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Module 1: Introduction to strategic management accounting  
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Introduction 
• the purposes of strategic management accounting is to create sustainable value by: 

o supporting the formation, selection, implementation and evaluation of organisational strategy 
o synthesising information that captures financial and non-financial perspectives for both the 

internal and external environments, to enable effective resource allocation. 
• One way of thinking about commercial organisations, government bodies and not-for-profit entities is as 

‘linked chains’ of resources and activities. 
• The essential requirements for successful performance are: 

o to generate products and services with value that consumers are willing to pay for 
o to constantly develop and improve the resources, activities and processes used to generate value 

Subject Map 
• The management accountant is at the centre of all these activities. Understanding what creates value helps 

management accountants focus capital and talent on the most profitable opportunities for survival and 
growth of an organisation. 
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Part A: Value 
• What is Value? 

o Which has a major influence on an 
organisation’s behaviour and drive to 
achieve its vision, mission and goals.  

o Combining resources in a manner that 
creates desirable outcomes. 

o Increasing shareholder wealth  
• The role of management accountants is to 

support management in creating, managing and 
protecting value.  

• Value creation in contemporary organisations is 
based on creativity and innovation.  

• Innovative ways – take advantage of new 
materials, technologies and processes  

• In the past – based on economies of scale and 
mass production 

Shareholder value 
• Creating Shareholder Value = generate wealth for 

the owners 
• pursuit of shareholder value while ignoring other 

areas of value creation is not sustainable 
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Customer value 
• The primary task for an organisation is to create an output that has customer value 
• For the profitability & Shareholder value: the cost of the output < the price that customer is willing to pay 

 

 

Stakeholder value 
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• Stakeholder: community, customers and employees — who will only supply their effort if the wages and 
conditions are adequate 

 

Which viewpoint should be taken when determining ‘value’? 
• Value is linked to the concept of ‘anything that is good for the business or organisation’. However, creating 

value for society should not be neglected.  

 
• The development of corporate social responsibility (CSR) reporting helps people understand the 

sustainable value or effect of an organisation’s activities from a social and environmental perspective. 
• Strategic management accounting is aimed specifically at improving organisational outcomes.  
• Strategic management describes the process by which an organisation decides:  

o the direction it will take  
o the industry it will operate within  
o the types of products or services it will provide  
o its structure, systems and processes  
o its goals and objectives.  

• Unlike typical cost or/and management accounting, which focuses on internal accounting information, 
strategic management accounting evaluates external information 

 

 

Part B: The strategic management process 
• The strategic management accounting process involves defining the organisation’s strategy and the 

process by which managers make a choice of a set of strategies for the organisation that will assist 
managers in value creation. 

• Management activities can be classified into the broad categories of: 
o Strategic management, which focuses on determining the direction and structure of the 

organisation and developing plans and objectives for achieving this 
o Operational management, which can be considered as the implementation phase of strategic 

management—turning the strategy into reality. 
• The strategic management process involves: 
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o addressing key issues, including determining the vision, mission and purpose of an organisation 
o setting specific objectives 
o creating and implementing the strategies to achieve these objectives. 

 

 
• Strategic analysis 

o Organisations must continuously analyse the external environment to understand trends and 
changes that affect the industry and the economy 

o Organisations must also analyse their own resources and capabilities to understand how they 
might react to changes in the environment. 

o A well-established tool that captures the idea of scanning the environment both external and 
internal to the organisation is strengths, weaknesses, opportunities and threats (SWOT) analysis 

• Strategy planning and choice 
o Strategy formulation includes developing specific strategies, actions and measures. 

• Strategy implementation 
o strategy implementation entails crafting an effective organisational structure, organisational 

processes and culture 
• Strategy evaluation 

o This involves measuring performance, providing feedback and undertaking continuous review for 
improvement. 
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• A range of operational support techniques are regarded as assumed knowledge for this subject, including: 
o cost classifications 
o CVP analysis 
o product costing 
o marginal costing 
o working capital management. 

Strategic management accounting and service industries 
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• The same approaches and tools are used to analyse services, but the main characteristics of services can 
make this analysis more difficult. Services differ from products in the following ways: 

o A service is intangible, so it can be more difficult to define or measure systematically. 
o Once a service is provided, it cannot be consumed or used again in the same way as a product. 

This means there is no ability to store a service as inventory, which makes it more difficult to 
manage supply and demand levels. 

o A service is more of a unique offering than a product. So providing it in a systematic and identical 
way is much more difficult. 

o Unused capacity is lost forever. It cannot be used to create something that is stored for later—
that is, inventory cannot be created. 

Strategic management accounting and the public sector 
• Public sector organisations do not usually use profit as their primary measure. 
• E.g. what decisions do public sector managers need to make and how does strategic management 

accounting support these choices?  
o Economy—the extent to which resources of a given quality were acquired at the lowest cost 
o Efficiency—the maximisation of outputs for a given set of inputs 
o Effectiveness—the extent to which an organisation achieved its objectives. 

Part C: The role of management accountants in strategic management 
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The role of management accountants 

 

 

Analyst, business adviser, partner 
• Advertised job descriptions for management accountants use a wide range of job titles (e.g. business 

analyst, commercial analyst, decision support, commercial manager, finance business partner, business 
adviser and business support). Regardless of the description, these positions generally include some or all of 
the traditional roles of costing, variance analysis and budgeting. 

Contemporary skills and techniques 
Four specific ways in which management accountants support an organisation (by IFAC 2011): 

1. creators of value—developing the plans and strategies that set the direction of the organisation 
2. enablers of value—supporting management decision-making and implementation 
3. preservers of value—protecting value through effective risk management, controls and compliance 
4. reporters of value—providing clear and detailed reporting. 
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Part D: The key challenges facing management accountants 
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Challenges 
Some of the key challenges facing management accountants include: 

• using technology effectively while guiding others to effectively use management accounting systems 
(MASs) 

o Technology-linked challenges are at both the day-to-day operational level and the strategic level, 
and include keeping information secure and maintaining customer privacy 

• managing resources 
o Effective use and control of assets are required for superior results (Cash Flow Mgmt & SCM) 
o In addition to the tangible assets base, it is important to improve in the areas of recognising, 

developing and managing intangible assets, including knowledge 
• promoting innovation 

o Innovation drives competitiveness by creating efficiencies and new and better products 
o It is both an outcome and a process 
o Successful innovation requires a clear understanding of customers. 
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Causes of change in the business environment 
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The global economy 
• Difficult times (GFC) in most economies have led to lower demand and lower prices for many goods and 

services. This has increased the focus on cash flows, access to funding and ensuring that supply chains are 
able to continue delivering products or services.  

• Risk management, forecasting and rapid adaptation to new circumstances are now critical to successful 
management of organisations.  

• Cost control and efficiency are also critical as organisations deal with an extended period of stagnant or 
declining growth. 

Many economies are experiencing significant change in terms of: 
• average growth rates 
• government philosophy on spending 
• government, company and individual debt levels 
• consumer spending habits 
• new regulations (e.g. Basel III) 

 

 

Basel III Accord 
• A key aim of the revised version of Basel III (Basel Committee on Banking Supervision 2011) is to enable the 

banking sector to absorb shocks. 

 
• The most likely impact of Basel III on business will be a reduction in credit availability, especially for higher-

risk activities, such as trade credit financing. 
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• In summary, there will be a dampening effect, where excessive credit growth is tempered, and borrowing 
costs are slightly higher. This will lead to (slightly) slower growth and (slightly) lower profits in the short 
term. 

• The positive trade-off from a broader economic perspective is a decreased chance of a bank collapse and a 
more stable economic environment in which to operate. 

Globalisation 
• Globalisation can be described as the integration of international economic activity and the creation of 

global production systems to service global markets. 
• The consequences of globalisation have forced managers to have a greater understanding of the 

competitive environment and to achieve higher levels of customer and employee satisfaction. 
Globalisation creates difficult issues that must also be addressed; 

• taxation 
• protection of IP 
• cross-border money laundering 
• financing of illegal activities. 

Four main drivers of globalisation: 
1. global competition 
2. physical and capability factors 
3. social factors and national cultures 
4. legal and political systems. 

Reasons for organisations to expand globally: 
• The local market for their products may be saturated or in decline. 
• They may be pursuing rapid growth. 
• They may be focusing on obtaining lower-cost raw materials and labour. 
• It may be a defensive strategy because low-cost competitors have entered their domestic market. 
• It may be a strategy to avoid trade barriers such as quotas, which limit the level of goods one country is 

allowed to export to or import from another. 
Physical and capability factors 

• A series of breakthroughs, particularly rapid advances in transport and communication, have provided a 
technological platform for global activity 

Social factors and national cultures 
• There appears to be a convergence in global consumer tastes, as mass markets are created for new global 

products. 
Legal and political systems 

• Trade barriers such as tariffs are one of the main obstacles to successful globalisation 

Technology 
Capital equipment 

• Physical systems and processes allow organisations to convert raw materials into outputs faster, with more 
efficiency and less waste 

• the cost associated with these technologies, and the cash requirements to purchase and support them, are 
also increasing rapidly. Many industries now have significant barriers to entry due to capital infrastructure 
costs. 

• Products are developed faster but superseded quickly, as current forms become obsolete at a rapid rate. 
Therefore, investments need to be recovered or recouped in a shorter period. 

 

Information and communications technology (ICT) 
• Information systems and technology have also increased the ability of organisations to capture data, 

information and knowledge. 
Cloud computing 

• Faster internet access has enabled the development of internet-based storage, software applications and 
programs 

o SaaS—software as a service  
o IaaS—infrastructure as a service  
o PaaS—platform as a service.  

• Benefits including reduced costs in purchasing capital items such as storage, reduced need for in-house 
technical knowledge and the ability to deploy employees globally with instant access to organisational 
information.  

• Risks of this approach include exposure to data loss, theft, privacy issues and jurisdictional issues. 
Employee-owned devices and open systems 

• There is a much greater risk of loss of confidential information or IP in more open systems.  
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Big Data 
• The data is often in unstructured or difficult-to-analyse formats, but the ability to analyse this information 

provides significant insights into customer behaviour and business activity. 

Sustainability 
• Considering sustainability when conducting strategic analysis and making decisions places the focus on 

taking action that is not only beneficial now, but beneficial or at least not harmful in the future. 
Corporate social responsibility 

• The focus on sustainability is causing several changes in the business environment, which in turn affects 
strategic management accounting. 
1. There is a broader consideration of qualitative and non-financial factors when making decisions about 

long-term projects. 
2. There is a much stronger focus on reporting a broader range of information and being held accountable 

for more than just economic results. 
Types of reporting – prepared by Management Accountant 

• Environmental reporting—used for either management reporting or external reporting purposes. 
• Social reporting—is the process of acknowledging an organisation’s social impact both the positive and 

negative aspects of its performance. Social reporting also encompasses the effect on employees  
• Sustainability reporting—combines environmental and social information with economic performance.  

Environmental management accounting (EMA) 
• EMA typically involves life cycle costing, full cost accounting, benefits assessment, and strategic planning 

for environmental management 
• Standard accounting information systems (AISs) typically capture financial transactions. EMASs do more 

much more than this by also recording the physical flows of resources, including volumes and weights of 
inputs, outputs, waste, recycling and emissions. 

Ethics 
• it is important to be aware of such non-financial issues and ensure they are properly considered in the 

decision-making process  
• Sometimes, choosing the most profitable or cost-effective approach may have significant ethical 

implications 

 

  

 

 

Flatter hierarchies 
• Key influence on this change has been an attempt to eliminate costs by reducing the number of middle 

managers and replacing them with IT.  
• Another influence has been the attempt to create organisations that are more flexible as information and 

decisions move rapidly between the layers of the organisation. 
• As part of the move towards flatter structures, significant changes have occurred to the traditional 

organisational structure, including: 
o Offshoring and outsourcing 
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o Virtual offices and global teams 
o Joint ventures (JVs) and alliances 

Management reports 

 

Part E: Analytical techniques available to management accountants 

The challenge is not in selecting the best tool, but in using the most relevant tool and technique given the business 
issue or opportunity 
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Value analysis 
• A value chain is a network of interrelated activities that provides value to customers and other 

stakeholders. 
• Activities and value chains must be continually analysed to optimise the design of the activities, and of the 

value chain itself. 
• In analysing the contribution of activities to value creation, it is important to understand the value 

propositions of all stakeholders. 
Organisation value chains 

• Value analysis focuses on the ‘chain’ because activities are interrelated and, while individual activities can 
be improved to provide greater value, it is the linkages between activities that are critical in creating value. 

• An organisation may improve its competitive advantage by: 
o identifying primary or support activities that either do not add value or actually destroy value—non-

value-adding activities should be minimised or, if possible, eliminated 
o using substitute—less costly—inputs for activities 
o conceiving new ways to conduct activities, like designing new processes or implementing new 

technologies 
o linking the activities within its value chain in a more effective way than competitors do. 

• A ‘non-value-adding activity’ means that customers do not compensate the organisation for the costs 
incurred in carrying it out—for example, storage of inventory. 

Industry Value Chains 
• Activities that add value are not constrained by an organisation’s boundaries (e.g. quality of ingredient is 

determined by chef as well as farmer) 
• If some value chain roles in an industry are relatively unprofitable, it may be wise for an organisation that 

operates across the entire industry value chain to outsource or divest itself of less profitable activities. 

 

Strengths, weaknesses, opportunities and threats 
• SWOT analysis involves analysis of the organisation’s internal environment (strengths and weaknesses—

SW) and its external environment (opportunities and threats—OT) 

 


