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Executive Summary
Activity-based costing has become of significant importance in the modern business environment. Although the approach to accounting was developed for application in the industrial sector, it has gained significance in the service sector. IAG should implement the activity-based costing model due to a number of benefits including accuracy on ascertain costs, establishing specific costs of a product, service, activity, process, a project among other organizational costs objects. Activity-based costing will also be essential in enhancing the quality of managerial decision making such as abandoning products or services that do not contribute significantly to the profitability of the company but utilize the organizational resources. The analysis establishes that IAG can significantly benefit from implementing the accounting model. 
This report describes what is activity-based costing, determine IAG’s mission, strategies and objectives, and alignment of the activity-based model. The report also recommends implementation of ABC and gives a suggestion of full costing as a suitable tool in determining the costs of insurance contracts to enhance managerial decision making. 
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[bookmark: _Toc515047876]Introduction
Management accounting is considered an important tool in assisting managers in the process of making a decision, operating controls and formulating plans. The development of information technology and increased business competition has made the conventional accounting systems such as absorption costing to be irrelevant in the modern business world (Căpuşneanu, Cokins, and Barbu, 2011). Therefore, the shortcomings of the conventional accounting systems have necessitated the need for embracing the modern accounting approaches such as Activity Based Costing (ABC). This report explains how Insurance Australia Group (IAG) could considerably benefit from using the ABC system in accounting. ABC accounting system is considered an essential tool in establishing products costs and returns of each product, service, project, and activity and thus helps the management to establish the areas that are more profitable to an organization and those that contribute less to the overall profitability of a company. Therefore, the report is intended to communicate to the CEO and senior executives of IAG on the importance of the use of ABC in the company’s accounting system and practice. 
[bookmark: _Toc515047877]ABC Model and Features 
ABC model has been considered an effective accounting system in improving costing accuracy of each activity or project of an organization that results in the production of products or services. The management better understands the true costs as well as returns on investment, products, services, and projects (Executivefinance.nl, 2015). Initially, the ABC system was developed with an objective of ascertaining the exact cost of products in the industrial. However, the accounting system has proven to be efficient to firms that operate in the service sector in determining the cost and returns of services (Hardan and Shatnawi, 2013). Therefore, the ABC accounting system can also be implemented at IAG group. This will help the IAG management to determine the products that contribute to the profitability of the company and those that reduce the profitability of the overall business profit. 
ABC is an accounting approach developed by Robin Cooper and Robert Kaplan in 1980s. The development of this accounting system was primarily aimed at allocating indirect manufacturing costs of goods. However, the development of technology, globalization, and automation of the process of manufacturing as well as changes in consumers’ preferences has considerably changed the cost structure of industrial firms. The amount of direct costs has declined while the amount of indirect manufacturing costs has risen (Căpuşneanu, Cokins, and Barbu, 2011). Therefore, the traditional costing systems cannot accurately allocate such increases in the indirect costs to the cost products or projects. ABC is a process of an accounting system that solves this challenge by accurately allocating costs to a specific product or service. ABC has become an integral element of the current generation of management solutions among businesses. The current use of ABC integrates the accounting system with other instruments aimed at enhancing shareholders’ value like target costing, total quality management, economic value added, life-cycle costing, and customer integration analysis among other tools. In the recent past, ABC approach to management accounting has advanced to a costing system referred to as time-driven ABC that defines the time required to undertake an activity (Hardan and Shatnawi, 2013). The system is precise, simpler and cheaper to implement. Further, the time drive ABC enables the management to identify the unused capacity within an organization and helps the management in making appropriate decisions. 
[bookmark: _Toc515047878]ABC Model Alignment 
A strategy is considered to be effective it can align with the organizational goals, objectives, vision, mission and business strategies (Executivefinance.nl, 2015). Integration of strategies creates synergies and organization is competitively placed in the market upon employment of an appropriate strategy that aligns with business strategies. 
[bookmark: _Toc515047879]Company’s Mission and Objectives 
A company’s mission explains a purpose of being in existence. IAG mission is making the world a safer place for everyone. The company’s mission statement explains the need of making the world of the policyholders safer. This can be achieved through the establishment of business activities and services that are more profitable to the company to ensure the company is in a position to settle the claims when the policies mature (Percevic and Grsetic, 2015). The main objective of the company is to deliver higher and more consistent returns to the shareholders. Therefore, this cannot be achieved without establishing the costs and returns of each product, service, project or activity. ABC accounting system aligns with the business objectives of an organization such IAG. 
[bookmark: _Toc515047880]Company’s Corporate Strategies and How ABC Model Can Assist in Achieving Them 
Corporate strategies are aimed at placing an organization competitively in the industry it operates. The identification and implementation of appropriate strategies are considered to be a competitive advantage of a business over other players in a sector. The insurance industry has become very competitive over the recent past with emergence of various entrants into the market as well as the development of various services to customers (Percevic and Grsetic, 2015). IAG has four main corporate strategies including maximizing shareholders wealth, provision of world-class customer experience, lower cost operational model, and agility in the insurance industry. 
[bookmark: _Toc515047881]Maximizing Shareholder’s Wealth 
IAG financial targets are aimed at maximizing shareholders’ wealth. for instance, one of the financial targets for the company is to achieve a dividend payout of 60.80% of cash earnings (Iag.com.au, 2018). This is an ambitious financial target which can only be achieved by implementation of appropriate strategies and systems that seek to minimize costs and maximize returns. ABC accounting system is an appropriate system that aligns with financial targets of IAG. The company would be in a position to establish those services that have no significance in the profitability of the company. Further, the ABC system would assist the company in making managerial decisions on appraising a product or a service (Hardan and Shatnawi, 2013). Therefore, the use of ABC system would significantly enhance the company to meet the financial targets. 
[bookmark: _Toc515047882]Provision of World-Class Customer Experience 
Excellence service delivery is an essential element in the service industry such as the insurance industry. Meeting customers’ expectation impacts significantly on the demand for services or products of an organization. IAG’s corporate strategy on customers focuses on creating a delivery platform that changes customer’s experience and better connects with the customers (Iag.com.au, 2018). Further, the company aims at reaching more customers in a timely manner. Timely service delivery is an essential aspect of the service industry (Percevic and Grsetic, 2015). Customers expect to be attended in a timely manner without unnecessary delays. Time-based ABC accounting approach is an essential tool in allocating costs with regard to practical capacity by evaluating the time taken to conduct an activity (Hardan and Shatnawi, 2013). Therefore, implementation time-based ABC would not only allocate costs optimally to activities but would ensure timely delivery of services by rewarding efficiency with optimal resources. Therefore, implementation of ABC system at IAG aligns with the organizational strategies of the provision of world-class experience to the customers. 
[bookmark: _Toc515047883]Lower Cost Operational Model
The competitiveness of the current business world has made an organization to shift focus from maximum revenue generation to cost consideration. Companies compete on price leadership strategies with an objective of cutting operational or production cost to maximize profits.  IAG is not an exception to a reduction in operational cost being one of the core strategies (Iag.com.au, 2018). The company’s strategies for reducing cost involve simplifying systems and processes, harmonizing products, consolidating technology platforms, optimizing operational model among other factors (Iag.com.au, 2018). These strategies are aimed at reducing the operational cost of the company. ABC system is an appropriate accounting tool in addressing the issue of cost minimization. The accounting system identifies the cost of each activity, product, process, project, and services as well as each marginal contribution to the profitability of the overall profitability of the organization (Hardan and Shatnawi, 2013). Therefore, ABC system aligns with IAG strategy of cost reduction since the company would make a managerial decision on products that contribute less and to harmonize products that are more profitable to the organization.
[bookmark: _Toc515047884]Agility in the Insurance Industry 
IAG strategy on agility in the insurance sector lies with speed and execution skills innovativeness (Iag.com.au, 2018). To achieve the objectives of this strategy, IAG focuses on disciplined management and leadership, building talent and shaping the organization for cognizance. This strategy does not only focus on key competencies but also focus on creating a good perception of stakeholders (Iag.com.au, 2018). ABC accounting system is an effective accounting approach to identifying the cost of every aspect of an organization such as individual labor cost. Therefore, the system captures productivity of labor and establishes those that contribute less or more to the overall performance of the organization (Căpuşneanu, Cokins, and Barbu, 2011). Therefore, ABC aligns with IAG’s strategy on key competencies and leadership quality. Therefore, implementation of ABC system would enhance the degree of achieving the objectives of this corporate strategy. 
[bookmark: _Toc515047885]Recommendation 
[bookmark: _Toc515047886]Accuracy in the Measurement of Cost 
ABC model is an essential tool in management accounting in assessing performance and costs of resources, activities and cost objects (Hardan and Shatnawi, 2013). Therefore, its implementation in IAG will assist the accountants in obtaining accurate cost information and be useful in the process of managerial decision making. The costing model will help the company to establish unnecessary or inefficient organizational activities and thus, contribute significantly to embracing opportunities that cut costs and enhance the profitability of the company (Percevic and Grsetic, 2015). Therefore, the company can establish policies that are insignificant but consume the company’s resources and focus on those policies that yield considerable returns to the company. 
[bookmark: _Toc515047887]Implementation of Time-Driven ABC in IAG 
Time-driven ABC is an appropriate costing methodology that IAG can implement to keep track of labor hours or working time required to conduct a particular activity (Percevic and Grsetic, 2015). Therefore, the company would be in a position to identify activities that consume labor hours but do not have a significant contribution to the performance or profitability of the company. The management would allocate resources optimally to activities that yield more benefits to the company such as allocation of more labor hours on marketing profitable policies or insurance contracts. 
[bookmark: _Toc515047888]Suggestion 
[bookmark: _Toc515047889]Full Costing 
IAG can also adopt Full costing model in accounting for the cost of services from end to end. Full costing accounting method is an essential tool for determining an end to end cost (Lga.sa.gov.au, n.d.). Therefore, IAG can also implement this accounting method to ascertain the cost of policies or insurance contracts. This accounting tool can help the organization to establish the insurance contracts that are inefficient or less profitable to the organization and enhance the quality of decision making (Unf.edu, n.d.). 
[bookmark: _Toc515047890]Conclusion 
ABC model is one of the most essential techniques in managerial accounting tool in the modern business environment in enabling organizations to obtain reliable and more accurate information on costs of services, products, distribution channels, activities customers as well as other objects. In the insurance industry, ABC provides the management with useful information relating to the profitability of policies or insurance contracts, sales channels, segments, and customers. With a clear definition of activities within IAG, establishing the cost drivers for each activity and cost objects, ABC model would assist the management in achieving the organizational goals and objectives as well as help in the execution of corporate strategies.
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