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Module 2 

CREATING 
ORGANISATIONAL VALUE, 
PART A: VALUE CREATION 

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. 

PART A: VALUE CREATION 

ORGANISATIONS: THE TRANSACTION COST 

APPROACH  

CORPORATE GOVERNANCE: CONFORMANCE  

CORPORATE GOVERNANCE: PERFORMANCE  

CORPORATE GOVERNANCE: 

SUSTAINABILITY   

CREATING VALUE  

THE ORGANISATION VALUE CHAIN  

THE INDUSTRY VALUE CHAIN  

MANAGEMENT ACCOUNTANTS AND VALUE 

ANALYSIS  
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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 

do businesses exist and grow? 

A transaction is an 

economic event in which 

a good or service is 

transferred from one 

economic entity to 

another.  

Where transaction costs are high, business 

organisations emerge as the most economical 

way of organising activities. 

Professional and trade associations e.g. CPA 

Australia Ltd reduce transaction costs by 

providing assurance about the competence of 

members. 
Outsourcing or contracting for 

non-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. 
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Corporate governance 

controls 

 Internal (Audit Committee) 

vs External (Regulations) 

 Formal (accounting systems) 

vs Informal (culture). 
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Triple bottom line goals: 

 financial 

 social 

 environmental. 
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Does the business adopt a 

compliance-based (legal) 

or integrity-based  

approach (values and 

culture)?  

Should shareholders' funds be 

expended for reasons other than: 

 competitive advantage; or 

 legal compliance; or 

 ethical behaviour? 

Corporate Social Responsibility (CSR) is an 

organisation's obligation to maximise positive 

stakeholder benefits while minimising the 

negative effects of its actions. 
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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. 
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Resources 

 Raw 

 Physical 

 Human 

 Legal property rights 

 Intangible 

Stakeholders 

Value can be created for: 

 shareholders (dividends) 

 customers (competitive prices) 

 employees (wages) 

 suppliers (payments) 

 managers (remuneration) 

 government (taxes) 

 community (clean environment). 

Organisation's value drivers affect: 

 resource allocation 

 measurement and reward of performance 

 culture and leadership style. 

The various drivers may be in conflict. 
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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? 
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The links between these value chains can 

represent opportunities for individual 

organisations to capture more of the value 

created by the overall system by managing 

them to their advantage.  

Often implemented by strategic 

alliances: 

 service level agreements 

 customer affinity programs 

 purchaser/supplier collaborations 

 joint ventures. 
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Found to be a more effective way of 

managing industry value chain than 

each member maximising their own 

efficiency in isolation. 
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Need to extract maximum value and 

organise value chains in most effective 

way: 

 reconfigure existing chains 

 eliminate non value add activity 

 introduce new activities 

 enhance existing activities. 
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Module 2  

CREATING 
ORGANISATIONAL VALUE, 
PART B: STRATEGIC 
MANAGEMENT 

Unless organisations can sustain competitive 
advantage, profitability is eroded. Strategic 

management comprises a set of techniques that enable 
an organisation to understand its capabilities and 
ensure best fit with its environment. Strategic 

management focuses on the long-term direction of the 
organisation and the implementation of strategies to 
achieve those goals. 

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  
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Strategic: avoid becoming so 

preoccupied with immediate 

issues that you lose sight of 

ultimate objectives. 

Not particularly real-life. 

Strategic management is 

inherently uncertain. 
Performed by board of 

directors/senior managers. 
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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. 

Note that for most 

organisations the 

environment will be 

unpredictable. 

This diagram is a 

summary; you will deal 

with these areas later 

on in this module. 
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Need to look at whole 

value chain. Shifting 

costs to suppliers or 

customers does not add 

value. 

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). 
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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.  
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SWOT draws all the 

strategically important 

threads of capability 

analysis and 

environmental analysis 

together. 

Note the varying 

resource implications of 

these strategies. 
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Conversion applies in 

two ways – remedying 

weaknesses and 

managing threats so as 

to reveal opportunities.  
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Examination of strategic 

capability must include an 

assessment of quality – 

depends on the ability to 

support the creation of 

value for customers. 

Competences are the 

activities and processes 

through which an 

organisation deploys its 

resources effectively. 

Resources are both physical 

(e.g. machinery and labour) 

and intangible (e.g. information 

and management style). 
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Note the product life cycle is a 

model, not a law.  

Not all products conform to it; 

stages are different lengths in 

different industries. 

What does each stage imply for 

the appropriate business 

strategy in that stage?  

Importance of having a balanced portfolio: 

 stars to assure the future 

 cash cows to supply funds to support future 

growth 

 question marks to be converted into stars. 
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Parallels with product life cycle: 

 stars – growth phase 

 cash cow – mature phase. 
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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. 

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. 

This could be an 

argument for backward 

vertical integration: 

bring supply in-house. 
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Remember, PEST factors are linked 

and interact – the way that politics 

influences economic activity and vice 

versa is an example. 

Developments in IT have driven much 

recent business change. (Link to  

e-business and e-marketing.) 
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National/international 

regulations: 

 regulatory constraints 

 trade barriers. 

Highlight the importance of 

globalisation as a key driver of 

change in the macro-environment 

(global markets; global production; 

global competition). 
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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. 

How does this vary 

globally? Regulations and 

legislation are less rigorous 

in developing countries. 

What opportunities do the 

increased coverage of 

sustainability and CSR issues 

provide businesses? 
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 Identify risk-based market segments 

 Use product analysis e.g. BCG, product life cycle 

 Engage with employees 

 Re-engineer industry value chain 
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Both approaches together  

aim to create uncontested 

market space by 

simultaneously improving 

value and reduce cost. 

Trying to envisage the totally new is not 

easy, but just look at the success of 

Facebook – it is worthwhile! 
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Cost leadership usually implies a volume of 

sales and production that will ensure 

economies of scale: a mass-market 

marketing mix is therefore essential.  

Since there is usually only 

room for one cost leader in 

an industry, most large 

businesses will pursue a 

differentiation strategy. 

Porter talks of cost leadership, 

not simply low cost. 

Is his approach too restrictive in 

this respect? 

Niches can be very secure – 

mass-market products are 

likely to fail to meet specific 

needs (opportunity for 

differentiation focus) or to be 

over-specified (opportunity for 

cost focus). 
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Culture and overall risk will 

always be important 

considerations when assessing 

suitability. 

Iterative process: strategy 

choice does not simply 

follow on from (1) strategic 

analysis and (2) strategic 

planning. 

Consider also competitors' 

potential response and whether 

sufficient time is available. 

The different attitudes to 

risk of the various 

stakeholder groups are the 

consideration here. 
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MA needs to appreciate that 

strategic 

planning/management is: 

 forward looking 

 long-term 

 externally focused 

 subjective. 

Covered in Module 3. 
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