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Module 4 

TECHNIQUES  
FOR CREATING AND  
MANAGING VALUE 

 

A variety of concepts and tools exist which can assist in 
improving the performance of an organisation's value 

chain. 

The Management Accountant plays a key role in 

providing information about internal value chain 
activities, suppliers and customers which allows 
management to identify opportunities for redesigning 

or fine-tuning activities to maintain the competitive 
position. 

 

PART A: ACTIVITY-BASED COSTING (ABC)  

PART B: STRATEGIC REVENUE AND COST  

MANAGEMENT  

ACTIVITY-BASED MANAGEMENT (ABM)  

BUSINESS PROCESS MANAGEMENT (BPM)  

SOCIAL AND ENVIRONMENTAL VALUE  

CHAIN ANALYSIS  

PART C: UPSTREAM ACTIVITIES: SUPPLIER 

MANAGEMENT  

TOTAL QUALITY MANAGEMENT (TQM)  

OUTSOURCING AND OFFSHORING  

CUSTOMER PROFITABILITY ANALYSIS (CPA)  
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Recognises that different 

activities drive (create) 

costs. 

ABC is extensively used in the services 

sector, not just in manufacturing. 
Volume costs are falling due 

to economies of scale. 

Cost per unit is more accurate, 

as different cost drivers are 

more realistic than assuming 

that costs are just driven by 

volume. 
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Such as inspection costs, 

maintenance costs. 

An alternative is time-driven ABC 

(TDABC) – resource activity is 

measured in terms of the total 

potential usable/available time – 

so cost of idle time can be 

ascertained. 

Takes all overheads into account, 

including non-production overheads 

such as customer services. 
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A simplification of ABC with a single focus on 'time 

Looks at practical capacity, not theoretical capacity.  

Key inputs: 

 cost per time Unit of capacity 

 the time units taken for an activity. 
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There are two forms of 

product functionality of 

interest to customers: hard 

functions and soft functions 
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Kaizen provides 

opportunities for in-

production cost 

improvements. 

Variances don't work as 

standards keep 

changing. 

Kaizen is Japanese 

for 'improvement'. 

Understanding life cycle costs helps 

determine opportunities for cost 

reduction, especially pre-production 

decisions where many of the 

subsequent costs are determined.  

Takes selling price as given 

by market so, to achieve a 

desired profit margin, costs 

must be at or below target 

cost. 
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Focuses management attention 

on key value-added activities 

(which enhance value to customer 

and to customer satisfaction), key 

customers and key products. 

Takes ABC cost analysis and 

uses it to improve 

organisational profitability. 
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Popular in the 1990s as a 

technique for rethinking 

business processes and 

reducing value chain costs. 

Aim: fundamental 

examination of all parts of a 

process with the intention of 

lowering the value chain 

cost. 
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CSR has increased the 

need for organisations to 

consider social and 

environmental impact of 

activities. 
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Organisations may need to 

invest in upstream (supplier) 

monitoring activities to ensure 

that suppliers not only commit 

to, but also continually comply 

with, environmental and social 

expectations. 
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Supplier failure, logistics 

failures, natural disasters 

and geo-political events can 

all disrupt the supply chain 

Various ISO standards exist. 

Accreditation of suppliers 

improves the reliability of the 

supply chain, for example 

ISO9000 Quality management 
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TQM is the process of applying a zero defects 

philosophy to the management of all resources 

and relationships within an organisation, as a 

means of developing and sustaining a culture of 

continuous improvement which focuses on 

meeting customer expectations. 

Focus on prevention of 

defects rather than putting 

them right afterwards. 

Prevention and appraisal are 'conformance' costs. 

Expenditure here is likely to reduce failure costs and 

hopefully reduce costs overall. 

Internal and external failure costs are 'non-

conformance' costs. These costs are likely to be high. 
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Specialist contractors can 

offer better quality and 

efficiency than if you tried to 

do everything yourself. 

Common activities include IT, 

legal advice, HR, logistics and 

market research, though 

these can represent quite 

high risk activities in certain 

organisations. 

An example would be 

a bank's call centre. 
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More money can be spent 

on marketing for the most 

profitable groups.  

Due to their very stringent 

product and order 

turnaround requirements. 

Aim to: 

 Eliminate unprofitable 

customer groups. 

 Or change the way sales 

are made to them. 
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Costs are then linked into 

individual customers or 

customer groups to 

determine their profitability. 

Could maybe give 

discounts for bulk 

buying. 

Promotional expense is front 

loaded; sales grow with 

time and later purchases 

may be more differentiated. 


