Chapter 11 Strategic Management Accounting and Processes

Answer 1
(a)
PEST refers to four forces or influences on the strategy of an organization. These are political, economic, social and technological forces.
· Political forces concern pressures and attitudes from political parties and government policies.

· Economic forces originate from inflation rate, foreign exchange rate, employment rate, etc.
· Social forces arise from within the society itself such as amount of paid holiday and social attitudes to smoking.

· Technological force arises from advancement in technology such as introduction of robots and digital equipment.

(b)

A revenue centre is a centre devoted to generating revenue with no responsibility for production. A profit centre is a part of business accountable for costs and revenue. It is also called a business unit. A cost centre is a production or service location whose cost may be attributed to cost units. Managers are evaluated on the extent of cost control. Investment centre is a profit centre whose performance is measured by its return on capital employed or similar parameters.
A government funded hospital organization is likely to be regarded as a cost centre because it provides services to patients and the cost could be attributed to cost units such as operation theatres or out-patient service. In addition, a government funded hospital is unlikely used to generate a profit and thus cannot be regarded as a profit centre.

(c)

Responsibility accounting is a system under which management is given decision-making authority from top management and has responsibility for each activity, including costs, revenues and profits within a specific area of the company, such as a division or a business unit. That is, managers are accountable to what they have control. The rationale behind responsibility accounting is that each manager’s performance should be judged by how well he or she manages those items under his or her control, as assigned by top management.
Answer 2
(a)
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(b)

If no additional costs were incurred in the prevention category, one would simply expect the external failure costs to rise. In particular, one would expect warranty expenses to rise. However, because the warranty is a valuable product characteristic to many buyers, sales may rise enough to justify the increased quality costs if customers perceive the warranty period to be a critical factor in their decisions to purchase the goods. (3 marks)
(c)
TQM is an organization-wide effort to seek continuous improvement in all aspects of operations. It suggests that products should be of zero defects and do right in the first time.

The characteristics of TQM are:

(a)
TQM necessitates an internal managerial system of planning, controlling and decision-making.

(b)
It requires participation by everyone in the organization.

(c)
It focuses on improving goods and services from the customers’ point of view.
TQM is significant because it is a valuable managerial tool that can influence business longevity and profitability. A company that invests in TQM will produce goods or provide services that meet customers’ expectations. Making TQM work requires effective team participation and commitment from all staff in the organization. It requires investments in both training and technology as well as a culture adjustment toward “doing the right things right”.


(5 marks)
Answer 3

A value chain is a chain of activities for adding value for transforming inputs to outputs to the customers. The four support activities in the value chain include firm infrastructure, human resources, technology and procurement.

Answer 4
A value chain is defined as a series of activities in the manufacturing process from sourcing of materials to distribution of final products to the end customers. Product pass through all activities must gain value.

The value chain is divided into primary activities and support activities. Primary activities include inbound logistics, operations, outbound logistics, marketing and sales, and service. Support activities include firm infrastructure, human resources management, technology and procurement.

Answer 5
Some techniques in strategic management accountant include Just-In-Time (JIT), Total Quality Management (TQM), Quality Costing, Product Life Cycle Costing, Target Costing, etc.
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