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Abstract

In the information system, organizations face a dynamic environment, where they have to be on the lookout for
ways to sustain their competitive benefit. The growth of internet and globalization, toname a few factors, have
resulted in information interchange and availability, bringing down the period for which organizations can hold
on to their competitive benefit. One of the ways in whichorganizations can sustain and improve their competitive
benefit, in the current environment, is to reduce cost and thereby maximize value. Organizations have realized
that this could be achieved byimplementing a knowledge management system and leverage on the benefits of this
system to reduce costs. In this paper, some Management fields in Knowledge Management have been introduced

and presented with the main focus on Cost Management.

Keywords : Knowledge Management; Cost Management; Strategic Cost planning; value engineering;
Cost reduction

1. INTRODUCTION

Business exists to create and render VALUE.Ultimately, that is the one buzz word thatencompasses and integrates
all streams of study,be it, Finance, Marketing, Human Resource,Information Technology, Strategy, Supply
chainand so on.

This study focuses on how organizations canleverage on knowledge management practices toreduce costs and
thereby increase value. Theapplication of the theory is illustrated through acouple cases on HP and Infosys. It

details howthese companies have developed knowledgemanagement systems and used them for strategiccost
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management.Customer intimacy is cultivating relationships togain customer insights and expanding client baseof
‘desirable’ targets. Employee capability isachieved by reducing attrition, sharing of bestpractices, setting goals for
associates, developingand tracking of performance measurements.Product or Service leadership is obtained
bydelivering the best products and services that pushperformance boundaries. Also, new offerings areto be
created depending on the demand of theclients. Leadership is also by bringing the productsto market quicker.
Operational excellence isdelivering products and services at the best priceand with least cost. The pedestal on

which each ofthese elements lies is KNOWLEDGE.

2. KNOWLEDGE MANAGEMENT

2.1. Why Knowledge management?
Some of the reasons why kriowledge managementhas gained currency in recent times are:
Productivity and Opportunity Loss,this is due to lack of knowledge whereand when it is needed.Information
overloadstoo much unsorted and non-targetedinformation results in information overload.
Knowledge abrasion
Knowledge is lost because of earlyretirements and increasing mobility ofworkforce.Mergers and
AcquisitionsOrganizations are growing in scope andcomplexity as a result of disparate culturesand technology
coming together. Reinventing the wheelno standard processes for capturing bestpractices or lessons
learned.Growing Virtual Needs,this is because of dispersed customers andresources, because of the above-
mentioned reasons, whichare the result of the following factors, the timedemands efficient knowledge
management.

» Speed to change the market place hasbecome so rapid, that the timeavailable for organizations to
gainexperience and acquire knowledge hasdiminished.
Competition on the market place hasforced organizations to reduce costs.
Failure of financial models torepresent the dynamics of knowledge.

Failure of information technology byitself to achieve substantial benefits.

YV V V VY

Unintended consequences of universalinformation access.
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2.2 Importance of Knowledge Management

The importance of knowledge management is alsoevident from various surveys and researchconducted by
management consultants and theexpenditure incurred by many corporate ondeveloping knowledge management
systems.

Some cases in point are:

» A survey conducted jointly by PriceWater House Coopers and WorldEconomic Forum; found that 95%
ofCEQ’s saw KM as an essentialingredient for the success of theircompany.

» According to the International DataCorporation, companies worldwideare expected to dramatically
increasetheir knowledge managementexpenditure from 10% to 100%.

»  British Petroleum (BP) managersattributedhuge amount ofadded value as a direct result of KMapproach.
Various refineries of BP,due to KM approach saved between10% to 100%.

» British Telecom offered significantincentives for the contributors ofknowledge. 10% of additional
incomegenerated was due to new idea or contribution.

» Realizing the need to provide anatmosphere for innovation to givebirth and emphasizing
knowledgeculture in the organization, 3Mallowed 15% of the week’s workingtime for creative work and
new ideasand as a result they had about so manynew products.

Proceedings on Manufacturing Engineering, Quality and Production Systems varied perspectives for the benefit of
wholeorganization.Past is a history. Future is a mystery. But still itcannot be denied that the decisions are taken
withthe known past for an unknown future, wherechange is the changeless law of the world. But, theconstraints
are faced by all the businesses. Smartare those companies that render value to increasethe corporate performance
in the competitiveenvironment! Improved corporate performancedepends on competitive advantage enjoyed
orcreated by the organizations, either by Productdifferentiation strategy or (low) Cost leadershipstrategy. Cost
leadership is achieved throughstrategic cost management and how knowledgemanagement accelerates the

efficiency andeffectiveness of the same is the intended area ofresearch and study.

2.3 Knowledge Management andCreativity

Creativity is the ability to bring in new appropriateand relevant ideas through imagination andintuition.
Innovation is the process ofoperationalzing the new idea.There are various processes associated with theprocess
of creating new ideas, like, brainstorming,lateral thinking etc. The ideas created by thesemethodologies can be
harnessed through properand appropriate knowledge management systems.Nonaka suggested that successful
companiesare those that consistently create new knowledgeas solutions to unfamiliar problems,
disseminatewidely throughout the organization and quicklyembody it in new technologies and products,which
implies that a proper knowledge base is asource of creation of new knowledge in theorganization. The creation of
new knowledge isthrough creative ways of combining existingknowledge units available in the
organization.Donald Schon, an American writer has argued thatcreativity comes out of displacement of
ideas,using concepts in one field in another field. Thisstatement highlights the importance of aknowledge base
since the concepts of one field tobe used in another field can be effective if theideas and concepts are stored in a

knowledge base.Organizational innovation requires exploring newways of combining existing ideas in a new way.
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3. STRATEGIC COST MANAGEMENT

Strategic Cost
Management

Cost management is important to organizationsbecause it is a philosophy, an attitude and a set oftechniques to
create more value at a lower cost.Cost management looks into the long-termcompetitive success of the firm. The
criticalsuccess factors for cost management not onlyencompass financial factors, costs and revenuesbut also non
financial factors like new productdevelopment, product quality, customersatisfaction and the like. Therefore, the
role of costmanagement is to identify, measure, collect,analyze and report information on these criticalsuccess
factors reliably and in timely manner.Cost management information is needed for allfour management functions.
Strategic management by which thecompanies choose their line of products,manufacturing methods,
marketingtechniques, and other long term issues.Also it supports management decisions byidentifying and
measuring the impacts ofalternative decisions that potentially affectoperations in all parts of the
organization.Planning and decision-making inoperational and recurring issues likemanaging cash flow, budgeting,
purchaseof raw materials, production schedulingand pricing.Management and operational control toincrease
customer value by identifyingopportunities to eliminate non-valueadding practices and processes but rewardand
support effective managers. Preparation of financial statements foraccurate purposes and also to comply
withreporting requirements. These financialstatements are mainly used by other threemanagement functions.
As it is said by Ronald W Hilton, Michael WMaher, Frank H Selto in their book, Costmanagement - Strategies for
business decisions,“Cost management rejects the notion that “costshappen” and embraces the perspective that
allcosts can and should be managed to meetorganizational goals”. It is an accountants’philosophy that ‘costs
happen’ and it has to bemeasured accurately. But, it is a fact that costresults from management’s decisions to
meetglobal business conditions. An overarching themeis ‘best cost management practices’ which is theresult of
external competition among companiesand internal threats from alternative sources ofinformation. Cost
management has thereforeassumed the role of a management facilitator thana mere steward.
Considering the ephemeral differentiation strategy,the companies should focus on cost leadership forlong-term
competitiveness. Cost reduction can beachieved either by reducing capacity or drivesavings by improving
efficiency. Only the lattercan make permanent changes in cost structure.Companies that reduce capacity will soon
finditself washed out from the arena of competition,for ‘volume’ is the name of the game in the yearsto come.
Cost management system should provideinformation that identifies various sources ofcompetitive advantage.
Competitive advantage isachieved when the organization is:

» More efficient than its competitors

»  Afirst-mover in making new technologythat offers cost or productivity advantage.
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» Rendering more valuable services.
» Possessing superior knowledge andcapability of employees to come up withnew products and services
» Harnessing organizational resources toimprove financial and non-financialoutcomes.

All these need to be a continual process whichtakes place iteratively rather than one timeoccurrence.

4. KNOWLEDGE MANAGEMENT & COST MANAGEMENT

Cost Management

A Strategic Emphasi

Organizations, in the present day scenario, haverealized the difficulty in sustaining competitiveadvantage over an
extended period of time. Anorganization gains competitive advantage bycreating more value for its customers
than itscompetitors, because customers demand enhancedvalue at reduced cost. Organizations have now feltthe
need to look for avenues by which they couldreduce costs to survive and succeed and haverealized that cost
management as one of ways bywhich they could enhance value for its customers.Strategic Cost Management is an
integratedapproach to value management, which results inimprovement of price performance ratio.

Creativity is another key requirement for valuemanagement. Creativity is not to be looked as anyisolated function
but as an integral part oforganizational functions. Knowledge managementis one of the important catalyst for
creativity andthis is succinctly emphasized by Prusak in thisquote - “A firm’s competitive advantage dependsupon
what it knows, how it uses what it knows andhow fast it can create something new” Knowledgemanagement
provides context for creativity, forwithout a context creativity has no meaning. It isthe relevance and feasibility of
implementation ofan idea that makes it more meaningful. Creativitycan help in discovering new product or
newprocess and could also be instrumental instreamlining existing processes.

Proceedings on Manufacturing Engineering, Quality and Production Systems, Cost reduction could be brought
about bystreamlining existing processes or by introducingnew processes, which are more efficient than
theexisting processes. Creativity plays an importantrole in bringing in new thinking to streamlineexisting
processes or in creating new processes.Creativity requires exploring new ideas,combining existing ideas in new
ways andexperimenting with them to create ideas, which areoperational. The base for creativity is theknowledge
base of existing practices. Together,knowledge management and creativity lead toimprovements in the existing
processes andcreation of new processes.Process streamlining involves simplification ofexisting processes and
elimination of non-valueadding steps in the process. Non-value time couldbe due to rework and errors in process

executionand elimination of such non-value time results inbenefits like reduced cycle time, increased qualitythus
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leading to increased economic value.Organizations therefore have more time forcreative thinking which plays an
important role ingenerating ideas, to reduce the non-value addingtime and thereby enhance value.
Cost Management can be achieved by:

» Ensuring accurate, appropriate decisionstaken on time

» Improving process efficiency

» Improving service capability

In all the above focused areas, knowledgemanagement plays a crucial role in reducingcosts and hence we could
reasonably concludethat proper knowledge management can lead tocost reduction.Since, in the present era, cost
is one of the maindrivers for organizations to achieve competitiveadvantage, cost management is looked at

morefrom a strategic dimernsion rather than a functional dimension.

5. KNOWLEDGE MANAGEMENT & COST REDUCTION

The above-mentioned sub-systems are containedin an overall centralized knowledge managementsystem. This
system is accessible to all at Infosysfrom any part of the world, thus ensuringtransparency leading to the
development of asharing culture across the organization. Thesystem also has several control points, which
areaccessible at various levels in the organization.

This ensures that all functions and operations areregularly monitored and early warning signals aretracked and
captured on occurrence. Thecorrection and improvement mechanisms are putin place almost instantly, resulting

in enormouscost reduction on various fronts and achieving costleadership even while trying to maximize value.

6. CONCLUSION & FUTURE DIRECTIONS

In this paper, relations between StrategicKnowledge Management and Cost Managementintroduced and
presented. By using thesemethodologies and relations and effectivemanagement on its procedures, all of
requirementsfor implementing an optimized cost service inprojects will be prepared and all of its benefits
andadvantages have positive effects on projects andorganization plans.The most important matter and subject in

this issueis how to improving and optimizing these relationsand transactions between Strategic Managementand
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Cost Management. Implementing an usefulstrategy for strategic management usingknowledge management base

is one of the mostapplication for doing it as described in this paper.
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