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Introduction 

This work project serves to give a brief introduction of what the business project was about, for whom it 

was performed and provide context to the following work. It details the content of the project, how and 

why it was analyzed and goes through its respective conclusion. Then it closes out with an internal 

reflection of what I applied, learned and what could be improved. 

Brief Context 

Client History 

Millennium BCPa  started out as Banco Comercial Português (BCP), in 1985 during the liberalization of 

the banking market. With a young and ambitious team, BCP engaged in an aggressive approach, 

achieving a significant organic growth and establishing itself as a strong player. Inefficiencies driven by 

market regulation constraints were capitalized, and very fast. This was also the approach of many banks 

after market liberalization in Portugal that allowed them not only to gain market share but sustain it1 In 

less than 10 years MBCP accomplished over 8% market share in total assets, loans and deposits. With 

many new players in the market, a strong market pressure was created on revenues, removing the value 

added of a strategy based solely on organic growth. MBCP, understanding the market environment, 

started a strong acquisition investment, acquiring Banco Atlântico Português (BPA), the biggest 

commercial bank at the time, following this Mergers & Acquisitions (M&A) approach until 2000. This 

significant increase in market share, led MBCP to gain a dominant position of the Portuguese market 

much faster, although with some inefficiencies regarding the integration of different banks’ processes. 

Consequently, the bank decided to unify their brand image in 2003, to capture all synergies and cost 

reductions expected to achieve. Following the M&A as a preferred method of growth, MBCP decided to 

expand internationally, not only to achieve higher growth but because it meant diversification of their 

product portfolio and revenues, reducing geographic risk2. This geographic expansion was performed 

mainly in affinity markets (e.g. Angola and Mozambique) or in market with similar business models 

(e.g. Poland). 

Market Overview 

Even though MBCP achieved a strong position in the Portuguese market, it suffered intensely from 

2008 onwards. It all started with the subprime crisis that hit globally in 2008, which Portugal resented 

severely. This left markets looking more closely into economic indicators and debt levels of countries, 

resulting in Portugal as one of the prime choices by investors to fail debt repayments.  

 
 

a Millennium BCP will be referred as MBCP from here onwards 
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Along with a severe economic recession that installed in Portugal, housing credit started to become a big 

problem in the banks’ balances, in conjunction with SME (Small and Medium Enterprises) credit 

(Greece was a major driver of negative profits, due to its situation and MBCP exposure to it). Despite 

the stress and pressure that MBCP is currently under, it is still the leading bank domestically in terms of 

client base with private banks, being the second player in terms of market share in deposits (18.1%), 

credit (19.1%) and in physical branches with 832 (Please see Appendix 1 and 2) 1. 

This severe pressure on revenues and impairments, along with the continuous capital requirements 

imposed by EBA (European Banking Authority) and troika, led to a contingency capital (COCO) 

injection from the government, which put a strong pressure on margins with close to 8.5% of interest, to 

be paid back. This had a significant effect on the decision to lend credit and in the urgency to lower 

funding deposit costs. Looking closely at this distortion of incentives given by the government, the cost 

of funding in 2011, which was 2.57% on total to the bank increased in 2012 to 3,02%3, leading to a 

higher restriction on credit given, only accepting higher rates of return, at an acceptable risk. This was a 

significant increase which is expected to continue, as long as the financing from the state is unpaid for. 

Therefore, for MBCP to repay this hybrid lending from the state, it needs to recover to superior 

efficiency levels and strong operational performance to engage in a rapid and healthy recovery. 

Current Client Situation 

The capital requirements imposed on banks, a significant measure that was deeply analyzed was the 

transformation ratio (Loans-to-Deposits), which shows a bank’s capability to cover withdrawals and 

capital requirements. In respect to this measure, MBCP was highly leveraged in 2009, due to a 

significant exposure to credit domestically mostly (Please see Appendix 3 and 4).  

Forced to deleverage the transformation ratio by the Financial Assistance Program up to a level of 

120%4 until 2014, there were only two possible paths, increasing deposits or reducing credit. Deposits 

are very hard to increase, since banks have very little influence on customers’ capability to deposit, and 

are therefore limited to the capacity of the economy to generate money liquidity. This led to a strong 

competition for deposits, resulting in high cost of lending, in an attempt to automatically reduce the 

transformation ratio that due to the strong competition was insufficient for MBCP. This meant that the 

only credible solution left was to decrease credit, which was not only difficult but also restrictive, 

considering the amount of non-performing loans. The solution found was then to be more restrictive in 

credit lending, leading to a further pressure on the economic system, creating a downward spiral.  

MBCP was still able to reduce their exposure in 22% to 129% from 2009 until 2012, ensuring a higher 

flexibility for the end goal of 120%. Looking at the Net Income evolution, the situation looks more 

problematic (Please see Appendix 5).  
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With the high number of provisions and negative impact of Greece’s operations (Please see Appendix 

6), the bank is in urgent need for an operational turnaround and a restructuring of the credit portfolio. 

With a strongly negative outlook for the bank, three aspects stand out as crucial for the recovering of 

banks financial health. These include the customer satisfaction, risk management and cost efficient 

levels. Starting out with customer satisfaction, the bank has reduced credit availability and engaged in a 

strong effort regarding cost management. With a strong pressure to reduce costs and credits, MBCP has 

developed a deficient customer relationship management that despite not having had a big impact on the 

bank so far, it could certainly have in the future, especially in cross-selling activities. The risk 

management is also a visible problem right now (Please see Appendix 7), and should be steeply 

improved, considering how impairments on loans account for more than net interest income (loans 

impairment=1,684,179,000; Net interest income=1,023,585,000)5. The best way to look at efficiency 

levels in banking is to look at the cost-to-income ratiob, regarding which MBCP is currently an outlier in 

the market (Please see Appendix 8 and 9). For a project that started out as an innovative, differentiated 

and competitive bank, it has drifted away from the objective. Therefore we can understand that there are 

clear problems internally and that the corporate restructuring they are undertaking currently is definitely 

the right approach to take. However, engaging in a restructuring alone is not enough, and first it is 

necessary to understand what made MBCP an inefficient company in the first place, and what are the 

costs required to maintain a good customer relationship (Please see Appendix 10). Currently with a 

system that is unable to provide management with such data, corporate restructuring will be done with 

less accuracy. Fortunately this is where Activity Based Costing (ABC) implementation can add value.  

Business Project Challenge 

Focusing on the challenge MBCP has proposed to the team, were the client felt the need to show 

internally how ABC method would help with the current restructuring taking place. The Business 

Project started out as a project assigned for the study of implementation of ABC in the whole Bank, 

where the initial approach was to gather data for optimal implementation practices in Portuguese retail 

banking, and develop the best practices for MBCP. It also included a necessity to raise awareness of 

advantages and issues to be resolved upon implementation. It was intended to be a strong study of best 

practices in Portugal in terms of ABC implementation regarding methods and issues, as well as 

identifying all cost drivers for the ABC model.  

 

 
b  𝐶𝑜𝑠𝑡 − 𝑡𝑜  𝐼𝑛𝑐𝑜𝑚𝑒 = !"#$%&'()  !"#$

!"#$%&'()  !"#$%&
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Even though this was the initial intention, right on the first meeting where only the Academic and 

Business advisors were present it was decided that ABC model for the whole bank in such a short period 

of time would be a risk, and a more concise and realistic goal was defined, keeping the same objectives 

but for the card business only, instead of the entire bank. This goal was better defined in the first 

meeting with the group, restating that the main objective was to deep dive into ABC implementation in 

other banks and academic research, gather all information and develop a methodology of best practices 

that are applicable to MBCP, while gathering all issues and risks outstanding. 

The objective was to reduce the scope and ensure a stronger in-depth analysis, developing strong and 

cohesive recommendations. They set the cards as the chosen business to analyze, because it is a business 

that uses almost all operations within the bank, allowing for the conclusions to be more generic, and not 

specific to a product. This had already raised a significant amount of interest in the bank, as the 

familiarity with the current costing system allowed employees to understand it was far from optimal for 

decision making, as it created inefficiencies and allocated costs unfairly, without someone being able to 

trace any causality in costs.  Combined with the strong pressure, from the market, Troika and the 

Portuguese government, it is of great interest to understand where are costs coming from and how to use 

the resources in the bank to reduce costs effectively without reducing quality of service. 

Reflection on the Work Done 

Original Approach 
The project started out with a more research based approach, in an attempt to gather as much 

information on implementation, not only on ABC for retail banking (focus in Portugal but not exclusive) 

but regarding the model itself, to ensure full understanding of the subject, and take an effective approach 

to the project. This was made, not only to build capabilities for the model development, but also to 

increase efficiency in the meetings performed with bank employees, gathering as much reliable and 

accurate information for the project. To make it clearer, the project team has used the recycling 

approach, which was the best solution given the resources available and consists of using mapped 

processes to follow resources and activities developing cost centers6. 

Throughout the project, expectations grew within the business team of MBCP, as we were constantly 

asked to refine our approach, and include further initiatives that the team tried to accommodate as much 

as possible. The client felt we had the capacity to go further in our approach, and have therefore asked 

us to complement our analysis with a product lifecycle approach, a method of comparison between the 

current profitability system and ABC, all showing concrete numbers to support the ABC implementation 

hypothesis. The team tried to implement those extra initiatives, with an investigation that would 

complement the model and recommendations.  
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Evolution over Time 

Our approach was divided into 5 dimensions. Firstly we wanted to ensure we would diagnose the 

current costing system correctly, understand its flaws and what could be used for ABC, since the costing 

system was already implemented and would remove complexity at implementation. The Full Costing 

Pricing Model (FCPM) was developed internally and consists of allocating services generated to other 

departments that requested or used them7. It then iterates the prices of all services allocated to generate a 

unit price for the invoice, creating an artificial cost between departments, which at the end of the year 

will be adjusted to match actual costs. This model is based on a support company called Mserviços with 

the purpose of allocating these invoices, generating a zero profitc. This model is a financial accounting 

system, and as such it is not made to help managerial decisions, but used instead to correctly account for 

costs and ensure employees perception of resources being exploited. Although it builds on employees 

experience in service allocation, it also leaves room for error, especially regarding causal effects. The 

main conclusions taken from this model are that costs rapidly become untraceable from one department 

to another, and allocations can be perceived as unfair, due to wrong perception of other department’s 

consumption (e.g. IT department allocating 50% of internet costs to a specific department that barely 

use internet.). This model deals mainly with indirect costs that should be allocated causally, but 

currently are not, and consequently, can do little to help management decide how efficient departments 

are and which resources are crucial for the services provided, being used instead as a tool to ensure that 

external costs, match the total costs of Mserviços.  

Regarding MBCP second system called Earnings Analysis system (EAS), which was also developed 

internally in 2004 and without any update, with the purpose of showing the marginal costs a client 

would incur in each product or transaction used8. Although following a causal and partially correct 

approach, it is still only a marginal costing approach neglecting indirect costs, but including economic 

costs, gathering important data that should be included in the analysis (e.g. Cost of funding). By having 

a marginal approach, the system effectively distorts an individual analysis of client, enforcing the wrong 

decisions, which in comparison is still more relevant in terms of analysis than the FCPM, regarding 

managerial decisions. Furthermore, it is common knowledge within the bank that even though it can be 

helpful it should not be used as a decision-making tool, mostly because it contains theoretical costs that 

are outdated and imprecise. Also, it is missing indirect costs, since it has a marginal cost approach. Even 

though it is good to show the marginal benefits and costs for a short period of time, the EAS is unable to 

show precisely the full costs that MBCP incurs for a client in particular.  

 
c Mserviços receives all cost and revenue allocations from departments, generating zero profit, as the revenues cancel with 

the costs. Therefore only costs left standing are the external invoices, which are the revenue of external sources. 
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After assessing both systems that are currently in place, we can immediately understand that there are a 

lot of merits and correct costing methodologies, but an overall incorrect approach. This is where ABC 

approach can add value, as it is able to reduce these inefficiencies regarding management accounting, 

while taking advantage of the already used systems, reducing the implementation risk. With the 

extensive mapping and created tools, it can all be leveraged to ABC implementation.  

The second dimension of our approach was to create a strong argumentation with business and academic 

support to the ABC adoption, ensuring a full understanding of the fit between the current bank situation 

and ABC advantages. We started out with the analysis of the implementation of ABC model at two 

major banks in Portugal9;10;11. With these analyses, we understood the rationale for the implementation, 

and what where the issues with it, to recognize best practices and problems derived from them. ABC has 

been defined as a growing trend in retail banking, due to the increasing value added it could have with 

high indirect costs being incurred12. Another big conclusion taken from the research was that retail 

banking has changed significantly, with two crucial variables for the survival. Those are customer 

relationship management, taking a strong cost-to-serve approach, and a process cost efficiency, being 

the best to combine both. Still, with the initial approach being changed to a specific business, the end-to-

end approach was unutilized, and therefore the total costs of the client will no longer match the costs 

through an ABC model, given the fact that there are many shared resources, difficult to allocate to a 

specific business, as well as bank sustaining costs which were not accounted for. 

 The third dimension was to go through meetings with all departments that were in contact with cards, 

and would thus waste resources to ensure continuous development of the cards’ business. This was 

meant to gather data and processes that the bank used to process information and maintain the flow of 

activities. In this activity we used the recycling approach6 with the flowchart given in the beginning, and 

developed our resource tree and cost tree as we went along. Starting with the marketing department 

were we had our first meeting, where the main objective was to understand the processes occurring there 

that had to do with cards, gathering not only a better understanding of the process, but also of the 

product itself (e.g. Amex Conta Viagens in not really a card but an account used to pay trips, ensuring 

an easier experience for the client.). In this meeting the team was able to take away the main deviations 

from card to card (e.g. Business to Prestige Segment). It was also concluded that many costs related to 

brands were quasi-fixed costs and were therefore not easy to predict. Due to many questions we still had 

left, the lack of knowledge of the processes and the limited time available for the meeting, it was agreed 

that they would answer a list of questions prepared by the team to ensure a more clear visibility of the 

department. Considering that branches were one of the main centers of cards processes, it was naturally 

the chosen place for the second meeting to take place. Step by step the entire processes occurred at the 

branches was fully explained to detail and was the beginning point for the development of the excel tool 
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(which will be explained on the third dimension) used to acquire time estimations. Further on we had 

meetings with the Operations Department and Department of Cost Control and Performance, with the 

same purpose as Marketing, to understand the department’s activity related to the cards business and the 

current costing system. Continuing with the additional meetings, we went to the Department of Quality 

(DQAR) to talk about the tools we were going to use and the feasibility of them, which is going to be 

explained in the next dimension. Finally, we went to the IT department, where a significant and 

recurrent part of the processes took place. This meeting was insufficient to gather the knowledge 

required, and therefore an extra meeting was necessary. It was also one of the hardest departments to 

allocate costs causally, but fortunately enough, the IT team decided, since they knew the processes and 

costs on a much higher detail than our team that they would be allocating the costs of the resources that 

are used by the cards. 

The fourth dimension was developing tools to gather and extract the data necessary and request it when 

possible. We had two main important tools and other minor ones, were the main tools encompassed a 

behavioral and a time based driven questionnaire. The behavioral, more general questionnaire had 

academic data supporting it, with the purpose of measuring ABC culture implementation. The other 

main tool was an excel model automatized to measure time used in customer and non customer facing 

activities in MBCP, to implement Time Driven Activity Based Costing (TDABC) in this dimension of 

the model. We used a TDABC for the branches, mainly because it is a part of the process that is 

customer facing and therefore very hard to estimate it correctly. It was severely automatized and 

simplified in order to ensure efficiency of employees’ time, which are currently under pressure to 

deliver results. Still, DQARd deemed these tools unacceptable for distribution within employees. The 

excel tool was not distributed because they felt employees would distort the results, with no possibility 

to ensure correct responses. Regarding the behavioral questionnaire, it was not distributed because the 

channels were completely full with a survey for a new customer relationship management technology 

coming out.  Since the retail network was a crucial part of ABC implementation in cards products, we 

needed to find another measure of estimation. Fortunately the meeting with DQAR helped immensely, 

and we were able to schedule thirty visits to branches to guarantee that estimations of activities would 

be done properly, without outliers. Nevertheless there were some minor questionnaires that were 

delivered, and their objective was to gather department specific data regarding employees expertise, in 

the amount of time spent per type of card, business line and customer segment. These questionnaires 

helped us build an initial allocation grid model with more accurate allocations based on past experience 

from employees (Please see Exhibit 11).  

 
d Direção de Qualidade is responsible for all Questionnaires or internal communications. 
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The fifth and last dimension was composed of building the resource and cost drivers to compute the 

ABC model, to ensure causality in cost allocation, being it indirect or direct costs. This allowed us to 

start building the final ABC model for cards, gather all limitations of our model, minimize them and 

provide recommendations. We started out by developing the resource cost tree, divided first by type of 

card (e.g. credit or debit.), and then by card services and operation-based costs.  

On operation costs, we divided between customer facing and non-customer facing processes that require 

a structure to manage it (Please see Appendix 12).  This was a method implemented from the start, in 

which it would be filled upon discovery of new processes or a better understanding of them.  

The objective was to get a sufficient division of costs, to allocate the drivers as accurately as possible, in 

order to have an unbiased and reliable cost structure to allocate. Overall, the model was composed of 

resources that enclosed personnel, utilities, other operational overheads, transactions, advertising, 

funding, from the specific departments where they would be allocated to cards.  These activities were 

then allocated based on the fact that they were customer driven, product driven or had direct causality 

(e.g. Transaction fee to SIBS is customer driven, while cost of miles upon purchase of TAP card is 

product driven.). After finalizing the model, sensitivity analysis was performed on the most sensitive 

costs (Please see Appendix 13 to 16). Explaining further what is meant by sensitive costs, it was those 

that were inaccurately or insufficiently well estimated (e.g. IT costs were based on employees 

perception uniquely, and without a proven trace of causality.). This sensitivity analysis was performed 

on three costs, being the first the cost of opening an account, due to being a necessity to the product and 

not just a possibility. The second and third analysis was on IT costs, which were estimated by the IT 

department and of which we wanted to understand the volatility an inaccurate estimation would 

represent. The last analysis was on the communication general costs, because they were estimated based 

on a likely but imprecise estimation (Based on the assumption that employees allocate time and 

resources to business in the same proportion that they generate revenues). This analysis allowed us to 

show that communication costs, despite not being precisely estimated, will not distort the analysis of 

clients or products individually, but opening an account needs to be very well estimated, with an 

abnormal sensibility to time and cost per minute. Although our estimations within branch processes 

were estimated using a significant waste of resources, we still believe it can be improved with the right 

tools, and a higher number of estimations taking advantage of the significant number of branches spread 

throughout the country. Regarding IT costs, they were not very sensible if we only consider the main 

applications used by cards. However, a surprising fact is that the applications that are less used by cards 

can take a significant influence on the basic price of a card, and by being used much less the group felt 

that the estimated value could have had a relatively relaxed estimation (Please see Appendix 17). 
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Conclusions 

In the final ABC model, actual core costs were estimated for every card. We defined core costs as all 

costs that are product driven, and independent of the client. These costs already allowed the team to 

make some significant conclusions, not only in terms of segmentation of cards, but of the revenue they 

should represent targeting specific sub segments.  The main conclusion that we can take from the core 

costs is that, the lower the fixed revenues from these cards (e.g. Annual commission) are, the worse is 

the profitability of them (Please see Appendix 18). This can be easily explained from the fact that 

several indirect costs are used by cards independently of the type, being allocated evenly to all, and 

therefore should not be a differentiator factor. 

The final conclusion from this project should then be that there is a significant upside for it to be 

implemented, especially taking into consideration the current state not only of MBCP but also of the 

Portuguese retail banking in general. Having departments been asked to reduce their budgets 

significantly, the awareness for the lack of understanding of cost priorities raised the problem with the 

current costing system. It is therefore understandable that the ABC is currently something that would be 

interesting for the bank to have, especially for the ABM approach. Following this conclusion, we can 

split it in three sub arguments, which could increase adaptability and strength of the model. First we 

have implementation phase which is critical in all processes of ABC, independent of the company or 

sector. For ABC to be successful, the implementation needs to have several internal and external inputs 

that if aligned will improve banks capacity to decide. First of all, the bank needs to ensure that 

incentives come from a top-down approach, guaranteeing the commitment from the entire organization. 

Secondly, it is important to raise awareness that the current costing system does not allow MBCP to 

have strong data based decisions that allow the company to engage in a stronger competitive approach. 

Although an easier point to raise, because it has already been pointed out by the majority of employees 

the team has had contact with, it can severely help that employees perceive the decision to move into 

ABC as the right move. Finally, it is important to build the model correctly and accurately enough, not 

only getting the best resource and cost drivers, but also getting them accurately estimated. This will not 

only take a significant amount of time, but will also require a devoted team extensively pursuing this 

goal. An example would be the estimation of unit costs by applications, with a track record by cards, so 

that the causality could be made at 100% on indirect costs, ensuring a correct mapping of cost allocation 

to product. Reducing the costs or importance in this section would be prohibitive, as this is a one-time 

cost that would be crucial for the correct ABC implementation, as having an incorrect managerial 

costing system would be destructive for future bank decisions.  Afterwards, it is required a constant 

evaluation of whether the model is up-to-date, to ensure valued added to management decisions.  
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Approach Limitations 

Having started out with high expectations from the client, the project team decided to start the project by 

getting to know all the processes and departments where the cards business was inserted in. Therefore in 

the initial meetings we started by asking for explanation of all processes that they went through and how 

they took place, basing ourselves in the flowchart of card’s processes. This turned out to be the wrong 

approach to the meetings, as we were not asking questions specific to processes that were crucial for 

ABC implementation but were instead getting familiar with the bank’s operations. It revealed to be 

limiting in the beginning of the project with the consequence of having more inefficient meetings due to 

lack of knowledge on what to ask. On a similar note, the clients high expectations to the project, led the 

project to be exponentially time pressuring, due to the team’s unfamiliarity with the ABC costing 

system, knowledge that took time to develop. Another major limitation to our approach was that we 

were not aware of possible limitations in gathering data from the client, and left it on the last positions 

on our priority list, given the belief that would be an easy material to get. In fact it turned out not to be 

that way, and we faced several constraints with data, not only in the amount given that was clearly 

insufficient but also with the amount of time needed to get it. This created a big time restriction on our 

model and was in fact a bottleneck on the late stage of our process.  Of course the lack of data given left 

no other choice than to have inaccurate estimations in our model that should not have happened. Indeed, 

many costs were not given, either due to internal restrictions or due to unfamiliarity with them. 

Given the time constraints with the project, a more realistic approach was made from the first meeting 

onwards, when the project changed from ABC implementation in the whole bank to just the cards 

business. This was the biggest limitation in our approach, as resources are allocated to costs globally, 

and ABC should have an end-to end approach, ensuring a total allocation of costs. This is impossible if 

we only allocate to a specific business within an institution, as we will be starting the allocation from the 

middle removing some causality and accuracy of cost drivers13;14.  

The Correct Approach 

Contextualization 

We will also be unable to create a strong ABM approach, given the fact that a customer should not be 

penalized based solely on the fact that he is giving negative profit to MBCP on a card, when in fact on 

the overall products he contributes significantly to MBCP’s revenues. Therefore the analysis is limited 

from the start, both from a model implementation point of view and of an analysis and decision-making 

point of view. This is the main reason why the ABC model for the whole bank should have been 

developed. Understanding that the time constraint of our project was a pertinent issue, the value added 

of analyzing ABC model for the whole bank would have been much greater, given the clients current 
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needs (explain here the market overview and requests to lower budgets individually). On this section I 

will develop this idea further and give out the rationale that would encompass a full ABC model.  

ABC was created to respond to management’s inability to decide based on financial accounting, given 

that indirect costs weight on total costs was increasing. It is meant to produce a causal relation between 

resources and costs, ensuring that a product or activity will be priced for the resources it consumed. 

ABC started to be implemented in the retail banking after many technological improvements and M&A 

activity did not give the cost reduction or increasing amount of synergies as expected. Senior 

management thought the reason for this was the duplication of activities within the organization that was 

consuming double the amount of resources needed, but had no idea which ones. Therefore, given that 

ABC shows the causal effect between resources and costs for a specific activity, it could provide them 

with sufficient intuition on how to cut these duplicate activities and capture cost efficiencies6. This is 

only true for a full ABC model, as a partial implementation will be unable to show duplicate activities 

that are being used for different services. 

Arguments 

Knowing how important the top-down approach is to ABC implementation, first it is necessary to 

convince the top management to create the incentives, and implement the “ABC project champions”6. 

Implementing ABC just for a specific line of business although can be helpful to explain and convince 

stakeholders of the bank2, although it is not the most correct approach. It can severely distort client 

profitability, and in the hands of someone unaware of the limitations of this approach can cause severe 

mistakes in decision-making6.  

 

ABC should be implemented in an end-to-end process, ensuring, not only the correct costing 

calculations, but also the ability to measure the client profitability correctly and understand its needs. 

When I refer to the process being end-to-end, it means that the process should start with the client, go 

through all channels products and different activities, to arrive to the client again. This is because in a 

service sector like retail banking, the main goal is to achieve profitability derived from customers. If 

clients are inexistent, then the profitability will also be inexistent. The end-to-end process will help 

employees to focus more on delivering what the customers want than what they believe they want. 

Throughout time with a better understanding of the model, employees will also be ale to understand how 

to do this more efficiently and improve the end-to-end cycle time, creating strong operational 

efficiencies15. Understanding and comprehending the services and activities that provide value are 

crucial for the development of the business. By mapping all time consuming activities, the firm is able 

to differentiate the non-value added time from the valued added time. They can then understand how to 

use this non value added time to produce a stronger service or product to the client, engaging in one of 
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the biggest drivers of revenue in retail banking, customer relationship management16.  This is especially 

important when we talk about the non-value added time at the branch, which is a significant cost 

incurred to the bank, and close to sixty percent of the resources of the branch are allocated without 

causality17. 

Since customer profitability is one of the main metrics in the retail banking system18, being able to 

analyze and study it on a global and individual level is of utmost importance. For this they need not only 

the profitability on a specific line of business, but all lines used by the same client because they want to 

look at client’s profitability, not product profitability. Therefore they need a global 360 degrees 

approach to costing model interactions, which is highly complex in the services sector14. This can be 

achieved with a full ABC system, that when applied can develop the correct profitability per client. This 

can help the bank to develop systems, understand the client and show they are paying attention to the 

client’s needs. Being in a sector that has a strong focus on client relationship has one of the drivers of 

profit, this ability can really give the bank an edge, provided they have the necessary personal and 

technical capabilities to do them14. By doing this the bank will not only build an ABC that will allow 

them to understand the causality of costs being incurred, but implementing an ABM approach, taking 

advantage of the system. Adding to the importance of ABM in service sector and how it can derive 

competitive advantage, the perception needs to be changed on how to look at costs19. They are not a just 

a necessary object that the firm has to incur, but one that will drive revenues. Looking at what costs are 

needed to provide that service and incur in them should be the right mindset, something that is not easy 

to implement in the beginning20. A similar concept that effectively changed the mindset of employees, 

especially in the car-manufacturing sector was the Lean Management system, changing completely the 

sector dynamics. More recently this concept was transferred to the services sector namely retail banking 

sector21. This concept was applied to the MBCP, and therefore should be used to leverage the 

implementation of ABC. In a business where customer focus is important, more than giving a product 

that we believe customers want for a specific price, lean management does it the other way around. It 

asks clients at which price would they be willing to buy a specific price, engaging in a better client 

relationship and fit, therefore improving the competitive positioning. Especially in a company that uses 

shared resources to engage in different value propositions to clients, ABC can be built on top of lean 

management system, with synergies that are visible from similar practices in both models22. By building 

causal relationships between resources, activities and costs, ABC will be able to show the streamlined 

process and ensure an effective lean management approach. They are complimentary models, and can 

add extra value by being applied together, which enforces the premise that ABC can add value, if 

applied to the entire bank’s operations. 
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Retail Banking has changed a lot throughout the years. Since the market liberalization, to the strong 

M&A activity to drive revenues and the current crisis that they are facing, banks have never had to look 

into cost-to-serve efficiency and customer relationship as crucial sustaining factor until now12. With that 

in mind, ABC is the main tool to drive those factors, given that it can not only provide causal effects and 

a better understanding of the necessary costs, but also understand the services required by clients, 

strengthening the customer satisfaction. A possible complementary analysis that banks could do is to 

understand clients’ needs and sell to old and new clients different products, engaging in a stronger cross-

selling offer23. 

Advantages and Disadvantages 

Accepting the time limitation and ensuring that the ABC model for cards’ business only would be well 

developed, the client’s main goal might still not be achieved. This is because there is a smaller degree of 

influence on departments that have no relation with cards. These departments will have a small 

knowledge of the card business, which will damage their understanding of the model. This becomes 

worse, as it increases the risk of employee understanding, one of the two main factors for the failure of 

the implementation6. Employees that are product oriented will have a smaller tolerance to waste time 

and resources on understanding a model that is directed at another product of the bank. This will impair 

the success of moving the plan forward for the bank, given that thy will see no benefit for themselves. 

Even with the employees and product managers that are related to cards, the ABC model for cards will 

only be able to give the profitability per product and client, but not of the client as a whole. This means 

that the managers will be unable to see the benefits of cross selling understanding, and customer 

behavior, removing the intuitiveness of the model. Being the costs of ABC implementation so high, it is 

an unnecessary risk to take, to try and push for the implementation without the full acceptance of 

employees and top management across departments. Looking at the more extreme example of the 

implementation at just one line of business, in this case the cards business, implementation has a high 

degree of risk, as cost centers of shared resources will have different costing approaches, creating a 

sense of injustice for the departments that were increased, and for the ones who would have a smaller 

cost if they used the ABC approach6. Making even more obvious how partial ABC can distort costs and 

disabling an ABM approach, there are multifactors of ABC in retail banking. By multifactors, it is 

meant that there are many activities that consume other activities, generating costs that are not being 

taken in consideration if those activities are in different lines of business. Considering so many 

disadvantages of going for a partial ABC approach, it might prove to be better to have a less precise but 

full ABC model that would raise awareness of the entire bank, reducing the risk of implementation. 
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Conclusions 

Given all the collected information, some statements can be derived from the analysis of full ABC 

analysis. Starting with the disadvantages, it would clearly be less precise, less extensive and more 

theoretical, due to time constraints. Taking in consideration the current situation and interest of the 

client in implementing this model, it would be expected that it had a strong level of detail to gain the 

interest of top management. Given the higher risks that this approach would entail, with the possibility 

of failure even, the upside would be much greater.  

Looking at the client example given in the Business Project, we can understand how limiting the 

approach used can be.  Without a full, round end-to-end analysis of the client, we would have never 

been able to understand that the client’s cost to the bank are mostly in customer plus product driven, 

accounting for 81% of total costs (Please see Appendix 20). This means that inter-related costs with 

transactions in other lines of business (e.g ATM transaction) will have further costs that were not 

considered in this approach, but should be allocated to the specific client. 

Doing a full ABC analysis would provide a full analysis to costs and profitability, which will be of 

interest to all employees, independent of their duties, reducing one of the main risks significantly. 

Additionally, it will also interest top management, giving the client the possibility to engage in a top-

down approach, as it is desired. On a more practical approach, not considering the behavioral aspects of 

the implementation, a partial ABC will distort any analysis that could be made on a client basis, 

effectively shutting down the Activity Based Management (ABM) approach. Since ABM is one of the 

most important aspects of management accounting, especially given the current market, it is a 

significant advantage that should have been leveraged in the project. One of those consequences is that 

ABC uses an end-to-end approach, that would give managers the ability to differentiate between non-

value and value added time, the necessary cycle time giving a stronger efficient more effective approach 

to services offered. It will, with sufficient time of implementation, give mid-level employees and even 

customer facing employees a different philosophy to the business, employing a stronger cost-to-serve 

approach. With the existence of Lean management system, this approach would only compliment and 

help streamlining processes, sharing the same method to ensure a stronger customer service relationship, 

the main driver of revenues. Typically, companies that implement ABC as an end-to-end process have 

competitive advantage over other companies24, and currently MBCP is lagging behind the market. 
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Reflection on Learning 

Previous Knowledge 

Masters Content 

Having a Business project that drifts from the Masters Program is always a challenge, and this was no 

different. Without any previous knowledge of management accounting or, more specifically, of the ABC 

model, I expected to make this a totally new experience. In fact, it was a challenge and I learned a lot 

from the project, even though some content was still applied, and most of it successfully. I decided to 

split this into quantifiable, measurable skills learned and soft skills, and will start first with the 

measurable skills. 

In the Masters in finance I had the opportunity to follow a class that was not only an important part of 

the program but that has helped me immensely since then, called Applied Corporate Finance (ACF). 

There were some cases taken during that class on which I related and leveraged to this project 

specifically. Starting with the Asahi Case25, which is the most relevant in this context, as from the start 

there were going to be problems with the implementation, from the behavioral point of view. In Asahi, a 

Japanese firm who had just brought in a CEO that desired to improve the multicultural relations, and 

shareholder benefits. He tried to implement a system of Economic Value Added (EVA) to employees’ 

objectives to ensure the employees and the firm understood where was the value coming from. Still 

what felt like a simple and concise implementation, lead to several issues. To start, it was not the best 

country to implement this, since history, social values and hierarchy were strong barriers to 

implementation. Not only had they trouble understanding why the previous model changed, the lack of 

understanding of EVA by employees led to a stronger aversion to change. This means that for a new 

model to be implemented in a large firm, specifically one that deals with financial issues, there will be 

implementation barriers from the start as people are typically averse to change. This could be overcome 

if the model were simple enough, which was not the case. This was one of the main reasons that the 

project team tried to have the end model as simple as possible, ensuring not only a better decision-

making but also gathering employees interest in an intuitive, helpful manner. Continuing with the ACF 

cases, there was another case that helped me realize even prior to the Business project how important 

this project was. The WorldCom26 case is about a financial accounting scandal and the consequences it 

had, not only to the firm and firm employees but also to the auditing firm, which has ceased to exist. 

This case is all about showing how important accounting is and that their management should be careful 

and precise. This was one of the main reasons why I chose to be in this project and was interested by it, 

as I knew it was of a major importance to the client, enabling the project team to engage in an 

interesting project from the point of view of the client. Still on the topic of case application applied 
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during classes that remained helpful in this project, our group had a strong help from the RBC case, 

taught at the banking course27. This case explained in detail the value added of a full proof customer 

relationship system and the value that having the ability to correctly define single client’s profitability 

could give to the bank. It also showed how a one time approach s not optimal, but should be done over 

the time, as clients might be profitable in different periods of time (e.g. a university student will be 

profitable in the future, not currently). From another perspective, a client might also enforce the bank to 

incur in costs indirectly, which should be accounted in the long term. Therefore an accurate measure 

should be used, not only to account on the overall profitability of the client over periods of time but also 

the perspectives of that client in particular. Continuing with the Banking class, it was very good to 

capture a general understanding of the market and relationship that banks have with the market. This 

meant I could leverage the knowledge gained in cost of funding, market overview in terms of Basel III, 

European Banking Authority capital requirements and impairment treatment. This helped me in this 

Business project, and also allowed the whole group to approach this problem in an enhanced, actionable 

way, creating a greater fit between the project recommendations and the client’s needs.  

An obvious need from this project was a significant understanding of financial accounting, not only to 

understand the current system but also to leverage current existing systems to implement ABC.  

For this specific situation, I believe Financial Reporting and Financial Statement Analysis have helped 

me to understand the systems and current deficiencies of them more easily, creating value to the project. 

Lastly, and because it was needed a macro and micro analysis of the environment that surrounded both 

the client and the ABC system, we leveraged on a SWOT analysis e, learned on Corporate Strategy that 

helped us situate the system and understand possible flaws of implementation of ABC at MBCP. 

Going now into the soft skills, that are crucial for the conclusion and success of the project, I believe to 

have leveraged from the masters content I gained previously. The extensive group projects, constant 

pressure and high demanding deadlines gave me experience to maintain and deliver their requests at 

each step of the way during the business project. Regarding the CEMS academic year I have fortunately 

leveraged many aspects to my business project. Starting chronologically, the block seminar that I took in 

Stockholm about corporate entrepreneurship, showed me how important is employee’s initiative within 

a company. This was how the ABC idea appeared to the client, as specific departments were requested 

to engage in budget cuts, resulting in a request from employees to have better system of management 

accounting, to be able to cut costs effectively. Regarding seminars offered by CEMS, I took PowerPoint 

and presentation skills from McKinsey, which helped me throughout the business project. 

 
e SWOT Analysis is a strategy based framework that divides internal and external forces, positively and negatively. Those 

forces are Strengths, Weaknesses, Opportunities and Threats. 
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The MBCP skills seminar helped me, not to get any skills but to gather knowledge and content of 

employees’ perception and understanding of their company. Lastly, the most important seminar I took 

for this Business project was the Negotiation Skills. On one hand it helped me immensely to manage 

relationships and expectations enabling the team to keep track of the progress and control of it. On the 

other hand, this was the most difficult part of the project, and it was time intensive, reducing 

productivity of the project. It is an area where I felt that these skills developed at the seminar helped 

immensely, and was one of the key success factors for the project management. 

Masters Content Adjusted  

Even though I have had advantage with some previous knowledge acquired at the Masters program, 

some tools that I ended up using were not clear to me at first.  As a finance master, developing cash flow 

analysis was always taken into detail, removing importance to book, accounting values. Still the tools 

were there, and when applied can provide results the same way as applied to real cash flows, as long as 

the difference is taken into consideration. This was significantly hard, especially when we are taught the 

importance of cash flows compared to book values, which can have a significant impact on the 

company.  The excel tools, like treating data and analyzing information can still be used with the same 

procedures but different properties within them. 

Therefore, with proper care the method of analysis could be the same. An example was the sensitivity 

analysis used, which is a common tool to engage during a valuation exercise, but not normal in 

proceeding with a management accounting from my previous point of view. Nevertheless we used it, 

engaging in a better understanding of the estimations used, and guaranteeing not only confidence in our 

approach but also awareness of the risks involved. 

New knowledge 
Having never studied managing accounting throughout my studies, I have learned immensely from this 

new project. Starting from the ABC model, which was studied intensively throughout the semester. To 

top it off, some management accounting was studied to ensure that the type of methodology used by the 

group was the correct, given the topic (e.g. Lean Manufacturing system). Further on, after the 

development of knowledge of ABC, especially in the retail-banking sector, the team felt that a different 

framework should be used to capture the resources and costs used within the cards business. We chose a 

different approach because this was a specific situation that was unusual in the research, limiting the 

scope of the model to a single line of business. A consequence of this approach was the need to increase 

awareness of the bank and business, to ensure we were capable of developing a framework on our own, 

therefore capturing the processes used (Please see Appendix 12). As a result of this approach I have 

gathered a strong knowledge of the card’s business, not only in the pricing development and back office, 
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but also in the processing of requests and services throughout different channels and different companies 

(e.g. A simple POS communication involves a minimum of five agents in the transaction). Finally given 

the importance of the ABC implementation issues, we gathered information on what were the most 

important points to ensure an easy implementation, and arrived to a total of two key success factors for 

the implementation6. These were the top-down approach which is critical since employees need to 

revisit themselves in the top management and get the incentive from the top and have an honest and 

open communication throughout the entire firm, ensuring a full cooperation and understanding, 

maintaining a chain of support strong enough to make implementation an easy step. 

Personal Experience 

Strengths 

I believe one of my main strengths, which helped immensely throughout the duration of this project, was 

teamwork capabilities, and capacity to adapt within the group. Without this capability there would have 

been many cultural and team misfits, since there were many dominant personalities. This was more 

problematic during pressuring deadlines, and I felt I was able to modify my behavior with the purpose of 

achieving the best outcome. The capability of delivering results, especially within a significant amount 

of time pressure was important, and crucial towards the end. I can have a stronger than average 

resistance to pressure, and I owe it to the high demanding sports practiced, especially due to the 

competitiveness of it. With unexpected bottlenecks regarding the availability of information requested, 

we were only offered partial, raw information to construct the model, a couple of weeks before the 

deadline. This meant that a massive amount of information had to be processed, analyzed and developed 

in a short amount of time, in order to construct the model, were I took an active role and helped other 

team members with the processing. My versatility to shift roles in the team provided helpful also in 

internal or external meetings without some team members, that due to their strong personality, were 

essential in the group dynamics, of which I was able to replace temporarily most of the time. 

Concluding my strengths in this project, I believe the ability to see the big picture stands out, as I was 

able to evaluate our approach and take a step back, to follow another, better direction together with the 

group. This happened during the questionnaire approach, where followed by a suggestion, the group was 

able to change from a simple questionnaire on time driven activities to the branches to a more accurate 

questionnaire, which we were able to build successfully (Please see Appendix 19). 

Weaknesses 

I was given feedback that I tend to go a little too in detail on specific analyses, from my project team, 

which felt this was not a problem, but an issue that could be leveraged to the project’s advantage. 

Another big weakness was the ability to extract the most out of group capabilities proactively, of which 
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I did not succeed. I still believe this was a group level concern, with a severe problem of misaligned 

incentives28. Being used to group work developed for classes, I felt a significant impact in terms of 

expectations and communications, with respect to hierarchy and bureaucracy. Acknowledging the 

importance of hierarchy, especially in Portugal is important, and something that even though generally 

increases the time of communications, if disrespected can effectively block or hinder them. This was a 

different perspective than the one I was used to, but with significant importance in this project. 

Bureaucracy was something I was aware of the need, but not confident managing it, and unfortunately 

turned out to require the project team’s resources significantly. 

Areas of improvement 

My main area of improvement is still in managing relations. This group project was never in risk due to 

the team’s inability to produce a strong model analytically and academically strong, but definitely 

lacked relationship skills. Managing all different incentives in the project was a strong challenge, and 

one I was not fully ready for. I believe the approach to the project could have been different, especially 

in the beginning, where if everyone knew each other’s motivation, it would have been a smoother 

process from the start.  

Benefit of Hindsight 

Having built an extensive methodology approach from scratch with the help of many frameworks and 

dimensions have lead to sound and robust conclusion, which in the end I believe can add a significant 

value to this project. Given that this project was severely time limited, managing relations not only with 

the client but also with the academic advisor helped immensely to improve the work relationship, and 

even though with some issues along the way the project had an overall positive relationship. 

This was a very interesting and demanding project, not only from the point-of-view of the project team, 

but also from the client. It was an actual need of MBCP and something that could be actionable in the 

near future. Unfortunately with it also came unrealistic notions of time achievement. This is a project 

that typically takes over 24 months of time with several consultancy teams and full openness to data 

gathering. Given that none of this was in place, it was an extensive project for just four months, even 

considering the shorter scope of the project, which was aggravated with further requests. A more 

detailed considerate analysis of time required by a project should be considered, to ensure that they are 

consistent with the outcome. Looking back now, more specifically on the project development, I believe 

that given the team’s lack of knowledge on ABC system, a significant amount of time and resource was 

used to both gather the information and understand it. This lead to a reduction on the development 

process and consequent delay in the data requests. Following up on data requests, this was a severe 

problem in a late stage of the business project, mostly unexpected, as were told that these would be easy 
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to obtain. My opinion is that those were very hard to obtain due to the lack of empowerment business 

advisors had. This was evident in the meetings throughout the bank, where it was not only hard to 

schedule it, but was impossible to gather data, as they felt uncomfortable giving it. Therefore I believe 

that this should be a point to improve, since a demanding product should have a demanding internal 

force, to drive project forward.  

Bureaucracy levels were too high, especially for such a time pressuring project. As a consequence, we 

had a strong inefficiency factor to the project management, which led to a small degree of dissatisfaction 

from the client, which was rapidly resolved. Another management issue of the project was the deadlines, 

that were correctly assigned at each stage of the process, but were not always met, and I believe stricter 

deadlines should have been proposed, to ensure the team had a buffer for unexpected situations, like 

data availability. Furthermore, I believe there should be a more significant individual incentive for the 

Business Project that ensured everyone would work proactively, especially across schools. 

Conclusion 
 

Given the current situation of MBCP, a change in the approach to the market is critical right now. With 

no management accounting system to support either pricing29 or decision-making, they are currently a 

drift from the best practices, with little solution apart from following the competition.  This is where 

ABC can make a difference, allowing the firm to change the internal mentality of the bank and its 

approach to customer relationship management. By focusing on a more cost-to-serve approach like they 

are trying to do now with the implementation of lean management system, ABC can provide the next 

step to ensure a break from negativity surrounding the bank.  Regarding the internal reflection, I believe 

there are significant misaligned incentives that should be corrected in the future. Also, gaining 

awareness of the social skills importance for work that interconnects several institutions is crucial and 

one I should be further prepared to. 
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Appendix 1 – Customer Loans Market Share evolution (in %) 
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Appendix 2 – Customer Deposits Market Share evolution (in %) 
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  

Source: Annual Reports of All Banks Considered 
 

Appendix 3 – Competitive positioning in Transformation Ratio - 2012 
	  
 
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
 

Source: Annual Reports of All Banks Considered 
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Appendix 4 – Transformation Ratio Evolution 
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  

Source: Millennium BCP Annual Report (2009-2012) 
	  

Appendix 5 – Net Income Competitiveness Evolution - 2012 
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  

Source: Annual Reports of All Banks Considered 

Appendix 6 – Greece Operations in 2012 (total of -694 Million Euros) 
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  

Source: Millennium BCP Annual Report 
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Appendix 7 – Discipline in Capital and Cost Management 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Source: Millennium BCP Annual Report (2006-2012) 
 

Appendix 8 – Efficiency level evolution 
 
 
 
 
 
	  
	  
	  
	  
	  
	  
 
 
 
 
 

Source: Millennium BCP Annual Report (2006-2012) 
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Appendix 9 – Cost-to-Income Competitive Positioning 

	  
Source: Annual Reports of All Banks Considered 
 

Appendix 10 – Customer Relationship Management 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Millennium BCP Annual Report (2008-2012) 
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Appendix 11 – Allocation Grip for Operations Department 

	  
Source: Internal Calculations for the Business Project 
 
 

Appendix 12 – Cost Tree Framework 
	  

	  
	  
	  
	  
	  
	  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
Source: Internally Developed for the Business Project 
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Appendix 13 – Sensitivity Analysis to Opening an Account 
 

Source: Internal Calculations for the Business Project 
 
 

Appendix 14 – Sensitivity Analysis 1 to IT Costs 

Source: Internal Calculations for the Business Project 

 

Appendix 15 – Sensitivity Analysis 2 to IT 

Source: Internal Calculations for the Business Project 

 

Appendix 16 – Sensitivity Analysis To Communication Costs 
 

 
Source: Internal Calculations for the Business Project 
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Appendix	  17	  –	  Estimation	  Deviations	  

Source: Internal Calculations for the Business Project 
 

Appendix	  18	  –	  Core	  Cost	  Profitability	  Across	  Card	  Scheme	  Revenues 
 

Source: Internal Calculations for the Business Project 
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Appendix	  19	  –	  Excel	  Questionnaire	  Tool 
 
 

 
 
Source: Internal Tool developed exclusively for the Business Project 
 

	  

Appendix	  20	  –	  Client	  Cost	  Division	  Example 
 

 
Source: Internal Calculations for the Business Project 
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