back together, which has reorganized a good many processes.
Currently, the company operates in 50 countries and has 15 000 users. The service
center includes IT, finance, HR and indirect procurement. It delivers services to
the users and then charges the costs in order to run on a zero balance. Each service
section operates in a slightly little different way. The IT Services currently has the

most global operating model, and that will also be the focus here.

The IT Services has been divided into three different service scales or areas: local
services, regional services and global services. They are managed in four activity
groups: development, infrastructure, applications and projects. The global services
are managed centrally and form the largest cost element at 70 %. There are four
regions, each with their own financial management, i.e. their own budget and

allocation rules. The local services are offered directly to companies which
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number about 80. All the relevant costs are currently included in the IT service

charging model and the service center runs on a zero profit.

The previous charging model was very detailed. Each service had very accurate
cost monitoring. For example, the Basware team operated the application layer of
the service. It needs beneath it middleware, databases, servers and hardware. The
Basware team would have a contract with the Infrastructure services to provide
these. The team would then be internally charged for the services. The total cost
was charged accordingly from the service users. The costs were monitored and
forecast to provide a unit cost. This process was highly automated with the user
management often integrated with the cost management system, which was
further integrated with the enterprise resource planning system SAP. When the
company was reorganized, this model was deemed to be too detailed with too
many small services. It was decided that the internal allocations provide less
additional value to the corporation than focusing on actually optimizing the
money IT has in use.

Now the emphasis is upon the total cost of IT. It is considered to be of secondary
importance how the internal allocations are made from there. The management
authorizes the total budget for IT, and IT wants to own the cost and to minimize it
or to create the most added value possible with it. Previously, IT focused upon
providing services to the business units, and it was more the business units that
decided which services they wanted to use. Now the business units express what
they need and are charged for provision of services. It is trusted to IT to provide

the service at the lowest expense and highest quality possible.

The IT expenses are incurred mostly by the IT Services that serve the needs of the
business. Nevertheless, approximately 10 % of the expenses are created directly in
the businesses. Such expenses include phone connections and some proprietary IT
expenses. 90 % of the expenses belong to the IT Services, where they are spread
between global, regional and local services. They are monitored by expense
accounts which are divided into personnel, travel, external, other and amortization
expense accounts. These expenses are owned by the IT Services and the business

units cannot have too much influence on how they are allocated.
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The IT expenses accrued in the business units are charged back from the IT
Services. 15 companies accrue costs that do not belong there. These are the costs
created by the IT personnel located in the companies. The companies send 20-30
invoices per month to the IT Services to clear these expenses from their accounts.
Then, these expenses are included in the invoices that the IT Services send to all
the business units. In this way, the business units will not get the perception that

they are paying twice for the IT services.

In general, the expense management and the expense allocations are handled
separately. A legal company receives a single invoice. It is then up to the
company to decide on the allocations to its subsidiary units. The inherent
weakness in this approach is that the IT Services lose control of the expenses at
the lower level. They cannot observe the expenses at the business unit level and
cannot, for example, state their total costs for reporting purposes. Work is ongoing
to close this gap. On the other hand, the invoice traffic is minimized in this way.

Focus is moved from finer details onto larger entities.

Unit pricing is based on budgeting. The budgeting figures are compared to actual
the costs, and it is agreed separately whether to reimburse or charge more if the
actuals are below or above budget. 75 % of the global expenses are charged on a
volume basis. 25 % are divided between companies on the basis of net sales.
Hence, the bigger the company, the bigger is the share in infrastructure and other
global costs. A company is charged these costs whether or not they use the
volume-based services. They receive a certain value from being involved in the

basic infrastructure and in the service concept.

Some idea of how concise the charging model is can be gathered from the fact
that the service pricing has been published on a single A4 sheet of paper. IT
Services has bundled services together to get rid of managing a wide array of
small and detailed services. Certain regional service costs, such as active directory
and service desk, have been allocated to the workstation costs. The common costs
are pooled to include certain costs of infrastructure, reporting, ERP and designing
systems, which are allocated on the basis of the ratio of the net sales. The IT
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Services reasoned that every unit uses one or another service on average, whatever

service it may be, so all the units are entitled an allocation of the total costs.

The Microsoft Office software is one of the few services where the IT Services
steer customer behavior. It is charged by use in two categories. Reflecting the cost
of the software, a bigger price is paid if the Microsoft 365 software is installed on
the workstation, and a smaller price is paid if it is only accessed in the cloud.
Video services, too, are charged by use with different pricing for installations on
workstations as opposed to those in conference rooms. Telecommunications and
network costs are charged by use where incurred. In general, the developing
countries may have very high costs in these areas, whereas the developed
countries have low costs due to local infrastructure. Customer relationship
management software and reporting are charged by volume. Engineering and
designing software licenses are charged separately. The licenses are centrally
pooled and charged by hours of usage. This is because the company has
operations around the world. When office hours end in one part of the world, the
licenses are free for use elsewhere. The SAP ERP system is charged in low,
medium and high user categories depending on the degree of utilization.
However, there are still some legacy systems the IT Services is trying to replace
with SAP. The HR system is charged by headcount, albeit with the same
categorization of low, medium and high user, depending on the country and its
labor costs. Projects are charged separately if something new is produced. If
existing things are improved or fixed, then certain costs will be included in the
unit pricing. The internal costs and the transfer pricing costs are included in the

pricing.

The volume data is currently collected by one person. Previously, the service
management software Lotus Notes had integration into workstation management
and, where so desired, into user management. The service managers could choose
whether to gather volume data via the integration or to continue gathering it
manually. Thus, at least the major changes were duly registered in the charging
process. This mode of process relies quite heavily upon the service manager. So,

too, does the guiding principle in the Lotus Notes software in general. For the
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current process, this is too detailed and reliant on the service manager. Therefore,
there is now one person who receives raw data of the user lists from the service
managers and feeds them into the system. This involves some work, as the user
lists have to be compared to the records in the HR system to match the users to the
correct business units. When the users of each business unit are listed for each
service, they are compared to the current volumes, which are changed

accordingly.

The IT Controller does the calculations for charging. The creation and the sending
of invoices are automatically performed in SAP. The service managers receive the
invoices and the volumes behind them. They decide on their own judgement how
the changes in the volume data are allocated to, and charged from, the business

units.

The next plan of action is to automate the rules of the manual volume data
collection and calculation. The current state of automation has eased the workload
of the financial services to the benefit of the corporation as a whole. The next
development there is to eliminate the traffic of the internal invoices altogether and
operate the charging as internal SAP transfers. At that point, the service managers
will not need to handle the invoices and their allocations any longer. This requires
moving the allocation activities to the earlier stages in the process, which will be

the next phase in the development of the service charging.

4.2 CompanyB

Company B is a media house operating in Finland and the Netherlands. They have
four business areas: newspapers, magazines, radio and TV, and digital services.
The digital services are the growing business area, which includes converting
paper media to a digital form. This means that old forms of business are turned
into a new format. These business areas are divided into 12 companies which have
business units underneath them, totaling about 10 in Finland and 30 in the

Netherlands. The companies previously had each their own IT units which have
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now been gathered together under the central IT Services. All the IT personnel
and the money, and partly the assets, too, are now under the same roof. Now it is

actually seen, what the total costs of IT are.

There is some resistance to change in the business units giving up their IT. The
digital services, in particular, want to keep their own development functions.
Also, aside from the holding group, there have not previously been any horizontal
functions in the corporation, so the IT Services faces a unique challenge. The
counterparties to IT in the businesses are the business unit management and the
development managers. The IT Services has retained demand management, so
they not only provide services on demand but can also control supply and demand

to some extent.

A current challenge is that there is not yet a service catalog in use. Consequently,
the work breakdown structure (WBS) for charging currently serves as the service
catalog. There is no standard service definition structure. The Business Solutions
area has over 100 titles that it offers. The Infrastructure Services, on the other
hand, are grouped into seven service offerings, such as collaboration, connectivity
and end user services. The Customer Solutions, where the new digital business is

located, employs a mix of the two structures.

The IT Services need to decide what they want to display in their service catalog.
Listing all the different and fragmented HR systems, intranet systems and finance
systems that are in use is good for transparency. Still, the business units do not
need to see everything. If a mandate has been given to the IT Services to control
certain costs, then the business units just have to trust it to them. The catalog
needs to state what is beneficial to be seen by the business units and is actually

related to their decision-making.

The IT Services operate on a zero profit concept. There are three cost types of the
IT services: Run & Maintain, Development and Infrastructure. The charging takes
place in two categories: the infrastructure and the common services are charged in
a management fee, and the services and the projects that the business unit orders

are charged directly. The infrastructure includes hardware and middleware, while

49



the common services include things such as finance systems and group function
cost monitoring. These are all something everyone pays for even if they do not
use them, so the business units would not try to affect things such as these that are
not in their objectives. The management fee directly affects the bottom line. The
cost ownership and the goals for the infrastructure services are in the hands of the
IT Services, in whose interest it is to lower these costs. The direct charges are
included in the contribution margin and are affected by the goal setting and
decision-making in the business unit. Even though the management fee
allocations are outside the goal setting of the business units, they can spur
discussion of what they consist of and what can be considered fair charging for

them.

The infrastructure and the common service costs are allocated to companies with
the key of net sales. The companies then allocate the costs to their business units.
Thus, the business unit revenue is divided by the total revenue of all the business
units using a given service. This ratio is multiplied with the total cost of the
service to end up with the cost of a service for a given business unit. These prices
are frozen for one year and communicated to the business units. The Business
Solutions services are given entirely to the business unit ordering the service, and
several units ordering the service agree on the allocation percentage among

themselves.

The infrastructure proportion of the services can be regarded as fixed costs, and
the tendency is to move towards the least possible amount of fixed costs and the
largest possible amount of variable costs. In this way, industry fluctuations and
service scalability can be reacted to. However, the aim is not to get too detailed in
identifying and allocating the costs. A risk exists that things become too
fragmented and too detailed, making it harder to focus on the whole and easier to
concentrate on smaller things. The IT Services are trying to find a middle ground.
The internal charging needs to be correct in order to stress the business unit
properly. For instance, video conferencing services, albeit resource-intensive, are
not currently charged by usage, which runs the risk of diminished cost awareness

for the service. However, the internal charging cannot be the only control
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mechanism, and policies for phones, workstations, etc. need to be in place. The
internal charging is, optimally, a tool to help with decision-making. It should give
the business units a clear idea of the consequences of the decisions in terms of IT
and its costs. Currently, the allocations and the pricing are based upon estimates
and actual costs, but calculations that flexibly adapt to occurring changes are

under development.

The managing and charging of the services is structured on a three-level
hierarchy. On the top is the service domain level. The service management
operates on this level. The second level is the charging level on which the services
are priced and the costs allocated. The costs are still monitored on the third level,
though it is not the basis for the charging and some services do not have a third
level to them. For example, the Business Support Services are a service domain.
Beneath it one can find the HR and Financial Management services. These have
service components such as SAP HR, Payroll, Hyperion and Basware. Currently,
the services and the projects have not been separated from one another, which can
be confusing. One needs to dive quite deep into the hierarchy to know if a process

is a service or a project. Dividing the two is under consideration.

The costs are recorded using service and project numbers, and the expense types
are separated on expense accounts. The customer can see a plan of how the costs
will be incurred from the different work breakdown structures in SAP, i.e. means
they can be seen per service. They are billed according to the plan each month.
When the actual costs are balanced quarterly, the plans are updated. In practice, a
service WBS collects the total costs of the service in SAP that it then allocates to
the business units. The IT Services has a customer WBS for each business unit
where the cost is placed, and in the business unit is a receiving WBS. If the
estimates are changed, the totals, the allocations and the WBS relays are updated.
The internal customers then receive an internal charge in SAP when the

allocations are run.

The service and project managers have the following tasks in charging. Weekly,
they enter the actualized costs onto Basware and collect the internal full-time

equivalents to a template. They are delivered to a demand manager. Quarterly,
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they update the service and project plans to SAP, which include monthly

estimates of the internal full-time equivalents and the external costs by WBS.

Budgeting is simple. The services and their plans are updated as well as possible
in June. They form the Run & Maintain costs of the following year. The business
units decide on their own how much they will invest in Development. The
industry is fluctuating so much that heavy budgeting processes are avoided and

the preference is on continuous forecasting.

4.3 Company C

Company C is a large international information technology service provider. Its
operation branches into four industry groups and three service lines. Hence, the
service lines offer services across the four industry groups. Similarly, there is the
Support Function that offers its services to the industry groups. The services
include Finance, HR, IT, Strategy, Marketing and CEO services. These divisions
are referred to as service levels with their own naming. The corporation level is
referred to as L1. The industry groups are named L2. L3 is the service line level of
an industry. L4 is the customer level. L5 can be a customer team or a service team
in which there can be from 20 to 200 people. The service cost allocations are

performed on the L2 level.

In 2013, the company moved to a project-based operative accounting model from
a traditional cost center -based financial accounting model. Instead of recording
expenses to cost centers, this model records them to the projects. The financial
accounting still exists for the making of income statements, but the businesses set
their goals through the operative accounting. Hence, in theory, all the financial
accounting figures should match with those of the operative accounting. In
general, the financial accounting shows the costs of operations and the operative

accounting shows the activities of operations.
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There are several project types. Customer projects are a very natural type of a
project at the front of the operation. Nevertheless, additional project types are
needed to account for costs that are not directly related to the customer projects.
There are sales projects, training projects, administrative projects, business
development and free capacity & idle time projects. By adding all the costs and
the revenue of these projects, one arrives at equal outcomes with the financial

accounting income statement.

The operative accounting calculations are performed as follows. The external
revenues and their related delivery costs are entered in the customer projects.
They sum up to a delivery margin. This is the first margin that is followed. Then,
all the internal costs are put together to form the operating cost. Subtracting these
from the delivery margin yields the operative margin. This is practically the main
margin that is followed at the lower levels and also on the L2 level. The allocation
costs are subtracted from the operative margin to form the profit margin. This
margin is only visible on the L1 and L2 levels. Thus, the costs of the
administrative services are visible in the cost allocations in the industry group
profit margin. This is intentional. The units at the lower level measure their
operative margin, where their actual profitability lies. The profitability of a project
should not be affected by how figures in support functions change.

The reason to move to this form of accounting is that the units would not do
business with the internal sales or speculate on their profit with the administrative
services. Such internal trading does not benefit the monitoring of the business
projects. The administrative services are measured separately and reported on the
higher L2 level. For pricing and other metrics, there are separate tools to estimate
the full costs.

From the point of view of financial accounting, is the income statement. The net
sales are subtracted by the costs of sales and other costs to form the gross margin.
The gross margin contains personnel costs, IT costs, the costs of business
premises and depreciation. When these are subtracted, one arrives at the
contribution margin. By subtracting the allocations, the earnings before interest

and taxes is formed. All these numbers should be transferred to the operative
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accounting. For some parts, it is simple. The external revenues and their costs are
always caused by some project they can be allocated to. However, the costs
caused by personnel, IT and communications, real estate and depreciation costs

cannot be directly allocated to the projects.

Instead, these costs are grouped in order to form an hourly rate which is used to
distribute them among the projects. The hourly rates are also used in estimating
budgets, business cases and customer cases. The rates are created by adjusting the
personnel costs to the different salary levels across the different cost centers
within a country. The IT and other costs are proportionately added to this rate.
The rates are fixed for one year if no event triggers adjustments. However as these
are averages, there is, as a result, some difference between the financial

accounting and the operative accounting.

Hence, in practice, the personnel keep a record of the hours they spend on
projects. The record makes visible the additional indirect costs of these projects.
All time cannot be dedicated to the customer projects, however. The support
function costs are what remain to be distributed by the cost allocations. Payroll
services are a good example of such a service — it cannot be directly allocated to

the customer projects or the supporting projects.

The idea is that the costs are allocated to the units that use the services.
Furthermore, one should be able to examine the operative accounting from two
perspectives: the industry group perspective and the service line perspective. Both
the perspectives should end up with the same total outcome. In order to achieve
that, the operative costs of the internal projects need to be allocated to the service
lines. Simultaneously, the operative costs of the service lines are allocated to the
industry groups. The Support Function costs that cannot be directly allocated to
any project are allocated to both. The rationale behind the allocations is that the
industry groups benefit from the competence of the service lines, and the service
lines benefit from the sales work by the industry groups. Some additional costs,
such as CEO or treasury costs, are not allocated at all and are retained by the

corporation.
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The allocations are set according to the ratio of the delivery cost. The project
delivery cost is compared to the sum of all the project delivery costs in an industry
group. Respectively, in the higher L2 level the ratio of external revenue is used.
These allocations are done monthly and are based on the forecasts performed by
the business units. The forecasts are compared to the actual costs quarterly, and

the differences on the accounts are fixed.

A separate group of allocations are those of legal reporting, which are for transfer
pricing requirements. Transactions between two legal entities need to be charged
with set pricing, so it would not appear as the company is showing taxes in certain
countries. These allocations are global and local and can be separated by the cost
centers. Certain people work globally, so their costs are distributed in the legal
allocations both in the service lines and in the industry groups. Local work is
allocated to the country it takes place in. These allocations are based on the actual

costs. The allocations are done twice a year.

The benefits of the new model are that little focus is on the internal trade. The
business units are focused upon the actual business and the administrative fees are
discussed in the group level. This is possible because the business goals are set in
the delivery margin and the operative margin where they are not affected by the
allocations. Also, a company-wide shared ERP system and the process of keeping
a record of the hours dedicated to the different projects need to have been rolled
out for this to be possible in practice. Company C has experienced that the
practice of keeping a record of the hours has been accepted more easily in some
units than in others. Some units are already accustomed to keep the record for the
billing of customers. Others may need to be explained the rationale so as to better

adopt the practice.

4.4 Benchmarking Summary

All the case companies have fairly recently had some restructuring in their service

centers or support functions. The restructurings have moved them away from
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fragmented service management practices to a more centralized and controlled
approach. For these companies, this movement has also meant an intentional
detachment from detail-oriented financial monitoring. The focus and the control
have been related to a higher-level approach to service management. A highly
detailed knowledge of the services and their costs has been considered less
relevant to the added value of the service center. This may be considered to be a
more traditional financial accounting approach rather than an Activity-based

Costing approach.

Less use of automation has accompanied the lower level of detail in the financial
management of services, especially at the end of the activity drivers. The direct
monitoring of service consumption has been circumvented in the service charging
structure or has been left outside the focus. In Activity-based Costing language,
resource driver data is collected automatically while activity driver data less so. In
conclusion, the processes or the practices the compared companies use are not
transferable for the purposes of CSC as such. This infers little direct implications
for the scope of development dealt with in this thesis. Indirectly, however, this
implies that, among companies discussed, CSC stands uniquely in a position
where the Recharge automation is possible and beneficial. High reporting
capacities are fitting for the current model of financial management.

Also, some inference can be drawn that service centers tend to focus financial
controls more upon the resource and service provision side of operations and less
upon the activity and consumption side. This is understandable if mature Service
Management principles are perceived to promote more of a customer-provider
type of relationship for the shared services. It could be interpreted that the service

center has more control over their “own side” of the services.

All the companies also identified room for improvements and systemic flaws in
their service management approaches. The control over certain aspects of service
financial management seems to be accompanied by the loss of control over other
aspects. A robust charging scheme can lead to the loss of financial information on
the lower levels of service reach and to less control over customer behavior, as

demonstrated by the case company A. Centralizing management of the service

56



provision from the business units for the case company B runs the risk of reducing

customer cost awareness.

Company C had the most mature financial management practices in place. Their
project-oriented approach also came across as the most unique among the
companies. Company A had substantial experience in service management and
service financial management. The setup of their operating environment and
processes bore the most familiarity with CSC, although the leading philosophy in
their approach was profoundly different. Company B was mostly in the early

stages in its service management maturity.

The conclusion can be drawn that service charging reporting may be done in
different ways with different logics. The acceptance of the business units for
charging relies heavily on the rationale behind and on how the charging affects
their organizational goals. Companies B and C experienced the fact that any
aspect of charging that affects the performance measurements of a business unit
will be the center of attention. If the performance is affected by management fees
or other allocations, they will become a topic of discussion, even though they are
difficult to directly influence or a comparatively insignificant sum. If direct
consumption items are placed there, they will be in the focus. Company A took
advantage of this by bundling services together to retain control over certain
aspects and to give more choice to the customer in other aspects. This implies that
what is shown to the customer in the service catalog also has implications to this

effect, as also concluded by Company B.

An efficient service center achieves its strategic goals by identifying the things
they have, or wish to have, control over and where more choice and control
should be given to the customer. The service center can then bundle and display
its service offerings to the customer accordingly. This effect is reinforced by the
way in which the service costs are charged from the customer in relation to their
goal setting. To keep control over certain services or other aspects, they can be
charged as allocations outside the measures of business performance. If the focus

of business unit is to be placed on certain costs, they should be charged directly.
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Therefore, a service center with more control over its costs has more of a cost
center profile to it, and a service center that gives more choice to the business
units has more of a business partner profile. The strategies of the benchmarked
companies all fell somewhere in-between the two. In comparison, CSC aims to

position itself more towards the business partner profile.
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5 Roadmap

Prior research on service charging development at this level of detail is rare. As
such the findings in this chapter provide a novel look into the type of development
involved in service charging implementation. This chapter combines all the
material treated in this thesis to create a roadmap for developing and automating
the Finance Services Recharging. The constructed roadmap has been adapted to
project management practices accustomed to at Cargotec. It uses the company’s
development project representation. Implementation time frames and priorities
have been evaluated by the researcher. First, the particular issues and activities
involved are described for each service. Then, the practicalities of how to

approach this development project are discussed.

The Finance Recharge development can be carried out in two phases. Phase 1 is
the standardization of the Finance services in the service catalog. The charging
models that go along with the services are defined, too, and the rules and
processes for the Recharge reporting are defined from there. Phase 1 is a
beneficial development for the Recharging in its own right, but it also lays the
basis for automation in the Finance Recharging, which is Phase 2. In Phase 2,
each service is examined in detail in order to plan, execute and test the automation
of the data flow between the source systems and the receiving system, which is
potentially the Service-Now tool currently used for the Recharge reporting. The
Phase 1 development is performed to all the Finance Services within one system.
In Phase 2, there will be some selection as to which services should automate the

transaction data flow.
Phase 1

As stated in chapter 2, service accounting provides an important standard
language that the service center and the customer can use to measure and
communicate the costs and benefits of the services. Therefore, the first and
foremost thing for the Finance Services is to create service cards for each service

to the service catalog. The second benchmarking case of Company B further
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supports this approach. The service catalog entry describes the service and its
components. It states to the customers what the purpose, the benefit and the costs
of the service are. This includes information on how the service fees are formed,

what their drivers are and how the customer can affect them.

The Service Catalog in the Service-Now tool currently has service cards for each
of the main process areas in the Finance Services. These are Accounts Payable,
Accounts Receivable and General Ledger. This service division needs to be
deepened to accommodate charging for each service. A service card for each
service is created in the Service-Now tool with the input of the accountable
service manager. The service descriptions, the components and the cost drivers are
identified to inform the customers. The service cards are technically
straightforward to create, as a template for it already exists. At this point, a service

has been defined in the service catalog.

The service charging models are simultaneously defined for the calculations in the
tool, so they can be utilized for charging. Each service follows one of four
charging models: transactional charging, category charging, fixed fee charging
and charging by the percentage of transactions. These models do not yet exist as
such in the Service-Now tool and need to be created, along with the rules by
which to process them. Each service is appointed with a charging model. The
charging models of the category charging and the percentage of transactions
require special consideration in that input on usage volume at the reporting unit
level comes from the entity controller. These definitions allow the service costs
and the prices to be set to each service. In practice, Service Accounting is then

possible in the system.

From Service Accounting, the service center can move to Service Charging.
When the created charging models are applied to each service whose price is
defined, the result is a service charge. These are collected, stored and displayed on
in the charging reports. From the reports the reporting units can see the total costs
of each service they use. Thus, a reporting unit controller will see a list of each
service they use, the expense of each service and the total expense of all the

services. Likewise, a legal entity controller will see a table of each service cost in
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each of their reporting units. This logic to create reports needs to be built into the

system.

The next step is a transitional step between Phase 1 and Phase 2. The step is the
automation of the data flow between the current Recharge calculation excel file
and the Service-Now tool. This means creating an upload process that imports the
transaction data used in the Recharge calculations from a template. This can be
used as a temporary way to partly automate the recharge reporting. Also, it can be
used as a pretest for the further automation of transaction data flow — when the
transaction data flows from the source systems directly. This upload automation
development needs to be performed together with the Service-Now

implementation partner. Time and resources are agreed on separately.

Category services are also viable to be automated in Phase 1 to the extent that it is
possible. Transactions are not specifically defined for them, so the data flow
cannot be automated as such. Nevertheless, charging categories can be created in
the Service-Now tool. Together with the reporting unit allocations, these can be
used to create the Recharge reporting data for the category services. For each
category service, a table of categories and their service-specific prices is created.
The calculation rules between category services do not differ from one another.
These services are mostly in the General Ledger services and include Weekly File
Payment Processing, Additional File Payment Processing, FICO Master Data
Management, Netting and Period End Closing. The Treasury Back-Office service
is yet another exception. It needs only to have a single price defined in its service
card, and no further development is needed. Basically, the service is moved to the
tool untouched, but the charging activities are removed from the hands of the
service manager. The same applies to the category services, though they receive a

little more treatment in automation.

The charging activities of three services are likely to remain in the hands of the
service managers. These services are Bank Statement Handling, Journal Entry
Request Handling and Legacy Interface Monitoring. The simplicity of the Bank
Statement Handling charge makes it practically more reliable to continue

operating manually. The cost driver of the number of bank accounts remains fairly
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static, to warrant any automation. These numbers are updated manually, and the
rest of the charging follows along the lines of the category charging model. The
Journal Entry Request Handling is currently undergoing service process
automation that is estimated to be ready in 2015 or 2016. This automation may
entirely displace the need for charging for this service. Until then, the charging
should remain manual or be performed on an upload template. The Legacy
Interface Monitoring is an ever extinguishing service. The service volumes are
low and heading towards termination. This is ample reason to maintain the
manual charging. However, the cost drivers in the service can be identified in
SAP, so the automation is possible if so decided.

Phase 2

The automation of the transaction data flow is a service-specific feat. The details
concerning automation are identified and planned separately for each service.
However, the details are categorically similar. Firstly, the source system or
systems are identified for a service. Secondly, the primary service transaction is
established and the identifiers of the transaction in the source system are
specified. With this information, the service managers are generally able to extract
reports in the current process. Certain manual procedures to treat the data are
usually taken next. The third category of the data needed is inferred from these
manual procedures. This is the part that affects the most the complexity of the
technical implementation of automation. Any checking and control procedures the
service managers do along the process should be analyzed together with the
service managers in case they have become integral parts of the process. Some
service-specific aspects of automation will be gone through in the following

passages.

All the Accounts Receivable services are, at some point, to automate their
Recharge processes. These services include Customer Payments Processing,
Manual Billing and Customer Master Data Management. The Customer Payments
Processing service transaction has been identified as the number of manually
cleared sales invoices, and there are defined identifiers to retrieve the data from
the two SAP systems. The count of manually cleared sales invoices per reporting
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unit is calculated from the raw data. The entries by MacGregor locals are
excluded. The Manual Billing service is very similar. Its cost driver is the number
of manual billing invoices. These have been identified in the two SAP systems,
and cost driver numbers are calculated per reporting unit. The invoices created by
the MacGregor personnel need to be removed from the report, excluded from the

reports and not charged.

Automating the Customer Master Data Management charging will be delayed
until all the countries move to the global process model in 2016. Then, the
request-based service transactions are stored in a single place — the Service-Now
system. The generation and flow of reports from these service requests in this
system is planned with the implementation partner. Automation for Vendor
Master Data Management reporting in the Accounts Payable services is identical

to this service.

Other fairly straightforward services for the Recharge reporting automation
among the Accounts Payable are Invoice Processing, EDI Invoice Processing and
Travel Claim Handling. The invoice Processing and the EDI Invoice Processing
basically use the same service transaction of posted supplier invoice. The EDI
Invoice Processing is rather a special case of the Invoice Processing, and its
service transaction identifiers are separated by a certain document type. These are
retrieved from the two SAP systems. A manual step to remove the duplicate
documents is performed before counting the transaction numbers for the reporting
units. Travel claim handling uses the number of requests as its service transaction.
Each request is saved to the intranet system; their number can be reported from

there and counted per reporting unit.

Manual payments and some General Ledger services require some additional
attention. The Periodizing Postings service uses periodizing entries as a cost
driver in SAP. An account contains the line items that can be used to identify
these, but they need to be picked out with a certain criterion and filtered for
duplicates. These reports have not, however, been previously used in charging, so
their use and automation should be approached carefully. In particular, one should

consider what techniques are applied in allocating the cost of single entries that
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consist of multiple line items. The current rule is that an entry of multiple

reporting units is allocated to the unit bearing the highest stake.

Fixed Assets Request Handling reporting does not use system reports, either. The
service transactions or the number of requests can be compiled with two reports in
SAP. One report is for fixed assets transactions and the other is for new fixed
asset masters. As these reports are not currently in use, some extra attention is
needed in order to define the specific identifiers to retrieve the data on a regular
basis. A decision can also be made to reduce the reporting to cover only the asset
transactions. This would simplify automation. The experiences of redundant
complexity in charging in the benchmarking cases would also support this

approach.

Moving towards automation is the most problematic for the Manual Payments
service. This service is currently charged by a percentage of transactions, so as
such it cannot be automated on the reporting unit level. The automation can be
performed on the legal entity level, where the service transaction of manual
payment is identifiable in the SAP system. After these are calculated, the rest of
the charging would flow in the same vein as the category services with percentage
allocations to the reporting units. However, a case can be made that this service
should follow the transaction-based charging. It is worth considering to tweak the
service process to make the reporting unit field in the requests mandatory to fill in
to enable direct allocations. This makes reports at the reporting unit level possible.
Then, allocation rules are needed for payments that cover several reporting units

to systemize them into charging.

The described actions for each service are summarized in the table below. Phase 1
activities are described on the two top rows. Next are described the activities for
each service in Phase 2. Two of the services have activities marked in red to

highlight that a decision on the course of action needs to be taken for this service.
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Table 2 Finance Services development activities

Service Cards &  Create Service Cards Create Charging Models Create
Charging Category
Models Tables for
Charging
Reporting Create Standard Report Create Upload Template
Automation Layout Automation
Customer Technical definition for Exclude invoices cleared
Payments Manually cleared external by MacGregor locals
Processing sales invoice in SAP
Periodizing Technical definition for Define rule for allocating  Identify and
Postings Periodizing booking in bookings involving remove
SAP several RUs duplicate
documents
Invoice Technical definition for Identify and remove Identify and
Processing Posted supplier invoice in  duplicate documents separate posted
SAP EDI invoices
Manual Billing Technical definition for Identify and remove

Fixed Assets
Request
Handling
Manual
Payments
Processing

Travel Claim
Handling

Customer
Master Data
Request
Handling
Vendor Master
Data Request
Handling

Manual billing invoice in
SAP

Decide charging rule for
FA MD creations

Decide charging model

Technical definition for
Travel claim request in
intranet

Technical definition for
CMD request in Service-
Now

Technical definition for
VMD request in Service-
Now

manual billing invoices
created by MacGregor
users

Identify FA MD
transactions in SAP

Identify Manual payment
in SAP

Define rule for
allocating
payments
involving
several RUs

Development Project

The development actions described above need to be approached in a structured

manner. A project needs to be dedicated to the developments. It needs to have an

appointed project manager and a project owner who enable and facilitate the
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project tasks. Resource and expense plans need to be explicitly formalized. Each
service can be handled as a separate work stream in the project with its own

deliverables.

Each project stream has a planning phase where its deliverables are defined. Each
instance of service charge reporting automation has a defined outcome — a specific
report with the defined data. These definitions are identified and formulated
together with the service managers. When all the definitions are known, a
technical solution and tasks for implementation can be formulated. Resources are
appointed to perform the tasks. The release cycle that is used for implementation
is chosen. The planned work is communicated to the relevant stakeholders. These
definitions are the major part of the work.

Next, the solution is built and tested in the system. If the tests prove that the
defined deliverables are met reliably, the solution can be handed over. Otherwise,
the work stream is rolled back to planning to adjust the technical solution or
definitions. When the solution is handed over, it is documented and taught to the
service managers and the other stakeholders. Lastly, the project can be reviewed

on how well it has met its deliverables for it to be closed.

Below the entire project roadmap is visualized. Phase 1 activities are pictured
above in the white area, and Phase 2 activities are pictured below in the gray area.
The phases can be initiated one after the other or on separate occasions as decided.
Neither do the work streams have to be initiated as shown in the figure. This is an
estimate of what a time frame would look like. The time estimates concerning the
work stream are given in months, with each Phase lasting up to a year. Service-
specific variation can be found in the planning and building steps of the work
streams. The services are arranged in a way that minimizes the overlapping of
resources. On one hand, the Accounts Payable, the Accounts Receivable and the
General Ledger service activities are mixed so that the service managers have to
develop only one of their services at a given time. On the other hand, the build
and test activities within one system should have minimal overlapping. Hence, the
developments in SAP should not overlap among themselves but can do so with

the developments in other systems. Also, the two master data service
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developments at the bottom can be initiated in 2016 at the earliest, but they may
be begun after the other developments, too.

Service Cards &
ChargingModels

Reporting Automation

Months 1 2 3 4 5 6 7 8 9 10 1

Figure 3 Development project roadmap
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6 Conclusions

In this chapter, the research performed and the conclusions made are summarized
in order to answer the research questions and evaluate the impact of the findings
on existing and future research. Current literature and theory was reviewed to find
out how the service centers can align their service operations with the customer
organization to gain a more efficient and proactive position. The service financial
management practices of Service Accounting, Service Budgeting and Service
Charging were studied to place Cargotec Service Centre’s processes into context.
This was supplemented with the perspective of the literature on Activity-based
Costing. ABC provided a reference point for internal costing principles.
Cargotec’s and the case companies’ approach represents more a traditional costing
view rather than an activity-based one. CSC Finance Service Recharge processes
were described on the basis of the interviews with CSC service managers and
finance controllers. The processes were analyzed to create a roadmap for
automating them. Benchmarking interviews were held with the service center
managers of other companies. No input to the specific processes developed in the
roadmap was found in the interviews. However, certain principles for service
charging reporting were identified that can be utilized to influence the service

control and the customer satisfaction and behavior.
What are the services and transactions that are charged?

This research question was used to distinguish each service and identify the
triggers of their consumption. Each Finance Service and corresponding Service
transaction is described in detail in Chapter two. Below summarizing them is
Table 3.

Table 3 Services and service transactions

Service Area Service Offering Service Transaction  Charging Model
Accounts Receivable  Customer Payments Manual billing Transactional
Processing invoice
Accounts Receivable  Manual Billing Manually cleared Transactional
external sales invoice
Accounts Receivable  Customer Master Data CMD request Transactional
Management
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Accounts Payable
Accounts Payable
Accounts Payable

Accounts Payable
Accounts Payable

Accounts Payable
Accounts Payable

General Ledger
General Ledger

General Ledger
General Ledger
General Ledger

General Ledger

General Ledger
General Ledger

General Ledger

Vendor Master Data
Management
Invoice Processing

Cargotec SAP EDI
Invoice Processing
Travel Claim Handling

Manual Payment
Processing

Weekly File Payment
Processing

Additional File Payment
Processing

Netting

FICO Master Data
Management
Period End Closing

Treasury Back-Office

Bank Statement
Handling

Legacy Interface
Monitoring
Periodizing Postings

Journal Entry Request
Handling
Fixed Assets Request
Handling

VMD request
Posted supplier
invoice

Posted EDI invoice

Travel Claim request
Manual payment

Process
Process

Process
Process

Process
Treasury FTE
Bank account

IDOC document

Periodizing booking
Journal entry

Fixed Asset request

Transactional
Transactional
Transactional

Transactional

Percentage of
Transactions
Category

Category

Category
Category

Category
Fixed

Percentage of
Transactions
Transactional

Transactional
Transactional

Transactional

How does the service transaction data flow in charging?

Table 3 above also lists the four charging models identified for the services. These
represent the ways in which the transaction data is processed. The transactional
services create some form of record of each transaction that represents a unit of
service consumption. The record is then collected from its source to create service
charges to the reporting units. The services following the model of percentage of
Transactions are similar in that they record each transaction. However, this record
is not identified on the reporting unit level, so in the charging the transactions are
tracked only to the legal entities. Then, the legal entities allocate the charge to the
reporting units by a percentage division. The category services allocate their costs
in the same way. The difference in their case is that service transactions cannot be
identified for them directly. Therefore, these services are priced for the legal
entities on the basis of a 4-level categorization. The fixed fee charging is a special

case that applies to a single service offered to a single reporting unit.
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How can the charging process be improved or automated?

The charging model can be made more accurate and transparent with automation
performed in two phases. In Phase 1, the Service Management system Service-
Now is readied for reporting. The established services and their charging models
are technically described and implemented to the system. The charging reports are
formulated together with the capabilities to automate them. In Phase 2, the
transaction collection and the report creation process of each service is automated.
The detailed plan is formulated in chapter 4. Below is a summarizing figure of the

development project.

Service Cards& Definitions & > sutd SR > Train & Review > : Phase 1
ChargingModels Planning Handover & Close
Reporting Automation } | Definitions & > Train & Review
P 9 Planning Bu Handover & Close

(o P: ts | D & F Train & Review
Processing i Planning > B > Handover &Close Phase 2
PeriodizingPostings | Definitions & Planning > Build & test > Tl > Revi

H Handover & Close
Invoice b Train & Review
Processing | Definitions & Planning > Build & test > Handoves & Close
Manual Billin: ] e o Train & Review

g H Definitions & Planning Build & fest

H Handover & Close
Fixed Assets Request : | . ) > . > Train & > Review
Handling H Definitions & Planning Build & test Handove & Clooa ’
panual F.'ayments | Definitions & Planning > Build & test > T R
Processing Handover & Close >
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RequestHandling Handover 4 Close
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RequestHandling Handover & Close >
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Figure 4 Development project roadmap
How can the charging data be reported to customers in a transparent

way?

The benchmarking data in chapter 3 reveals that service charging can be
implemented and reported in several different ways. The central task of the
Service Center is to align these with its chosen strategy. The Service Center
makes a choice to profile as a cost center with high control over its services or as

a business partner aligning more with the decisions and operating model of its
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customer. This positioning can be affected by how the Service Center bundles and
structures its services into a Service Catalog. This is related to how accurately the
causation of the service costs is identified and charged, and how the charges affect
the performance measurements of the customers. When customer goal-setting is
affected by service cost allocations they may become a subject of disproportionate
focus for the customer. Among the companies that were compared, CSC’s
strategy placed furthest towards the business partner approach to Service

Management.

These findings also proved to be the most interesting in the broader context for
future research. The CSC and benchmarking cases offer riveting insight into the
different applications of Service Management and Service Financial Management.
In particular, the observed reluctance among the case companies to profile as a
business partner to the customer organization warrants further research. They
perceived a higher control and focus on service operations in what, in literature, is

considered a more conventional approach.

From the point of view of Cargotec, a further look can be taken at the Invoice
Processing and the Manual Payments services. The Invoice Processing service
identifies in one part of its process e-invoices which generate lower costs.
However, the identification is lost in SAP. Why this is the case and how the

identification could be preserved is a topic for development.

The Manual Payments service request numbers are sought to be minimized.
However, there are certain regular payments for taxation and other governmental
administration processed through this service, which goes against that aim. One
might look into whether these payments could be handled better in another
process or in a process of its own. The tax-related payments of this kind most
likely arise as an issue in the ERP systems and processes among a good many

other companies as well.
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Empirical sources

Interview 1: General Ledger Service Manager; 16.10.2014
Interview 2: Payments Service Manager; 16.10.2014

Interview 3: Accounts Receivable Service Manager; 20.10.2014
Interview 4: Intercompany Service Manager; 20.10.2014
Interview 5: Accounts Payable Service Manager; 20.10.2014

Interview 6: CSC Controller, CSC Assistant Controller, General Ledger Service
Manager, Reporting and Solution Architect, Business Development Director;
21.11.2014

Interview 7: CSC Controller, General Ledger Service Manager, Accounts
Receivable Service Manager; 10.12.2014

Interview 8: CSC Controller, CSC Assistant Controller, Service-Now Service
Manager, Reporting and Solution Architect; 27.1.2015

Interview 9: Intercompany Service Manager, General Ledger Service Manager;
27.3.2015

Interview 10: Case Company A - IT Finance Lead; 25.3.2015

Interview 11: Case Company B - Business Controller, ICT Finance Director;
9.4.2015

Interview 12: Case Company C - Customer Manager, Project Manager, Head
Finance Partner; 22.4.2015

Internal Documentation: CSC Service Concept
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