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Thank you for downloading a copy of these ExPress notes and | hope you
find them useful for your studies.

We provide these ExPress notes free of charge to individual students
Steve Crossman as part of our CSR initiatives. The notes are designed to help students
CEO The ExP Group assimilate and understand the most important areas for the exam as
quickly as possible.

A word of warning though in that they have not been designed to cover
everything in the syllabus so you should only use these notes for either
an overview of the key areas before you start your main studies or as part
of your final revision in the run up to your exams.

Importantly though, we want you to be successful in your exams so good
luck with your studies and please do let us know how you get on.

All the best,

Steve
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This Paper is concerned with management accounting issues at a strategic level. It is built on issues and
methods contained in Paper PM (formerly F5).
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Strategy: Various definitions exist but a straightforward view is “Strategy is a plan of action designed to
achieve a particular goal”.

Strategic planning: An organisation’s process for ascertaining the strategy it should adopt, taking into
account what they want to do, how they are going to do it and what resources they will need. Strategic
planning covers where the organisation is planning on going, impacts on the whole organisation and
involves the long-term view. Note the distinction in what is meant by “long term” (for example the “long
term” is different when comparing the airline industry with the fashion industry.)

Strategy is made at different levels of the organization (recall Anthony’s hierarchy):
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Corporate strategy: covers the “big view” of the organisation. It answers the question “What business
or businesses should we be in?

Business strategy: the strategy of a single business organisation or the strategies of strategic business
units (SBUs)

Functional (or operational) strategy: the functional strategies involving items such as marketing, IT
and HRM that support the business strategy.
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e Efficiency ratios (e.g. asset turnover, debtor @ys and c days);
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e Interest ratios (e.g. interest cov@®age).
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Strengths (internal) Weaknesses (internal)

e.g. resources and capabilities e.g. lack of certain resources or capabilities
Opportunities (external) Threats

e.g. arrival of new technology e.g. arrival of substitute product
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Definition

Systematic analysis of own performance against that of another organisation, with a view of improving
own performance by learning from others’ experience

Typology
e External:
o Competitive: against a “best in class” competitor

o Functional: against “best in class” functions
e Internal (against a “best in class” similar business unit within the organisation)

Steps

e Researching and identifying best-in-class performance (as recognised by the market and the
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¢ Identifying activities to meaningfully benchmark
e Identifying best-in-class performance and (for external benchmarking) obtain relevant
information regarding that organisation

This matrix helps organisations analyse their product lines or business units. It helps identifies priorities
and where resources should be allocated.

Items are allocated to the various quadrants according to how attractive the market is (measured as the
growth rate) and how strong a position they hold within the market (their market share)

Disclaimer: © 2020 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be obtained
in advance if you are planning on using them on a training course you're delivering. Reproduction by any means for any other purpose is prohibited. These
materials are for educational purposes only and so are necessarily simplified and summarised. Always obtain expert advice on any specific issue. Refer to our
full terms and conditions of use. No liability for damage arising from use of these notes will be accepted by the ExP Group

Page 6



ACCA APM | ExPress Notes The ExP Group & @

Question
MENS

High

Growth
Rate

Low Cash Cows

High Low

Market
Share

Preview pages
ree-complete book at

1. Stars to ensure the future.
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In APM, the model is used to determine the style of management that would be appropriate. For the

starts and question marks, an entrepreneurial style of management that is always experimenting with
product offerings in an attempt to gain market share would be appropriate. In cash cows and dogs, a
more stable style of management, focussing on controlling costs might be appropriate.

s CowW

Porter’s Generic Strategy

Porter identified 3 generic strategies that are commonly used by businesses to create and maintain
competitive advantage:

o Differentiation
e Cost leadership
e Focus
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1. Differentiation
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could be based on a variety of things suc® as the design, technical features, support service, branding,
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e Apple computers, iphones and ipod.
e Land Rover off-road cars.

2. Cost leadership

This is where an organisation can produce goods or services at a lower cost than the industry average.
Importantly, note that this does not mean lower quality.

Low cost production can be obtained by way of economies of scale, preferential access to raw materials
or labour, access to extensive distribution channels, etc. The “cost leadership product” is often a basic
good or service, which is made available to a large customer base.

Examples of companies that have used cost leadership strategies include:
e Dell computers

e Wall mart stores
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3. Focus
This is where an organisation concentrates on a small number of niche markets.

Differentiation focus — an example would be a specialist holiday or tour operator (e.g. specialising in
Skiing holidays).

Cost focus — an example would be a small chain of retailers that create their own label range of
products.

See also Porter’s five forces model in the section on environmental analysis.

Alternative budgeting models

The strengths and weaknesses of the various models in existence should be considered:

Fixed

e A fixed budget is not adjusted to the actual volume of output (activity level)

--Proayjiew pages

e Flexible: designed to change according to actual volumes of output; usually done before the start
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A rolling budget is one that is revised on an on-g y comparing actu®results with the original
budget when one period has expired, while simultaneously adding a new period to the budget period.

Example

An annual budget which is kept rolling on a quarterly basis, for example, may start with an (original)
January — December forecast. At the end of March, the entire budget is revised on the basis of the first
quarter, and a new set of forecasts relating to April (current year) — March (next year) are prepared, i.e.
always with a 12-month range into the future.

Zero-based (ZBB)

e Each year, budget owners must justify the entire budget (build it from zero)
e At odds with incremental budgeting (where only changes need justification, hence encouraging
the “spend it or lose it” mentality)
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