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CREATING
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PART A: VALUE CREATION

PART A: VALUE CREATION

ORGANISATIONS: THE TRANSACTION COST
APPROACH

CORPORATE GOVERNANCE: CONFORMANCE

CORPORATE GOVERNANCE: PERFORMANCE

CORPORATE GOVERNANCE:
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CREATING VALUE

THE ORGANISATION VALUE CHAIN

THE INDUSTRY VALUE CHAIN

MANAGEMENT ACCOUNTANTS AND VALUE
ANALYSIS

Competitive advantage depends on the extent to which

an organisation creates value for its stakeholders.

Corporate governance is the responsibility of the board

and is directed at fulfilling the financial, social and

environmental goals of the organisation's stakeholders.

The Management Accountant (MA) plays a key role in

generating information for management and other

stakeholders about value creating activities and value

chain performance.
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Examples of transaction costs:

) negotiating contracts

) financing investments

) monitoring performance
] gathering information.

Transaction cost analysis is a

way to get you thinking about
& the nature of a business. Why

. m do businesses exist and grow?

Organisations: the
transaction cost approach

Corporate governance: Corporate governance: Creating
perfarmance sustainability valug

How to organise production?
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A transaction is an
economic event in which
a good or service is
transferred from one
economic entity to

X ( ‘\Affw“

Where transaction costs are high, business
organisations emerge as the most economical
way of organising activities.

another.
Professional and trade associations e.g. CPA
Australia Ltd reduce transaction costs by
(1 providing assurance about the competence of
A members.

Outsourcing or contracting for
Tion-core service is beneficial if !/
it will save the company

money. A company should not,
however, outsource the
resources and competences
which give it its competitive
advantage.




CONFORMANCE

CORPORATE GOVERNANCE

Creating
value

Crganisations; the Corporate governance; Corporate governance: Corporale governance:
fransaction sl approach conformance perlormance sustainabifity

Corporate governasge conformance)

is the system by which compagies are directed and controlled - historical in orientation, backed up by audit

Good corporate

Key issues in corporate Corporate governance

governance principles governance

s Adhere to strategic objectives,

s Culture and 'tone at the top'. o s Reduces risk.
= The Chief Execufive Officer | |® Minimise risk. = Improves
(CEQ). = Promete integrity with codes and standards. performance.
s The board of directors. ®  Fulfil responsibilities to stakeholdars. » Improves external
® |nternal controls, = [Establish aEDDIJFI[E.bi"t!ll'. PE[GEPHUES.
= Maintain auditor/non-executive
independence.

®  Haport accurately and promply.
= Encourage shareholder involvement.

Corporate governance
controls

> Internal (Audit Committee)
vs External (Regulations)

> Formal (accounting systems)
vs Informal (culture).



PERFORMANCE

CORPORATE GOVERNANCE

Corporate governance;
conformance

Crganisations: the
fransaction cost approach

Corporate gove
is the system wh

¢(performance)

Strategic planning.
® [Hisk management.
Performance measurament.

Corporate governance;

Corporale governance: Creating
performance sustainability value

ses on helping the board of directors make strategic decisions-forward-looking

Good corporate governance (performance)

Choicelclarity of strategy.

Strategy execution.

Ability to respond to change.

Ability to undertake successful mergers and acquisitions.
Ethics and CSR.

Control organisations

Triple bottom line goals:

> financial
] social
] environmental.

- to achieve sustainability




SUSTAINABILITY

CORPORATE GOVERNANCE

Should shareholders' funds be

expended for reasons other than:
Does t.he business adopt a > competitive advantage; or
compliance-based (legal) ) legal compliance; or
or integrity-based » ethical behaviour?
approach (values and
culture)?

Corporate governance:
conformance

0r§anisaniuns: the
fransaction cost approach

e Ethics

= Are the moral principles by which people act or
do business, '
The belief systems that people use to judge

responsibility (CSR)
e —
: afily expected that business will provide
benefxo society generally, not just by economic
actjrty or ngpecific stakeholder groups; legislation
xfd social andsglitical prassure now promote this.

Rany countries, equal
oppertunities and employment protection
legislation hampers businesses' ability to adjust
the size of their workforce and control labour
Extortion by officials. costs,

Bribery.

Unfair competition.
Product safety.
Honesty in advertising.
Environmental impact.

Ethical problems

=  Environment and externalities: extensive
legislation is designed to protect the natural
environment and other forms of amenity such
as health and family life.

Corporale governance: Corporate governance: Cr&aﬁ
performance sustainability value

—
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IFAC Sustainability Framework (2009)

= The purpose of organisafions and corporate governance is to achieve sustainability and the triple bottom
line: financial, social and environmental goals.

= An grganisation must:

- Promote ethical rasponsibility and sound corporate governance.

- Provide a safe working environment.

- Promote culiural diversity and equity.

- Minimise adverse environmental impacts.

- Provide opportunities for social and economic development of communities.

Corporate Social Responsibility (CSR) is an
organisation's obligation to maximise positive
stakeholder benefits while minimising the
negative effects of its actions.




SUSTAINABILITY

CORPORATE GOVERNANCE

Taking a leadership role in
relation to reporting on
sustainability and social impacts
is one way management
accountants can contribute to an
organisation's obligations in this
area.

Organisations: the
fransaction cost approach

Corporate govemance:
conformance

Corporate govemance: Corporate governance:  [IHER]
performance sustainability value

Professional accountant leadership role: ~ Sustainability

Challenge conventional assumptions; Sustainable activity uses resources no faster than they can

»  RBedsfine success in accordance with be replaced, and waste emissions are held down to a level
sustainability. that the ervironment can absaorb.

®  Establish appropriate performance targets. Sustainability should be measured by a ‘triple bottom line':

= Encourage and reward the nght behaviours, = Economic prosperity.

= Ensure that information flows to support decisions = Enwvironmental quality.
that go beyond traditional ways of thinking about =  Social equity.

ECONOMIG SUCCESS.



CREATING VALUE

‘Stakeholders

Value can be created for:

D shareholders (dividends)

D customers (competitive prices)
Resources » employees (wages)
) Raw : suppliers (payments)t.
» Physical managers (remuneration)
» Human D government (taxes)
» Legal property rights D community (clean environment).
D Intangible

Qrganisations; the
fransaction cost approach

Corporate governance;
conformance

Corporate governance: Corporate governance: Creating
performance sustainability value

Sustainable value created = Value of benefits obtained less Direct cost less Opportunity cost of resources used

The activities that transform resources into oufputs create customer value:

‘ Inputs —»| Transformation p—= Qutputs — Qutcomes

Impediments to value creation

s | ack of understanding of value.
»  Self-interested behaviour.
= Negative competition and functional orientation,

Role of MA in value creation Value drivers

= |dentify and measure value drivers. = Something that affects value creation
= Measure inpuls and outputs of value-creating = Types:

activities. - Collaboration.
=  Plan for, control and maximise value creation = Innovation.

(through innovation). - Efficiency.

®  Eliminate non-value adding activities. e SR feniat.

Organisation's value drivers affect:

> resource allocation
> measurement and reward of performance
> culture and leadership style.

The various drivers may be in conflict.



The ‘organisation value chain was originally
created to describe businesses dealing with
physical products.

Does it still work for services organisations

or do they create value in other ways? * [))&
@)

The arganisa

tign
value chain

Management accountants
and value analysis

7 Ponar rwped Mavamusadlmiasulm 7 Alirmsuaha cham Isomnactedinmt F\artarcalls
nrganlsanon inta the nmnlnlhn wlue ehlln.

a nluo which includes several
organisations’ value chains.

GI.EIDI” " mer
value
chains
- PRIMARY ACTIVITIES

The margin is the excess the customer is mrtha m!wﬁﬂﬂ!"ﬂmhhﬁﬁfmmmm

cost to the firm of obtaining resouma in andprm competitive advantage in several ways:

activities, It the value hymavdma:hviiu = Invent new or better ways to do activities.

themselves and by the management of the behvean them, |®  Combine activities in new or betier ways.

Linkages connect the activities in the value ch activities affect |=  Manage the linkages in its own value chain,

ane another and therefore must be co-ordinated. = Manage the linkages in the value system.




THE INDUSTRY VALUE CHAIN

| Often implemented by strategic
alliances: The links between these value chains can
represent opportunities for individual
»  service level agreements organisations to capture more of the value
»  customer affinity programs created by the overall system by managing
»  purchaser/supplier collaborations them to their advantage.
> joint ventures.

he organisation
value chain

The industry Managernent accountants
value chain and value analysis

T

The value chain concept can be used to analyse the way an industry delivers value to its participants — the

Industry Value Chain.
: 6 Retailer
¥
5 Distributor 1 Raw materials
4 Product producer 9 Primary manufacturing

‘r,
3 Fabrication L

Exploit links in the industry value chain by:

®  Direct methods:

- Vertical integration with others in the chain (upstream with customers or downstream with suppliers).
- Horizontal integration with other providers of the same goods/services,

= |ndirect methods:

\“‘\‘ ~  Using bargaining power over suppliers and customers.

2 g Reducing transaction costs by providing co-ordination and by fostering relationships that promote
. innovation eq alliances and joint ventures.

Collaboration between participants

Impertance of trust, shared values, aligned goals,

Management of long-term relationships.
Measure performance then share risk/reward,
Helps in planning, reduction of waste, reduction of transaction costs.

Found to be a more effective way of
managing industry value chain than
each member maximising their own
efficiency in isolation.




MANAGEMENT ACCOUNTANTS AND VALUE

ANALYSIS

The aroanisation
value chain

Tre industry
vaLe chain

Management accountants
and value analysis

Traditional approach mMa Key factors that create value
®  Short-ferm profit ®  Sustainable value creafion = Strategy
= |nternal focus »  External supplisr-customer s Collaberation
= Functiohs/departments linkagas m  Safisfaction
®  linkages ignored = ‘\alus chain ® Cuality
" Focus on cost reduction Partnership approach ®  |nnowation
. = Time
®  Costimprovement by
reconfiguring value chain/
improving linkages
Y
Management Accouniing MAS focus on product and markst orisnted

Systems (MAS) focus o

depariment budgets, standard

costs and variances.

n infermaticn fowing from supglier to
customer. +

Performance measurement frameworks
need 1o be more comprehensive,

Value analysis: organisation and industry ara complex wehb of inter-related activities

Management accountant’s role in value

analysis

|dentify:

Significant activities

Inputs/outputs in financial/non-financial terms
Value created by activity

Value driver of activity

Linkages between value-creating activities
Linkages across organisational boundaries

Need t

way:

organise value chains in most effective

extract maximum value and

reconfigure existing chains
eliminate non value add activity
introduce new activities
enhance existing activities.




MODULE 2

CREATING
ORGANISATIONAL VALUE,
PART B: STRATEGIC

MANAGEMENT

PART B: STRATEGIC MANAGEMENT
WHAT IS STRATEGIC MANAGEMENT?
STRATEGIC ANALYSIS: VALUE ANALYSIS
STRATEGIC ANALYSIS: SWOT

INTERNAL ANALYSIS: CAPABILITIES
INTERNAL ANALYSIS: PRODUCTS

EXTERNAL ANALYSIS: INDUSTRY ANALYSIS/
FIVE FORCES

EXTERNAL ANALYSIS: PEST

STRATEGIC PLANNING: DEVELOPING A
GOOD STRATEGY

STRATEGIC PLANNING: BUSINESS MODEL
GENERATION

STRATEGIC PLANNING: GENERIC
STRATEGIES

STRATEGY CHOICE

STRATEGY IMPLEMENTATION

Unless organisations can sustain competitive
advantage, profitability is eroded. Strategic
management comprises a set of techniques that ena
an organisation to understand its capabilities and
ensure best fit with its environment. Strategic

ble

management focuses on the long-term direction of the

organisation and the implementation of strategies to
achieve those goals.
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Strategic: avoid becoming so
preoccupied with immediate

issues that you lose sight of

ultimate objectives.

Strategic analysis:
value analysis

Whal is strategic
management?

Assumptions of strategic management

®  Environment is prediclable.
= Qrganisations/people are controllable.
= Dacision-makers act rationally.

T

Specific, detailed, quantfied.
Highly detailed.
Tightly followed.
Developed through formalised processes.

Not particularly real-life.

Strategic management is
inherently uncertain.

External analysis:
industry analysis/five forces

Managing business strategy

Performed by board of
directors/senior managers.




Strategic management is focused on the long-term
direction of the organisation.

It is forward looking, goal orientated and is about
adapting the organisation to its environment.

Intermal analysis:
capabililies

Internal analysis:
products

External analysis:
industry analysisfive forces

What is strategic
management? |

Sirategic analysis:
value analysis

Strategic analysis:
SWOT

WHAT IS STRATEGIC MANAGEMENT?

Y Y
External analysis Analysis Internal analysis
Opportunities and threats = SWOT analysis [~ Strengths and weaknesses
= PEST —- -=|® Resources, competences
/ = Fiva Forces | = \falue analysis
| , . = Portfolio analysis
7 — Slrategm pl‘annlng — :
fir 2| Mission Vision and strategic
= Purpose = Products l Intent
: (F;((;l:g;)e:t W : gﬂ#ﬁfe Y Where the organisation wants to be

Note that for most
organisations the
environment will be ®  Quantified measuras

unpredictable. -V,

Strategic choice
Generating options = Value chain
®  Generic strategies sidbnolk
= Acquisition/growth t:
Evaluating options = Acceptability - stakeholders strategic
®  Suitability - mission, strategic intent analysis
»  Feasibility - resources
Selecting strategy T
i i Evaluation,
Strategy mplgmentaimn N
= Resource planning measurement
®  Operations plans
= Structure
= Culiure
= (Change ACTUAL
®  Functional strategies ™™ PERFORMANCE

This diagram is a
summary; you will deal
with these areas later
on in this module.




VALUE ANALYSIS

STRATEGIC ANALYSIS

| Need to look at whole
value chain. Shifting
costs to suppliers or
customers does not add
| value.

|dentify how an organisation adds
value for customers at each stage
of the value chain (by improving
individual activities in the chain +
linkages between them).

Also identify non-value adding
activities such as storage and

What is strategic | Rl DU Stratagic analysis: § Internal analyss: | Internal analysis: | External analysss: i
managemant? value analysis SWOT capabilities products | industry analysisffiva forces |

Strategic position in the industry
value chain may be significant. Some
parts of the value chain (e.g. food
retailing) may create more value
than others (e.g. food manufacture).

Creates/improves
competitive advantage

v

Translates into
bigger market share
or higher prices

movement to reduce or eliminate
them.

v

Adds to organisafion
value

Value propositions

® |dentify objectives for each stakeholder group.
s ®  Develop related value propesition for each.
—_ ®  Customer value is key.

Value chain and improving competitive advantage

Display value-adding capabilities (reputation and branding).
Eliminate non-value adding activities.

Use less costly substitute inpuls 1o activities.

Conceive new ways to conduct acfivities.

More effective linkages than competitors,

A useful way to think about an organisation is as a coalition of
stakeholder groups who are simultaneously competing for
resources and collaborating to make the organisation successful.
In order for the organisation to survive and prosper, each
stakeholder must make a contribution to the organisation, and
each stakeholder must get something they value in return for
their contribution.




swaT

STRATEGIC ANALYSIS

o

What is strategic
managemsant? |

SWOT draws all the

strategically important

threads of capability

analysis and

environmental analysis
| together.

SWOT analysis

(also known as corporate appraisal) is a review of The resulls can be combined in guiding strategy formation.

Useful tools supporting SWOT analysis

Product lite cycle analysis.
BCG matrix.

Five forces.

PEST analysis.

Strategic analysis: R=E ELLELEITEER
value analysis

SWOT

Internal analysis;
capabifities

Infernal anafysis: External analysis:
products industry analysisfive forces

Internal

Strengths

Weaknesses

External

Opportunities

Threats

S0 strateqgy - employ strengths to seize

opportunities

WT strategy - defensive, avoid threats and impact of

waaknesses

e

Note the varying
resource implications of
these strategies.

Conversion applies in
two ways - remedying
weaknesses and
managing threats so as
to reveal opportunities.

.

-




CAPABILITIES

INTERNAL ANALYSIS

| Competences are the
Examination of strategic activities and processes
| capability must include an through which an
assessment of quality - organisation deploys its
depends on the ability to resources effectively.
support the creation of

value for customers.

What is strategic
management?

External anahysis:
industry analysis'five forces

Internal analysis;
producis

Strategic capability
the adequacy and suitability of an organisation's res

Position-based strategy aims to achieve competitive advantage by positioning a market offering to respond to the
opportuniies and threats present in the ervironment.

_~ Resource-based strategy is basad on the possession of distinctive resources, which may be physical resources or
" capabilities (core competences): the activities and processes through which an organisation deploys its resources
effectively,
Reproducible capabilities and resources meet customers” minimum requirements and are needed for survival, but
other organisations can replicate them quite easily.

Distinctive capabilities and core competences underpin compefitive advantage and are difficult for competitors to
imitate or obtain eg brands, patents.

Categories covered in internal analysis

Assets - working/fixed capital.

Resources - external relationships.
People and management - human capital.
Systems and processes,

Resources are both physical
(e.g. machinery and labour)
and intangible (e.g. information
| and management style).




PRODUCTS

INTERNAL ANALYSIS

Note the product life cycle is a
model, not a law.

What does each stage imply for
the appropriate business
strategy in that stage?

Not all products conform to it;
stages are different lengths in
different industries.

STralagc analysis: Slratagu: analysis: nal GIEE  Intemal analysis: Extarnal analysis:
| value analysis products industry analysisfive forces

The company’s offerings to the market are :
fundamental to its success. They must be kept Product lfe I7'1"-':"9

Wha is strategic
management?

under review so that there is a suitable mix. The im0 T SR S
product life cycle is an important concept and Al S
siralegies must be appropriate to stage in life N BN
cycle, Pl e
,,_.-—-"j /!/ | \gans [ash inficw)
|_._ .-______.- | T : \
[rrosuction] Grown | Maturty Doling | ‘!andl.'( - Prolks
Product class (or generic product) Introduction: development, marketing and production costs high;
- a broad category sales volume low; loss maker; negative cash flow.
Growth: sales volumes accelerate, profits rise, but cash flow likely
Product form ta remain n:gdatlw ; competitors enter the market. High advertising
= type within the category costs. Add additional Iha'”m to product. )
Maturity: longest period; no market growth but profits good, and
Brand cash flow positive; reminder promotions only.

Decline: product superseded; sales fall, over-capacity in indusiry;
some players leave market, Those thal remain try to find niches.

= fhe spacific product

Portfolio analysis is applicable to products, market segments and Strategic Business Units (SBUs). Thera are four basic
strategies:

The BCG Matrix Prublems with the BCG matrix
High | Low Simplistic.
Market T = Sfrong brand may ghve competitve strength despite
growth . relatively low market share.
rate Low = Ignores innovalion,
Relative market share = Dogs and question marks may be needed 1o complete &
ranga.
Stars - build = High market growth assumed to be attractive. But will

require significant investment which may not be available.

Cash cows — hold or harvest Ignores compedtitors other than market leader.

Question marks — build or harvest

] = Does notf indicate overall bast mix or how to build stars and
Importance of having a balanced portfolio: Parallels with product life cycle:
D stars to assure the future > stars - growth phase
D cash cows to supply funds to support future ’ cash cow - mature phase.

growth

D question marks to be converted into stars.




INDUSTRY

EXTERNAL ANALYSIS

ANALYSIS/FIVE FORCES

Concentrate on industry's
business cycle, not short-
term fluctuations.

The reaction of existing
competitors will also
affect the success a new
entrant has.

Note that this is an analysis
of the potential for profit in
an industry as a whole, not
just for individual companies.

Strategic analysis:
value analysis

What is strategic
management?

m What is the indusiry?

Strategic analysis:
SWoT

Internal analysis:
capahbilifies

Intemal analysis:

External analysis:

products industry analysisffive forces

=  How do competitive forces creale profitability (prices, costs, investment)?
= Where are we situated in the industry?

Porter says that five forces together determine the long-term profit potential of an industry.

4 Bargaining power of 1 Threat of new entrants 3 Bargaining power of
suppliers This is limited by barriers to entry customers
Depends on: m Economies of scala ® Product differentiation Depends on:
= Number of suppliers ® Switching costsy @ Aggess 1o distribution = olume bought
®  Threats to suppliers' % = Patent rights ccess fo resources y ooy
S 5 egFliualﬂ,I among current compelitors 4 sc?pe.fﬂr .
®  Number of customers in . . . Switching costs

industry
®  Scope for substitution
= Switching cosis
= Selling skills

2

® Markat growth
® Spare capacity ® Exil barriers
m Uncartainty aboul competitars” strategy

Depends on:

Threal uaffitiute products

® Buyers' sase of switching ™ [ urehasing skills

= |mportance of quality

g - e A substitite s MBH by a different  fa o0 k lower pri
NN incusiry but Selisfies the same needs  (CEEEREREREREEE

This could be an
argument for backward
vertical integration:
bring supply in-house.

Input from a different industry
is the test - if the new product
comes from the same industry
it is an example of competitive
rivalry, not a substitute.




PEST

EXTERNAL ANALYSIS

National/international
regulations:

Remember, PEST factors are linked )
and interact - the way that politics P regulatory constraints
influences economic activity and vice »  trade barriers.

versa is an example.

External analysis: Sirategic planning: Stratenic planning: i Strategic planning: |[ Strategy Sirategy
PEST developing a good strategy (| business model generation || generic stralegies || choice || implermentation

In addition to the five industry forces identified by Porter (1985), other opportunities and threats must be
analysed. The PEST framework is based upon six factors: political, economic, socio-cultural, technological,
environmental protection and legal.

Politicalllegal factors ——— Economic factors

Governments oversee the framework in which business These operate in both a nafional and international

operates eg physical, social and market infrastructure, contaxt. Relevant factors include:

Many aspects of business activity are subject to legal » |nflation rates = Growth/fall of GOP

regulation; ®  Employment rates  ®  Savings levels

®  Confracts = Employment " |nterest rales " Exnhang& rates

= Healthandsafety = Tax I i A

Other aspects are regulated by supervisory bodies. ¢ REINGRE Ky 5. et monts
Government policy l

wwmm »  Fiscal policy (taxes, borrowing, spending).

oL affect kAl ﬂ‘m ) = Monetary policy (interest rates, exchange rates).
mﬂm mﬂm~ = Size and scope of the public sector,

& Fluctuations in local/national/international
economic activity.

®  Boom, recession, (depression), recovery.
= Triggering evenis,

Highlight the importance of

globalisation as a key driver of ] ]

change in the macro-environment Developments in IT have driven much
(global markets; global production; recent business change. (Link to
global competition). e-business and e-marketing.)




" | Why are environmental factors
important in the business
environment?

CSR = Businesses being held more
accountable for the social
consequences of their actions.

Public opinion drives the impact of
environmental protection - scarcity
of natural resources and
sustainability are both very
practical constraints on strategic
plans.

Strateqic planning:

External analysis:
PEST

Sociallenvironmental factors

Demographic changes have clear implications for
patterns of demand. They also affect availability of
labour. Can also affect recruiiment policies.

Culture in society provides a framework for
understanding beliefs and values, and creates patterns
of human activity. It influences tastes and lifestyles.

Environmental protection

Strategic planning:

developing a good strateqy || business model generation || generic strategies

Strategy

Strategic planning: || Strategy
i implemantation

choice |

Technological factors
Many strategies are based on exploiting technological
change (e.g. the Internet and e-commerce). Others are
defences against such change (e.g. emphasising service
or quality when a competitor introduces a major technical
davelopment).
Technologi
business (especially IT devels

New products and services become available.

New methods of production and service provision.
New ways of selling (e-commerce).

Improved handling of information in sales and finance.
Mew organisation structures to exploit technology.
Mew media for communication with customers and
within the business (e.0. the Internet and email)
facilitates business becoming global.

developments affect all aspects of

Possible green issues for businesses to consider:

Consumer demand for environmentally friendly

]
/ products.

»  Greater regulation by governments and
international bodies.

of their activities.

How does this vary
globally? Regulations and
legislation are less rigorous
in developing countries.

= Businesses may be charged for the external cost

= Scarcity of non-renewable resources.

= Sustainability of operations,

= Opportunities to develop new environmentally
friendly products and technologies (gain
competitive advantage).

What opportunities do the
increased coverage of
sustainability and CSR issues
provide businesses?




STRATEGY

: DEVELOPING A GOOD

STRATEGIC PLANNING

Identify risk-based market segments

Use product analysis e.g. BCG, product life cycle
Engage with employees

Re-engineer industry value chain

External analysis;
PEST

Strategic

aﬂﬂlﬁrSlS ' = Existing sirategic plan,
= Nead to revise framework and plan,

Strategic management framework

Vision — why is society betier off as a result of the organisation?
Mission = identify stakeholders, commercial rationale, farget market.
Goals - detail of the missian,

Objectives - quantitative measures of the goals against which periormance can be
assessed,

RN L TR | business model generation

Strategic planning: Strateqic planning; |[ Stralegy

neneric strategies || choice

Strafegy
implementation

Strategic planning - review:

*} m  Existing strategic management framework.

A good strategy should:

Use Strengths - exploit organisation’s resources/capabilities.

Address Weaknesses — ensure thers are enough resources/capabilities.
Fit with the Opportunities in the environment.

Sustain itsalf against Threats of others replicating it.

Fit together properly — be internally consistent.

Survive a reality check = can it be implemented?



BUSINESS MODEL

STRATEGIC PLANNING

GENERATION

'y ;
External anahysis:

Strategic planning;
PEST

Re-engingering industry value chain.

Anticipating new industries, producis,
markets = Blue Oceaans.

Value innovation/pioneering.

developing a good strategy | lETEEEut Bl EUEERG] | generic siralegies

‘Blue Ocean’ strategy

Bmldlng blocks:
®  Customer segments,
= Value proposition for customer
segments. |
= Channels for delivery.
= Customer relafionships.
®  Revenue slreams.
®  Key resources.
® Ky activities. L
= Key partnerships. f
= Cost structure.

Both approaches together
aim to create uncontested
market space by
simultaneously improving
value and reduce cost.

Strategic planning:

Strategy
choice

Buqmnqs model canvas

Trying to envisage the totally new is not
easy, but just look at the success of

Facebook - it is worthwhile!

Strateqgy
implementation

Value
side

Cost
side



: GENERIC STRATEGIES

STRATEGIC PLANNING

Since there is usually only
room for one cost leader in
an industry, most large
businesses will pursue a
differentiation strategy.

Cost leadership usually implies a volume of
sales and production that will ensure
economies of scale: a mass-market
marketing mix is therefore essential.

External analysis:
PEST

Strategic planning: Strategic planning: | Strategic planning: |RELEED
developing & good strateqy | | business model generation | = (R E

Strategy
implementation

Developing a business strateqy (Porter, 1980)

Cost leadership Differentiation A
. aims o be the lowest cost producer in the aims 1o exploit a product perceived as unique within the
- industry as a whole. industry as a whole,

e

.

Aspects of cost leadership Aspects of differentiation
-
| ]

Economies of scale. Breakthrough products — radical performance advantage.

Use thel latest production technology (capital Improved products - superior performance at a competitive
imvestor] or cheap labour. price

s pr,un_diW mprovament. = Competitive products = unique combinations of features:
Minimisation of overheads. ~  ‘Bealiciniagh
Favourable accass to inputs. - Spacial iaturas:
- Unigue combination of value activities.
Focus

Activity is resfricted to a particular segment of the marke!. Either a cost leadership or differentiation strategy is then
pursued. Such concentrated effort can be more effective, but the segment may be attacked by a larger firm. \

Niches can be very secure -
mass-market products are
likely to fail to meet specific
needs (opportunity for
differentiation focus) or to be
Is his approach too restrictive in over-specified (opportunity for
this respect? cost focus).

Porter talks of cost leadership,
not simply low cost.




STRATEGY CHOICE

Culture and overall risk will

always be important Iterative process: strategy

considerations when assessing choice does not simply

suitability. follow on from (1) strategic
analysis and (2) strategic
planning.

External analysis:
PEST

Strateqic plannang: Strategic planning:
daveloping a good strategy (| business mode! generation

Strategic planning:
genaric stralegies

Strategy
implementation

\\ Strategies are evaluated according to:

1 Their suitability to the organisation’s strategic situation. /

This might be analysed using organisation
and industry value chain analysis.

2 Their feasibility in terms of resources
s and compatences,

3 Their acceptability to key stakeholder groups.

Depends upon the view of each stakeholder! Financial considerafions (return on investment, cash flow,
and cost benefit analysis) are generally important, but dont forget issues such as government legislation
or corporate social responsibility. Also, risks must be carefully assessed.

Criteria for choosing a good strategy:

®  Promotes organisation’s values.

= Shows how to compete.

®  Outlines product/market stralegies.

®  Creates internaliextarnal linkages.

= |nspires/guides managers.

»  Gives discretion for management action.
= Common language.

» Exploits strengths/opportunities.

Manages weaknesses/thraals,

= Complements existing strategies.

»  [eets stakeholder expectations.

s b Sustainable compefitive advantage.

Consider also competitors' The different attitudes to
potential response and whether risk of the various
sufficient time is available. stakeholder groups are the

consideration here.




Extzrnal analysis:
PEST

Sirategic planning: Strategic planning:
develaping & good stratagy || business maodel genarstion

Strategic planning: Strategy
nenesic strategies || choice | WILEGELENT]

Aim: achieve organisation's objectives by

= Uniting the arganisatian,

= (rganising activitizs.

= Gaining commitment,

m  Ensuring accountahility matches reward.
Feeding back end improving constanily.

/\
L__

Role of Management Accountant

Analyse competitive environment.

Evaluate organisation's capabiliies.

Analyse proposed strategies.

Assist with implementation of strateqgy.

Evaluate success/failure through target setting and performance measurement.

MA needs to appreciate that
strategic
planning/management is:

Covered in Module 3.

] forward looking

] long-term

] externally focused
> subjective.




