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5. Aggregating where different information is presented together – Many summary reports contain line items that do 
not have an arithmetic relationship but are simply presented together for convenience and ease of review 

Dimensions of Information 

It is helpful to examine information when initially gathering or be given new data, across three dimensions: 
1. Domain – internal versus external 
2. Type – financial versus non-financial  
3. Source – primary versus secondary (examples see above ‘source of info’ screen cap) 

⚫ Primary – directly from original transactions, controlled by the organization and are therefore readily verifiable. 
⚫ Secondary – from external sources, not controlled by the organization, and is unable to verify its accuracy.  

Limitation of different kinds of information 
Data collected externally (and in some cases, internally) often has three limitations: 
1. It may use non-uniform measures and bases for collecting data resulting in information that is not comparable. 
2. The data may be incomplete or only available for limited periods of time so of limit use for current decision-making 
3. The data may have been originally collected for other purposes, which may affect its quality. 

Security and Ethics issue 
➢ Information collected should be stripped of all identifying elements—for example, name, address, age to avoid 

privacy and confidentiality issues 
➢ Management accountants should be mindful of the legal and ethical issues associated with the use of data. 

Misuse of data, or even the perception of misuse, can lead to a loss of reputation and may have a significant 
financial impact on an organization. E.g. Google and Facebook collecting user information without stating use of 
the information. 

Characteristics of Information 
1. Most important characteristics: 

⚫ Validity – sometimes called accuracy, is how well information describes what it is meant to describe 
⚫ Reliability – consistency, or whether information from different sources tells the same story; in other words, 

whether we can rely on or trust that information. 
Valid but not reliable: information from the ABS about retail sales trends has high validity. However, it is not reliable 
for any one business to assume it will apply to them. For this, a business would need to look at its own sales trend over 
time and determine what factors influenced it. 
Reliable but not valid: NPS is a reliable measure of customer satisfaction but would not be valid if we are considering 
a price increase and using the NPS to predict customer retention. 

2. Enhancing qualitative characteristics 
⚫ Comparability 
⚫ Verifiability – independent observers reaching consensus (no need 100%) without simplifying the information. 

 Direct observation – e.g. stock exchange 
 indirect checking of models, formulas or techniques—e.g. checking the input quantities and costs for 

inventory. 
⚫ Timeliness 
⚫ Understandability 

Quality of information - four-way classification of information 
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⚫ Difficult to build trust as team members lack being in the same room. Potential solution is to sure team 
members have substantial experience and deliverables are clearly established. 
1. Goodwill trust—which is established when an individual or organization delivers what they say they 

will deliver (they ‘keep their word’) 
2. Competence trust—which is based on the perception of whether someone has the ability to deliver 

what they say they will deliver. 
⚫ Difficult to establish roles and responsibilities. Potential solution includes get team members to commit to 

the tasks that they feel most skilled to do, rather than assigning tasks without consultation. Downside is 
that it is unlikely that anyone will volunteer for the difficult tasks. 

➢ Suggestions – Pinto (2010) 
⚫ Face-to-face communication whenever possible 
⚫ Maintain constant communication and do not let team members ‘disappear’ for an extended period 
⚫ Communication protocols/codes of conduct about what kind of information needs to be shared and what 

kind of contact is expected, for how long, and how often 
⚫ Keep all team members informed about what is happening with the project 
⚫ Protocol to resolve interpersonal conflict 

PART C: THE MANAGEMENT ACCOUNTANT’S ROLE IN PROJECT SELECTION 
Business case (page 163-164)  
The business case is the outcome of project selection stage. Project manager is responsible for compiling it. Unless 
otherwise delegated, MA only have input into part of the process (often the financial analysis). A good business case: 

⚫ provides the basis for a clear decision about the project 
⚫ contains the comparisons of the costs and benefits of the project 
⚫ identifies a preferred option with a rationale where there are alternative solutions to the problem that the 

project needs to address 
⚫ makes clear the costs of the project beyond its completion 
⚫ sometimes also identify processes needed to implement the project 

Main tasks of project selection: 
1. Strategic analysis/fit 

⚫ Identify SWOT and analysis – discussed in module 1 
a) Did the project deliver against the strategy that it was intended to support? 

⚫ A project may present a financially viable opportunity with minimal risk but not in line with the current 
organizational strategy. E.g project aimed at cutting costs are fit for manufacturer that focus on low-cost 
strategy, a quality assurance project may not be selected as it’s not fit strategically 

⚫ The decision to proceed with a project that lack of strategic fit should acknowledge this to show it’s a 
conscious choice. 

b) Did the project deliver against its objectives and associated performance measures and targets? 
⚫ What were the objectives and targets in each of these three areas? 
⚫ What was the actual performance in each of the three areas (budget, time and specification)? 
⚫ How much was the variance? 
⚫ What was the reason for the variance? 

2. Stakeholder analysis (stakeholder identification and assessment) – discussed in module 2 
⚫ Internal and external stakeholders and their interests – Page 166-167 – Table 4.5 
⚫ MA needs to design relevant KPIs after completion of stakeholder analysis to ensure stakeholder 

satisfaction is maintained. 
⚫ Ethical issues: 

 Projects are unique and no previous experience to be utilized → no time for ethical practice to be 
established 

 As projects are often finite in terms of time, the results of poor ethical choices may be less apparent in 
the immediate future and project members don’t have to bear consequences of unethical decisions 

3. Risk assessment 
⚫ Risk identification checklist (questions) – Page 170 – Table 4.6. Typical source of risk include: 

 What – desired outcome of the project, will it work, skills required 
 Identify key stakeholders, and their amins (e.g. subcontractors, partners, local government) 
 The time to complete the project, main threat to timeliness and impact of missing the deadlines 
 The availability of key resources and personnel, and the cost of these resources 
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⚫ Product life cycles, supply chains and maintaining or increasing market share through competitive strategy. 
⚫ Risk management through the risk–return trade-off and the organization’s risk appetite as determined by 

the board of directors. 
2. Leading and Lagging Measures of Performance 
➢ Lagging measures – provide information about what has happened after the event, when it may be too late to 

take corrective action. e.g. financial measures, market shares, shareholder values 
➢ Leading measures – provides insight of what will happen in the future based on the results of the measure, can 

help explain, predict or cause the lagging measures, e.g. improve technology and employee skills 
➢ Some measures can be both lagging and leading measure – e.g. increase in growth of new customers 

Frameworks for performance management (Page 252-253) 
1. Tableaux de bord 
2. Performance pyramid (Lynch and Cross, 1991) 
3. Results & Determinants Framework – specifically for service industries.  
4. European Foundation for Quality Management (EFQM) – Five enablers and four result areas. 
5. ‘Six Sigma’ – originally to reduce variability in manufacturing and business processes; DMAIC methodology  

6. Performance prism – focus on stakeholder satisfaction, and reflecting importance of CSR, including five facets. 

The Business Model Canvas 
➢ A marketing-oriented strategic framework for analysing a business strategy or for designing a new strategy. 
➢ Example template – Page 253: 

⚫ Value proposition is linked to: 
 The business’s customer segments, customer relationships and distribution channels (the right-hand 

side of the canvas), and 
 Key activities, key resources and key partnerships that satisfy customers (the left-hand side).  

⚫ These are all in turn linked to revenue streams and cost structures (occupying the bottom of the canvas). 
➢ Weakness – absence of performance measures that determine whether strategy is being achieved. 

The Balance Scorecard (BSC) (Kaplan and Norton) 
The BSC takes four perspectives on performance to help ensure a set of balanced performance measures is used to 
measure performance. There is a hierarchical relationship between the four perspectives: 

 

➢ Organizations cannot maximize performance on all four perspectives simultaneously. The aim is to achieve 
optimum overall performance by finding the right balance between four perspectives 

➢ Benefits: 
⚫ It summarizes complex information. 
⚫ It focuses management attention on the most important variables. 
⚫ It enables management by exception and manages areas of underperformance. 
⚫ It balances the need for short-term performance with sustainable performance (i.e. long-term). 
⚫ It limits the number of performance measures used. 

➢ Criticism: 
⚫ Difficult to find a true balance between different performance measures, e.g. a measure of on-time delivery 

performance is difficult to compare with an employee retention figure 
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2. Activity Value analysis – Identifying value-adding and non-value-adding activities. Philosophy – In an ideal 
world, when planning or designing a value chain, would this activity need to happen? 

Value adding activities Non-value adding activities 

⚫ Product designing  
⚫ Designing and commissioning manufacturing 

facility 
⚫ Receiving raw materials  
⚫ Deliver products to customers 

⚫ Setting up productions runs (machines) – non-
value adding coz’ production facilities can be 
designed in a way that no need for set-up 

⚫ Quality controls and inspections 
⚫ Storage  
⚫ Movement of items 
⚫ Warranties and customer complaints 

 
➢ Not all non-value-adding activities will be eliminated as costs of eliminating may outweigh benefits, e.g. issue 

warranties are cheaper in the short term than making changes and fixing activities in the value chain to ensure 
that there are zero defects in the products produced. 

➢ Also need to consider extent to which an activity is actually non-value-adding. For example, inventory storage is a 
non-value-adding activity. However, if inventories were eliminated, this would likely lead to stock-outs which could 
also be regarded as non-value-adding. It may therefore be valuable to hold some inventory. 

➢ Non-value-added activities often exist to fix mistakes. If you eliminate the non-value-added cost by ceasing the 
activity without fixing underlying cause, this will likely lead to greater costs. E.g. eliminate rework without making 
products properly in the first place will lead to greater waster/scrape later. So, If there is a mistake, the rework 
should be done as long as it costs less than the additional benefit to be received. 

3. Continuous improvement (CI) 
➢ The output–input ratio – the higher the ratio, the greater the performance, e.g.: 

⚫ ROI 

⚫ The output–input ratio for the activity ‘running machinery = 
𝑈𝑛𝑖𝑡𝑠 𝑜𝑓 𝑝𝑟𝑜𝑑𝑢𝑐𝑡

𝑎𝑐𝑡𝑖𝑣𝑖𝑡𝑦 𝑐𝑜𝑠𝑡
 

➢ Costs can be reduced by: 
⚫ Reduce input (denominator)– e.g. reduce net assets (ROI); reduce wages of machine operators (running 

machinery) 
⚫ Increase output (numerator) – e.g. increase profit (ROI); increase units produced (running machinery) 
⚫ Driver focus – e.g. running the machine at fastest speed 

PART E: STRATEGIC PROFIT MANAGEMENT—UPSTREAM ACTIVITIES 
Supply Chain Risk 
1. Macro risk – e.g. natural disasters, war, economic downturns, social and cultural grievances and legal and 

regulatory risks 
2. Micro risk (operational risk) 

⚫ Demand risk – inaccurate forecasts, customer expectations change, short life cycles, competition changes 
⚫ Manufacturing risks – labour disputes, product obsolescence, insufficient maintenance, production capacity 

Question 1

Does the activity create value for external 
customers?

Question 2

Is the activity required to comply with 
corporate  rules (e.g. good corporate 

governance)?

Question 3

Is the activity required for sound business  
practices (e.g. principles and values guiding 
interactions with all business stakeholders)?

Question 4 

Does the activity create value for internal 
customers?

Non-value adding activity - Determine if 
costs of eliminating outweigh benefits

The activity creates 
value.

It is now necessary 
to determine if that 
value outweighs the 
costs.

Yes 

Yes 

Yes 

Yes 
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