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While the traditional role of management accounting
in supporting the decisions of operational managers is
still extremely important and fundamental, since 1950
the discipline has increasingly embraced both a wider,
strategic role and a more sophisticated range of
techniques. In this module we shall look at the
development and role of strategic management
accounting and management accounting systems.

INTRODUCGCTION
TO STRATEGIC
MANAGEMENT
AGCCOUNTING



THE ROLE OF MANAGEMENT

PART A

ACCOUNTING
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Part A:The role of
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I/Can be for both strategic and
day-to-day decisions.
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Aim of strategic management accounting (SMA)
Provide useful information for internal users

Creating sustainable value by:
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| Supporting the formation,
selection, implementation and
evaluation of organisational
sirategy by managament.
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Daﬁnlﬂon of strategic
management accounting

Providing information that captures
financial and non-financial
information from the internal and
external environments, to assist
management with effective

resource allocaftion.
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EVOLUTION OF MANAGEMENT ACCOUNTING
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Evolution of management accounting Vit bf;% /
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Strategic
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Technical Management
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control = Responsibility costs of shareholder environmental,

accounting technalogy value ethical issues
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Started out in manufacturing:

Modern SMA:

> dynamic, complex,
competitive environment
in tertiary and

> stable, simple, predictable
environment

> standard costing manufacturing
> variance analysis > value added
> detailed cost focus. > external focus - relative
performance
> commercially focussed
] process orientated
> quality.




ENVIRONMENT

CAUSES OF CHANGE IN THE BUSINESS

Unsustainable practices:

] economic - bank lending practices
] social - sweatshops
] environmental - fisheries, agriculture.

] Life cycle costing
> Full cost accounting
) Benefits assessment

] Strategic planning for
environmental management

Part &: The rofa of Evtlution of Causes of change in Rale of managamean Valus and
managemant accounting | managemant accounting ERGEREEE SRR acoountant value creation § management
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Economic turmoil = (Econome, social, environments| |
= Contagion. . s e R

X | MA
e = Poliicalieconomic instabilty. . il M
®  Levels of government debt, p i
O‘-’{' o s Focus on risky areas in business, /] ngﬂﬁ ! [ i
' Globalisation ¢ = Capital equipment &g 30 printing.
QV' . \(/ -hh;ﬂm:h:m s Speed of development/obsolescence,
(Vad a Dagapbﬂms.. & |nformation systems + technology.
" s Culturs. = betler data + mnformation.
\V »  |egalipolifical. »  |CT: cloud computing, employee-owned devices
Structural change L( % open systems, Big Dela.
»  Effact of technology - Internal structures ' /

® Manufaciuring == services, = Flatter hierarchies.
s Wider participation in economy of Africa. Functional struciures.
Cutsourcing and offsharing,
Global teamshvirtual offices.
Joint ventures/sirategic alliances,

Managerment reporting.

Cost centre
Revenue centre
Profit centre
Investment centre

Growth rates

Government spending
Debt levels

Consumer spending habits
Regulations (e.g. Basel III)

] Leading indicators that drive
results

Competitor activity
Industry analysis

Non-financial performance

Projects




ROLE OF MANAGEMENT ACCOUNTANT

Part A:The role of Evoluticn of Causes of change in
management accountng  management accounting il the buginess environment

Challenges

accountants include:

) managing resources;

Some of the key challenges facing management

> using technology effectively while guiding others
effectively use management accounting systems;

and

J U ‘promaoting inr b\)?itrofn.’}

Matrix of skills required in management accountants

Intellectual skills

Abfity to research and organise information.

Rode of managemeant Valse and
accountant value creation

Sirateghc
management

Personal and interpersonal skills

Seli-management; ability fo use initiative.
Abifty to influence and assess priorifies,
Abikty to meet deadlines,

w  Critical analysis, logical reasoning. Abifty to adapt to change.
v AR R Abilty to work in teams and interact with
- Ab:gl‘ to monitor internal financial Hequired skills a diverse range of other peaple.
pe ; m.'m' Ahikty to negatiate efectively
= [Designing performance management fools. ‘ Abifity to isten.
Technical skills Communication skills ) Organisation/business management skills

Numeracy,

IT and software capability ]
(spreadsheets, databases).

Cost analysis.,
Cost control,
Compliance requirements.,

~__Deliver and delard-ofinions.
Use of both formal and informal
approaches.

Listen, read and speak effectively.
Written communication skills,
Cultural sensivity.

= Qrganise and delegate tasks.

= Lead and maotivate people.

= Project avaluation skills,

= Ability to provide information for
planning and decision making.




VALUE AND VALUE CREATION
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This is the focus of strategic
management accounting. !/

Creating value for
shareholders must not be
restricted to short-term
financial matters.
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Performance reporting: analysing,
reporting and evaluation in the
pursuit of value

K
[Creating value Role of management
Combining resources in a way that To create, manage and protect
produces desirable outcomes value
\['faluu and performance reporting / Maximising shareholder value

Mot possible in the long term unless|
the company is sustainable

Traditional view of value creation

Organisational perspective of value

Companies should seek to maximise shareholder
wealth

Measure performance as it matters to the

Other shkehubdar'i:arspamma of value

Other stakeholders interested in other aspects of
value: customer satisfaction, job security,
environmental protection, elc.

organisations also create valus — but not
measured in terms of shareholderowner wealth

; oﬁlﬂnisalinn, e.0. maximisation of shareholder
[ volur Cukpbiiahe :

Society perspective of value creation

Measure performance as it matters to society more

generally
!

These perspectives may be consistent with each
other,

But thé\:utsuit of value from an organisation
perspective can be damaging to value from a
society perspective =egomemptoyment,
environmental degradation, sale of harmiul
lpruducts

The choice of perspective
affects the way in which
performance is measured
and reported.




Strategic management:
avoid becoming so
preoccupied with immediate
issues that you lose sight of
ultimate objectives.
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Management involves

-

Orgamsatmna alue Chain”
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HOLDER " VALUE
VALUE %%

Operations etc: How can an
organisation deploy its resources to
achieve its strategies?

Does it have the resources it
needs?

| Managing business strategy _,_,.-

Operations Business cycle = primary
| activity

After-sales Sales

' Distribution *

| RsD | Finance [HR [IT |

Support activities

Distinguish between
strategic planning vs
operational planning.

(Strategic has external
focus rather than internal).




MANAGEMENT

UNDERSTANDING AND SUPPORTING

PART B

Four key stages of strategic
management:

» analysis

planning and choice

]
» implementation (action)
>

‘evaluation.

Key issue in strategic choice:

Is strategy appropriate for an
organisation and its context?

Part B: understanding and | TsEE

Risk Froblems wim ) Emironmental managemsant

Operational managament

SNl ERER G E T | acoounting systems || managament || MA systems accounting syslems suppor lachnigues
Y Y
External analysis Analysis Internal analysis
Opportunities and threats [ Strengths and weaknesses
SLOT 1 sweT
— v ] —_—
Mission Stralegic pnnIng oy and strategic
l Intent
\
Goals
I
Objectives
B Strategic choice
Generating options
*|evaluating options’’
Selecting strategy

Strategic implementation
and evaluation

'

Strategy implementation

ACTUAL
PERFORMANCE

b

SMA supports

We shall look at
this diagram again
later in the course.

operational planning
through Tor instance:
budgets
costing systems pr
variance analysis.

¢ B



Importance of linking
management of daily
activities to achieving
strategic and tactical

‘plans.

Prodlems with || Enviranmental managemen

Management includes ensuring that an organisation's objectives are achieved, that procedures are adhered to,
and that an organisation responds appropriately to changes in its environment,

There are two primary types of organisational management:

Setting the long-term objectives of an organisation and ensuring planning and
control, and implementation, are aimed at achieving them,
.

i A
management
/ Strong links and feedback reguired
Operational
managemErt \j

Management involves ensuring that tasks are being carried out effectively
and efficiently. Used to control the day-to-day operations of each

depariment or division or unit.

Operational management Supported by information from SMA via:

s s s o

Contralling Variance analysis, performance indicaters, reconciliations
Poucionproces o b

Decision-making Cost and other informafion

How do Information )
Support for operational managers
Systems (IS) and y =
information requirements from SMAs: ’(‘N{A -
vary for the two levels? ] product costing
»  Cost-volume-profit (CVP) analysis
> budgeting
] variance analysis
] working capital management.

Difficult in service
businesses as services are
intangible.




MANAGEMENT ACCOUNTING SYSTEMS

PART C

Information on strategic
variables that create
value.

Also delays in feedback,
short-termism and lack
of focus on quality.

Problems with
MA sysiemns

Part B: understanding ang
supporing managamenl

Part C: management Risx
accounting systems | EushEREREN]

Emvirenmental management
accourting syslams

Operational management
suppor lechniquas

l

Elements of management information systems  Definition of management accounting

Management information systems are useful for score- System MAS)
keeping, attention-directing and problem-sclving. They

should assist strategic planning, management control /
and operational control. Th’ organised process of E}Wﬂfhdidéﬂm L~

e collects, processes and communicates financial
;(andrebmnrﬁnﬁraﬁalj information.
Accounting system.
Sales/marketing system.

Operations and logistics systems.

Research/development system. ><

Human resources systam.
Information from external environment.

-

\l Strategic information MAS informalion ] Operational control information i,

Areas of MAS support

People management Productivity and efficiency, employee rewards and turn-:n-er B

Marketing and sales Profitability analysis, Mlﬁ’ﬂﬁm

Performance management Benchmarkmg developing KPls, and measuring and managlng sharahnlder and customer va}ua
/ Asset management Working capital managemen, capital expenditure decisions and appraisal opraisal, product ke cycle

Business controls Corporam gcmamanoe and |ntama| control frameworks.

Environmental/social | scorecard mhﬂabﬂiﬁnﬁpm sounting, cosfings to support evaluation and
" e ol sndbgies : F

management
Financial management Actvrt‘y based costngs and activity managamant and measuring and managing risk.

Intellectual capital 'Measuring and manai and | nﬁﬂmmmmmmhn
r— R R e el

(T BTG ERET 0T Sl Ensuring data security and controls. Irmlamantlng and generating value frﬂm E-COMMEce and
electronic data interchanga (EDI), and using [T tcn suppnn ‘just in time’,

 Quality management Parformance measures and costings to implemant and manage total quality management (TQM).

Source: Adapled from Sharma. R. (19848), ‘Managamenl accounling: Whears 1o naxl?, Australian CR4 Decamber, pp. 24-5

Information for controlling processes.

We shall look at many
of these areas in detail
as we go on.




RISK MANAGEMENT

Part B:yngerstanding and || Part C: maragement Risk Ervimnmental management
supparting management || accounting systems | ENERTE LT ACEOUNENG Eystems

Qparational management
suppon techniquas

Owverarching corporate governance systems in an organisation require risk to be addressed in a structured
manner.

Envirgnmental

Operational ____________- J‘ .#_________. Reputational

Risk

Quality =™ | Intellectual property

Financal reporting

I \
MAS: Risk Management System ' |

*  Risk identfication. — A pa N
Captures information. Risk classification: severity/probability. — M

u
klentifies issues. = Measuring and monitoring risk. L
o

-

§LPM g
Bl

Implements internal Manﬁg risk;
conirols, - Avoidanca,

- Reduction””
- Transfer.

- Acceptance”

Risk classification matrix

When to start managing/mitigating a risk: classify probability of occurrence and severity of outcome if it does
gecur

Catastrophic

< —A—rF—@mErEOOoOITT

H = higher risk — act immediately to eliminate/mitigate
M = medium risk — act to reduce risk
L = lower risk — periodic reviews

Internal accounting controls help to
reduce/eliminate risk:

separation of duties
independent verification
physical security

document design and handling
cash control.

MAS produces information
to identify particular risks
‘across all areas.




RISK MANAGEMENT

Right process and right
culture - both are required

Parl B: understanding and
suppesting managemant

Part C: managemant
accounting systems

Risk management should be
done at both a strategic and
an operational level.

Prablames with

MA systems

Envirgrmantal managament
accounting systems

Operational managemeand
support lechnigues

Internal contral is any action taken by management to enhance the likelihood that established objectives and

goals will be achieved.

CONTROL FRAMEWORK

‘v*
Control environment

Aims of internal controls

v
Control procedures
I

I
Process controls

|
Accounting controls

Internal controls are designed to achieve the following aims:

= Appropriate response to risks (safequarding of assets, liability management),
®  Ensure quality of reporting (maintenance of records, generation of relevant information).

= Ensure compliance with laws and regulations.

Control procedures

Aim of accounting controls
To minimisa/prevent control failure:

Fraud.

Theft of assets.

Unacceptable accounting method.

Inaccurate data entry,

Inaccurate records.

Loss/destruction of assets, including information.
Maon-compliance with external regulations.

Key accounting control procedures

Separalion of duties.

Physical security measures.
Authorisation of transactions,
Management review of information.
Supervision.

Reconciliations, esp. of cash,

Effective document design and handling.
Cash control procedures,




Watch out for over-simplistic
methods of allocating
overheads.

See Module 3.

Part B: understanding and || Pan C: managament
supporfing managament }

mi Management accountants focus on the production stage, not ign

TIITIII'Ig stage when the key decisions are made. 'a ‘m"‘fﬁ‘t { bl
ili Focus is on direct costs, rather than overheads, when overheads are ) !

Controllablllly more difficult to control. MAS information does not address/solve problems. ZVW L

i Systems have difficulty measuring non-tangible assets and how they Vo ol L
Different assets affect resource allocation and strategic value. /
Customers Systems fail to analyse how customers drive costs. / L)

. i = . v )
Reporting reflects functional structure rather than processes that drive g
0031 reportmg costs and cut across functions. G E.— g M Ax
Overhead C‘OSt Allocations based on labour hours aglnappmpriata for many modem
3 non-labour intensive processes. Aciivity-based costing may be a better

allocation method. Cost of waste should not be allocated,
Standard COSﬁﬂg Inappropriate where flexibility/customisation/service are important.

Short-term financial measures Take too long to produceftoo narmow.
COGI acwunﬁng l'ﬂEthOdS Emphasis on quantifiable financial benefits at expense of non-guantifiable

or non-financial benefits.

Variances Can produce inappropriate responses (excess inventory).

\ [nvestment appraisal Fail to consider financial constraints/strategic issues.

Transfer pnqng Problems resalving conflict between economic price and inappropriate
behaviour.

Balanced scorecard Range of measures, links with strategy, but difficult to understand/gain
overall impression,

Environmental prOﬂing Full cost accounting including hidden costs, contingent liabilities,

reciification costs, emissions cost, waste cost, consumplion of raw
materials, value-added analysis, and total cost of ownership.

ERP software can help with Remember that techniques such
many of these problems. as Discounted Cash Flows (DCF)
calculations are not just about
numbers, but aim to control
performance, staff, returns and
decision-making.




SYSTEMS

ENVIRONMENTAL MANAGEMENT ACCOUNTING

Many managers are still
unaware of EMAS and CSR.

Part B: understanding and || Part C: management Rk

supporfing managemant

accouniing systems || management

Problems with
MA syslems

Ervironmental mansgemant
accounting systems

Focus on sustainability

Operational management
suppart lechriquas

Environmental management accounting system (EMAS)

Monetary information + Physical information

Analyse decisions on:

= Annual environmental cost. = Performance targets.

= Product pricing. = Cleanar production.

= Budgeting (including capital budgets). ®  Reduced pollution.

= Project evaluation, =  Enhanced supply chain.

®  External disclosure. ®  Sustainability reporting.
Key issues:

»  Defining environmental costs.
®  Allocating overheads.




OPERATIONAL MANAGEMENT SUPPORT

TECHNIQUES

Parl B: Undarslanding and
SUpROrtng managameant

Parl Gz Managemenl
acounting syslems

Risk
management

Problems with
MA systams

Emwironmental manageman] | e ETR T T e S
accounting syslams support lechniques

Cost classifications
Direct/indirect; variable/fixed
Direct costs (usually variable) 4 Indirect costs (often fixed)

= Materials X = Materials X
» Labour X = |abour X
= Expenses X s Expenses X
E = Admin overheads X
Prime cost X + Indirect cost X =Total productcost X

SMAs classify cost information to help operational managers confrol day-to-day processes (production,
purchasing etc).

Methods of cost classification
»  (Qutlay(actual) v opportunity (alternative forgone). = Committed/discretionary.
= Relevant/sunk. »  Controllable/uncontrollable.

®  Value addednon-value added.

C‘UP analysts IW The interactions of two
. " o interacti W
Information on a product's/operation’s: types of cost, volume and

Revenue - Variable cost of sales = Contribution (in total or per unit) profit = CVP analysis.

= Prime cost
= Variable selling costs

((Selling price — variable cost) = sales volume) — fixed costs = profit

CVP analysis used by operational managers for:

= (Go-aghead decisions (breakeven point, target profit)
» Risk management (margin of safety calculations)




OPERATIONAL MANAGEMENT SUPPORT

TECHNIQUES

Both fixed and flexible Flexible budgets are used
budgets are used in for control.
planning.

Hizk
Mmenagamesn

Probiems with
MA systams

Emaronmerlal managemant
accounting systems

Pan C: rr!:wagm."mﬂl""L
accounting systems

Parl B: urderstanding and
supporting managament

Product costing
w  Job costing of clearly identifiable task or job, »  Owverhead allocation for non-direct overheads,
®  Process costing for large number of similar products/ssrvices.

Budgeting (et~

A budget is an organisation’s plan for a forthcoming period, expressed in monetary terms.

L -~ Uses of budgets
i = Planning;

- Force managemsent to lock ahead,
- Establish formal system of communicating plans and ideas,
- Corordinate activities,
- Quaniify organisation's objectives,
= Control;

- Compare with actual results
= Provide a framework for responsibility accounting.
- Muotivata managers and employess o improve their parformance.




Part B: underssanding and || Part C: managament
supporting managament

Fixed budgets Flexible budgets (acker™

Fixed budgets are the starting point for
the on-going budgeting process, and
provide a plan or target.

Material usage
Material price :

Variable and fixed overhead Labour rate

Labour efficiency

Fixed overhead variances
are not calculated when
marginal costing is used.




TECHNIQUES

OPERATIONAL MANAGEMENT SUPPORT

It can be very difficult to
maintain relevant and
usable standard costs for a
product or unit.

_\

Risk
mEnagamant

Prokiems with
MA systems

Parl B: understanding and
supparting management

Part CG: managamen|
accounting systems

Emironmenial management | K ENLGEIREESER TG
accounting systems suppart technigues

Interdependence of variances Significant variances should be

The cause of one adverse variance might investigated. Factors to take into account:

be whally or partly explained by the cause

of another favourable variance. UNDERSTANDABILITY
®  Material price and usage variances. v

MATERIALITY CONTROLLABILITY

®  Material price and labour efficiency
variances.

® | abour rate and efficiency variances.

COSTS OF TYPE OF
INVESTIGATION STANDARD
INTERDEPENDENCE
Working capital Cash management:
®  Cash budgets,
management = |nternal controls (e.g. separation of duties,
bank reconciliations).
—
Working capital measurement:
Accounts receivable = Liquidity:
management: 0 : : Accounts payable
. = Working capital ratio. management:
= Cradit policy. - Quick ratio.
= Accurate recording. = Efficiancy: »  Taking discounts.
= Giving discounts. - Tumaover ratios.
- Receivables/payables/inventory days.
1
Inventory management:
| = Controlling physical inventary.
= Managing costs:
- EOQ
~  Buffer stocks.
I’ | Balance funding for |
» Inventory too high = accounts payable with
financial problem need to comply with

agreed terms.
» Inventory too low = . |

operational problems




