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THE BASICS OF STRATEGIC
PLANNING

AT LEAST THREE LEVELS OF STRATEGY AND PLANNING ARE
WIDELY ACCEPTED:

enterprise level
business unit
level
functional level

STRATEGIC PLANNING, STRATEGIC THINKING
AND STRATEGIC MANAGEMENT

Strategic Management
Strategy
Formulation

Strategic
Planning

Strategy
Deployment

A SIMPLIFIED VIEW OF THE STRATEGIC PLANNING PROCESS
IS SHOWN BY THE FOLLOWING DIAGRAM:
Mission &
Objectives
Environmental
Scanning
Strategy
Formulation
Strategy
Implementation
Evaluation
& Control

ENVIRONMENTAL SCANNING

Internal analysis of
the firm

SWOTAnalysis

Analysis of the firm's
industry

Porter’s 5
Forces

External
macroenvironment

PESTAnalysis

Gap analysis can be conducted on
strategic level and operation level.
The gap is likely to be the smaller,
the better the existing strategic
potential is already used.
I. State Descriptions
1. Your Current State

The first step in gap analysis is identifying
your current and future desired state.

2. The Future State
II. Bridging the Gap
1. Gap Identification

This is where you identify and describe
the gap before finding ways to remedy it.

2. Gap Description
III. Factors and Remedies
1. Factors Responsible for Gap
2. Remedies, Actions and Proposals

You can use this data to
come up with remedies
and action plans to tackle
the performance gap.

THE MCKINSEY 7-S MODEL
“Hard” Elements

“Soft” Elements

Strategy
 Structure
 Systems





Shared Values
 Skills
 Style
 Staff

Strategy: the plan
elaborated to maintain and
build competitive advantage
over the competition
Skills: the actual skills
and competencies of the
employees working for the
company

Structure: the way the
organization is structured
and who reports to whom

Staff: the employees
and their general
capabilities

Systems: the daily activities
and procedures that staff
members engage in to get the
job done

Style: the style of
leadership adopted

Shared Values: the core values of
the company that are evidenced in
the corporate culture and the general
work ethic

THE FEATURES OF
INVESTMENT DECISIONMAKING

INVESTMENT CONTROLLING


is the fulfillment of Controlling targets regarding the different
phases of the planning, realisation, and control of
investments
Investment Controlling has to
ensure the target-orientated
course of the entire planning and
realisation process by firstly
providing decision-orientated
information,
secondly
by
coordinating parts of the
planning and finally
by adequately controlling the
course of planning.

INVESTING
is

the act of committing money or capital
with the expectation of obtaining an
additional income or profit.

MAIN DISTINCTIVE FEATURES:
Investing is not gambling. Gambling is putting money at
risk by betting on an uncertain outcome with the hope that
you might win money.
 A “real” investor does not simply throw his or her money at
any random investment; he or she performs thorough
analysis and commits capital only when there is a
reasonable expectation of profit. There are still risks,
and there are no guarantees, but investing is more than
simply hoping.


MOTIVES FOR INVESTING
•

the prospect of making a profit

risks for the few remarkable successes which might come
their way
(eg. venture capital)

•

not all investors want to make huge profits
(eg. social enterprises)

•

CAPITAL BUDGETING TECHNIQUES
Now, the question is how to make sure
that the decision is correct and
rational.
In a profit-oriented organization, it is
simple to decide on to the objective of
investing.
The decision would be considered
appropriate if it is a profitable
investment and enhances the wealth
of the shareholders.
Capital budgeting techniques are
utilized to do investment appraisal for
such investments.

CAPITAL BUDGETING

Capital budgeting is a process used
by companies for evaluating and
ranking potential expenditures or
investments that are significant in
amount.
Capital budgeting is a tool for
maximizing a company’s future
profits since most companies are
able to manage only a limited
number of large projects at any one
time.

M&A


When one company takes
over another and clearly
established itself as the new
owner, the purchase is
called an acquisition. From
a legal point of view, the
target
company
(the
acquired company) ceases
to exist, the buyer (the
acquiring
company)
“swallows” the business and
the buyer’s stock continues
to be traded.

A merger happens when
firms agree to go forward as
a single new company rather
than
remain
separately
owned and operated.
 Both companies’ stocks are
surrendered
and
new
company stock is issued in
its place.


THE M&A PROCESS CAN BE BROKEN DOWN INTO FIVE
PHASES:

Phase 4 – Acquire through Negotiation
Phase 3 – Investigate & Value the Target

Phase 2 – Search & Screen Targets

Phase 1 – Pre-Acquisition Review

Phase 5 –
PostMerger
Integration



The balanced scorecard suggests that we view the
organization from four perspectives, and to develop
metrics, collect data and analyze it relative to each of
these perspectives:
Each
of
the
four
perspectives
is
interdependent - improvement
in just one area is not
necessarily a recipe for
success in the other areas.

FACTORS IN BSC (EXAMPLES)

Finance
(Return On Investment, Cash Flow,
Return on Capital Employed, Financial
Results (Quarterly/Yearly))
Internal Business Processes
(Number of activities per function,
Duplicate activities across functions,
Process alignment (is the right process
in the right department?), Process
bottlenecks, Process automation)

FACTORS IN BSC (EXAMPLES)
Learning & Growth
(Is there the correct level of
expertise for the job? Employee
turnover, Job satisfaction,
Training/Learning opportunities)
Customer
(Delivery performance to customer,
Quality performance for customer,
Customer satisfaction rate,
Customer percentage of market,
Customer retention rate)

THE CHARACTERISTICS OF
INTERNAL REPORTING
SYSTEM

SOURCES OF INFORMATION
Internal

External

Financial

Government

Personnel

Trade

Marketing
Purchasing
Sales
Manufacturing
Administration

groupings
Commercially
provided
information
Databases and
research

INTERNAL REPORTING STRUCTURE

the extent to
which the
internal
information
reported to the
general manager
is aggregated

INTERNAL REPORTING SYSTEM
Maintaining

up to date records in all
functional departments of the
marketing company should be the
normal responsibility of people
engaged in turning over their duties.
The internal records of production,
warehousing, distribution , direct
selling, cash flow, creditors are in
internal reporting system.

THE ROLE OF INTERNAL REPORTING STRUCTURE

Internal reporting structure (IRS) affects the
costs of information transfer from lower level divisional managers to the top general
manager.
Together, these arguments suggest that the
internal reporting structure could impact the
manager’s information environment and
management earnings forecast
characteristics.

VERTICAL

The vertical aspect of organizational structure creates a
power hierarchy. Employees only have the authority to do
their individual jobs, so they’re at the bottom of the
hierarchy. They report to operational supervisors, who
may themselves require supervision by middle
managers. This increasing power continues up to the top
of the reporting structure, stopping at the owner or chief
executive officer. Operational, middle and top
management are all said to have line authority over
those they directly supervise. The vertical relationships
in the reporting structure are the chain of command *.

*dictates who is in charge of whom and of whom permission
must be asked

HORIZONTAL
The horizontal aspect of the reporting structure
establishes peer relationships and those among
departments.
 Lateral relationships affect a business’s well-being,
because people and sections from across the
organization must coordinate efforts to further the
company. It would create confusion, for instance, if a
subordinate of one manager approached another
manager to work on an interdepartmental project. Instead,
the two peer managers, each holding decision-making
authority, need to align their resources. A structure’s
horizontal aspect also lays out each manager’s span of
control (the area of activity and number of functions,
people, or things for which an individual or organization is
responsible). The number of subordinates who report to a
manager comprise that manager’s span.


ACCOUNTING

Accountancy (Accounting)
is the process of
communicating financial
information about a
business entity to users
such as shareholders and
managers; recording and
summarizing financial
information in a useful way.

Accounting
provides a basis
for decisions
through the
process of
recording,
summarizing
and presenting
historical and
prospective
information.

A FINANCIAL STATEMENT (OR FINANCIAL REPORT)

is a formal record of the
financial activities and
position of a business,
person, or other entity;
relevant financial
information is presented
in a structured manner
and in a form easy to
understand

FINANCIAL STATEMENTS

These are written reports
that quantify the financial
strength, performance
and liquidity of a
company. Financial
statements reflect the
financial effects of
business transactions
and events on the entity.

USERS OF ACCOUNTING INFORMATION INTERNAL & EXTERNAL

Accounting
information
helps users to
make better
financial
decisions.

Users of
financial
information may
be both internal
and external to
the
organization.

ELEMENTS OF THE FINANCIAL STATEMENTS
the statement of financial
position

 Assets,

Liabilities,
Equity

income statement

FOUR MAIN TYPES OF FINANCIAL STATEMENTS

Statement of Financial
Position
Income Statement
Cash Flow Statement
Statement of Changes in
Equity

THE THEORY OF AUDITING

AUDIT: DEFINITION
An audit is a “systematic, independent
and documented process for obtaining
audit evidence [records, statements of
fact or other information which are
relevant and verifiable] and evaluating
it objectively to determine the extent to
which the audit criteria [set of policies,
procedures or requirements] are
fulfilled” (ISO 19011:2011—Guidelines for auditing
management systems).

SIMILARITIES BETWEEN PUBLIC AND PRIVATE AUDITING
 An

auditor in a private company and an
auditor in the public sector will have the
same qualifications, they will apply the
same basic principles to their work and are
expected to comply with the same
independent auditing standards.
 Both types of auditors are expected to be
unbiased with no vested interest in the
organisation that they audit.
 Furthermore, auditors in both private and
public sectors must commit to the accuracy
of their reporting.

DIFFERENCES BETWEEN PUBLIC AND PRIVATE AUDITING
Most auditors in the public
sector focus on cyber
safety, information systems
performance, and security.
They are only provided
with limited information on
financial statements and
they focus more on
providing services rather
than monitoring income,
taxes, and profits.
 They typically report to a
minister or departmental
head.


Auditors working for private
sectors focus more on
auditing
the
financial
statements
of
the
companies.
 Their main task is to ensure
the proper presentation of
financial reports to help
shareholders and to portray
the
company’s
financial
standing.
 They are hired to ensure that
companies are operating in
the best interest of their
investors.


FIRST-, SECOND-, AND THIRD-PARTY AUDITS

A first-party audit is performed within
an organization to measure its
strengths and weaknesses against its
own procedures or methods and/or
against external standards adopted by
(voluntary) or imposed on (mandatory)
the organization.
A first-party audit is an internal audit
conducted by auditors who are
employed by the organization being
audited but who have no vested
interest in the audit results of the
area being audited.

FIRST-, SECOND-, AND THIRD-PARTY AUDITS

A second-party audit is an external audit
performed on a supplier by a customer or
by a contracted organization on behalf of
a customer. A contract is in place, and the
goods or services are being, or will be,
delivered.
Second-party audits are subject to the
rules of contract law, as they are providing
contractual direction from the customer to
the supplier. Second-party audits tend to
be more formal than first-party audits
because audit results could influence the
customer’s purchasing decisions.

FIRST-, SECOND-, AND THIRD-PARTY AUDITS

A third-party audit is performed by an
audit organization independent of the
customer-supplier relationship and is
free of any conflict of interest.
Independence of the audit
organization is a key component of a
third-party audit.
Third-party audits may result in
certification, registration, recognition,
an award, license approval, a citation,
a fine, or a penalty issued by the thirdparty organization or an interested
party.

INTERNAL OR EXTERNAL AUDIT

 An

audit may also be classified as internal or
external, depending on the interrelationships
among participants.
 Internal
audits
are
performed
by
employees of your organization.
 External audits are performed by an
outside agent.
 Internal audits are often referred to as firstparty audits, while external audits can be
either second-party, or third-party.

Internal


considers
whether business
practices meet
strategic objectives

auditors can
be employed by the
business or outsourced
 agenda is set
internally in the light
of the business's risks
and objectives


External


considers whether the annual
accounts give a 'true and fair
view' and are prepared in
accordance with legal
requirements



auditors are an outside firm
of accountants

o

the external audit firm will set
its own programme of
work based on its assessment
of the risks of the accounts
being materially misstated

Internal








External

relevant managers
usually receive copies of
reports; internal
auditors report to the
audit committee
a tailored report about
how the risks and
objectives ( are being
managed: a focus on
helping the business
move forward



report primarily to the
shareholders or the trustees



report is in a format required by
standards and focuses
on whether the accounts give
a true and fair view and
comply with legal requirements

discretionary
reports are not published
publicly
consultative help
afterwards



legal requirements
main report will be publicly
available
no follow up





INTERNAL AUDIT AND CONTROLLING

Audit (internal)
Internal audit is organized by
the company in the interests of
its owners; it is a control
system for the observance of
the established order of
accounting and reliability of the
entity’s internal control.
 Specialists
in the field of
internal audit work with total
data (at the end of the period),
checking and monitoring all the
economic evidence of any
activities of the organization.


Controlling
 The

main objective
of controlling is the
orientation of the
management
process to achieve
all the goals of the
enterprise;
the
 “manage
process
of
management”.

A FUNDAMENTAL PURPOSE OF AUDITS

Audits serve a
fundamental
purpose in
promoting
confidence and
reinforcing trust
in financial
information.

– AGENCY THEORY

The principal-agent
conflict depicted in
agency theory, where
principals lack reasons
to trust their agents
because of information
asymmetries and
differing motives, is
critical to understanding
the development of the
audit over the
centuries as well as its
usefulness and
purpose.

AUDIT: THE SOLUTION OF THE PROBLEM
 The

less trust there is in an agent the more
likely it is that principals will opt for certain
performance-related pay measures and
incentives that will align interests.
 An audit provides an independent check on
the work of agents and of the information
provided by an agent, which helps to
maintain confidence and trust.

THE SIMPLEST AGENCY MODEL
assumes that no agents are trustworthy and if an
agent can make himself better off at the expense of a
principal then he will.
 This ignores the likelihood that some agents will in fact be
trustworthy and will work in their principals’ interests
whether or not their performance is monitored and output
measured.
 The degree of untrustworthiness is therefore a key factor
in determining the extent to which incentives and
monitoring mechanisms need to be put in place.


AUDIT IN MAINTAINING CONFIDENCE AND
REINFORCING TRUST
 Shareholders

have limited access to information
about the operations of a company and may
believe, therefore, that they are not getting the
right information they need to make informed
decisions or that the information being provided
by way of the financial statements is biased.
 As such, shareholders may lack trust in the
directors and in such a situation the benefits of
an audit in maintaining confidence and
reinforcing trust are likely to be perceived as
outweighing the costs.

SIMPLE AGENCY THEORY LIMITATIONS
If as simple agency theory implies, principals do not trust
agents to provide them with reliable and relevant
information, then they will hire in external experts, who
are independent of these agents.
 This, however, introduces the concept of auditors as
agents of principals, which leads to new concerns about
trust, threats to objectivity and independence.
 Auditors act as agents to principals when performing an
audit and this relationship therefore brings with it similar
concerns with regard to trust and confidence as the
director-shareholder relationship, prompting questions
about who is auditing the auditor.


TRUST IN A SIMPLE AGENCY MODEL
 Agents

(whether they are directors or auditors)
may be trustworthy without a need for further
incentives to align interests or monitoring
mechanisms such as audit or increased
regulation.
 However, the simple agency model would
suggest that agents are untrustworthy. Like
directors, auditors will have their own interests
and motives to consider.

THE DUAL CHARACTER OF AUDIT
 Auditor

independence from the board of directors
is of great importance to shareholders and is seen
as a key factor in helping to deliver audit quality.
However, an audit necessitates a close working
relationship with the board of directors of a
company.
 The fostering of this close relationship has led (and
continues to lead) shareholders to question the
perceived and actual independence of auditors
and to demand tougher controls and standards.
 Auditors have an important incentive to maintain
independence to protect their reputation.

FINANCIAL REPORTING

Financial reporting was intended to act as
a substitute for the lack of shareholder
rights in state law.

Audits are performed to provide protection
against the provision of false information to
the market influencing share price.
However, problems arise as markets are
inherently unstable and fluctuate and they
do not, therefore, act like principals.

THE EXPANSION OF THE MODEL
Shareholders have a critical interest in the audit as a
check on their agents.
 However, further analysis reveals a more complex
picture. Other stakeholders including regulators, boards
of directors and other third parties, who may or may not
be in a contractual relationship with the company, and
the auditors have an interest in the audit.
 The simple agency model needs to be expanded to
address the interests and expectations of these
other parties.


Types of Audit Procedures
Inspection

The examination of records or documents, whether internal or
external, in paper form, electronic or other media, or physically
examining an asset. For example, inspecting a sample of invoices.

Observation

Observing a process or procedure being performed by company
personnel or others. For example, observing a company’s physical
inventory count, and re-performing counts on a test basis.

Inquiry

Seeking information from knowledgeable persons in financial or
non-financial roles within the company or outside the company.

Confirmation

Obtaining information or representation of an existing condition
directly from a knowledgeable third party.

Recalculation

Checking the mathematical accuracy of documents or records.

Analytical
procedures

Comparison of recorded amounts, or ratios developed from
recorded amounts, to expectations developed by the independent
auditor.

Reperformance

The auditor’s independent execution of procedures or controls that
originally were performed as part of the company’s internal control
over financial reporting.

THE AUDIT REPORT: THREE MAIN ELEMENTS

An introduction that identifies the financial
statements that were audited and the division of
responsibility between the auditor and
management.

A discussion of the scope of the engagement,
which describes the nature of the audit.

The auditor’s opinion on the financial statements.

MODEL

Audit risk model is used by the auditors to manage the
overall risk of an audit engagement.
 Auditors proceed by examining the inherent and control
risks pertaining to an audit engagement while gaining an
understanding of the entity and its environment.


Strategic cost management

Belarussian state university, Industrial management, E. Staliarova

1. Strategic cost management: definition

What is strategic cost management?

Strategic cost management …
Set of activities and approaches of
managers related to costs, and used to
make decisions such as whether to:
• Enter new markets
• Implement new organizational
processes
• Change product design
Strategic cost management is not
only about reduction of costs
Source: developed by the author

2. Approaches to cost management

There are several key approaches used for strategic cost
management

Strategic cost management includes several key approaches to use:
1• STANDARD COST ACCOUNTBG
2• DIRECT COST ACCOUNTING
3• TARGET COSTING
4• ABC-COSTING
5• CVP-ANALYSIS

Source: developed by the author

2.1. Standard cost accounting

What are standard costs?

Standard costs are …
Benchmark (norm, predetermined)
costs:
• Set for major input (e.g. raw
materials and labor time)
• Used as an alternative to costs,
calculated based on historical
numbers
• Reflect how much materials and at
which price should be used under
“standard” conditions
Source: developed by the author

How is standard cost accounting used?
ILLUSTRATION OF THE STANDARD
COST APPROACH

COMMENTS
Using standard cost approach implies the
setting of norms for the costs before the
production process starts

Actual
costs

Standard cost accounting is based on:
•

Comparison of standard costs
(quantities and prices) with actual
costs

•

Determination of the variances
(discrepancies) between two numbers

•

Finding the reason for the differences

•

Elimination of the problems

Standard
costs

Variable costs (material and labor costs) are
usually calculated per unit, fixed costs set at
permanent level

Standard cost accounting is also called management by
exception
Source: developed by the author

McDonald’s can be considered as the best example for the
implementation of standard costing accounting
EXMAPLE

COMMENTS
McDonald’s have the standards for
everything:

Source: developed by the author

•

Time spent on the preparation of the
burger

•

Amount of meat that goes into burger

•

Cost for the meat

•

Time spent on servicing the client

2.2. Direct cost accounting

What is direct cost?

Direct costs are …
The costs that can be traced (assigned)
to a specified cost object, e.g.:
• The cost of steel or tires can be
traced to BMW X5
• The time of workers spent on the
production line of X5 is assigned to it
In contrast to indirect costs, that are:
• Related to a particular cost object,
but cannot be assigned to it (e.g.
plant administration costs)

Source: developed by the author

How is direct cost accounting used?
ILLUSTRATION OF THE DIRECT COST
APPROACH

DIRECT
COSTS

INDIRECT
COSTS

Source: developed by the author

COMMENTS

Allocation to
production costs

•

Direct costing implies that production
costs are calculated based only on
direct costs

YES

•

Indirect costs are not allocated to the
cost objects

•

Direct costing is directly linked to
gross income calculation, that for a
certain product shows what is the
input of this product into the coverage
of the fixed (indirect) costs

NO

Starbucks can be considered as the best example for direct cost
accounting implementation
EXAMPLE

Source: developed by the author

COMMENTS
•

Starbucks profitability depends on
making high-quality beverage that is
the symbol of affordable-luxury status
at the lowest possible costs

•

It’s especially important in case of
recessions, when they are facing the
competition even from McDonald’s

•

When reducing the direct costs they
influence both the material and labor
costs, using “lean” production
techniques

2.3. Target costing

What is target costing?

Target costing is …
Determination of the maximum
allowable cost for a product, that:
• Is used in case of a new product
development as most of the costs are
determined on the design stage
• Became popular due to growing
competition from lower-cost
companies, lack of time for correcting
price mistakes as the product life on
the market is becoming shorter,
increasing demands from customers
for low prices and high quality

Source: developed by the author

In which way is target costing different from traditional methods of
price and cost setting?

Cost plus approach

Target costing

1 stage

Design of the
product

Understanding the price
of the product

2 stage

COMPARISON OF TWO APPROACHES
TO COST AND PRICE SETTING

Understanding how
much it costs

Designing of
the product

Target cost = Anticipated selling price –
Desired profit
Source: developed by the author

COMMENTS
•

Target costing approach is usually
used in case the company has not
developed the product yet, but knows
already what price should be charged
for product

•

The target cost is calculated based on
the product’s anticipated selling prices
and then deducting the desired profit

•

In case of target costing competitive
pressure on the producer is put on the
designers and suppliers of the
companies

•

Target costing allows to meet
customer requirements and satisfy
them

Japanese companies and IKEA are the best examples of the
companies who have already implemented target costing
COMPANIES THAT HAVE ALREADY
IMPLEMENTED TARGET COSTING

Source: developed by the author

COMMENTS
•

Target costing appeared in the most
competitive industries

•

Japanese companies are the most
successful in terms of applying target
costing

•

The necessity to implement such an
approach was caused by late entry of
Japanese companies to the markets
with fierce competition

•

IKEA approach to product
development starts with the analysis
of the competitors’ offer and
determination how much they charge
for the product and then setting the
target price for IKEA’s product 3050% lower than of competitors

2.4. ABC costing

What is ABC (activity based) costing?

ABC (activity based) costing is …
The approach to cost allocation within
the company that implies:
• Identification of the activities in the
company
• Allocation of the costs of each activity
(including indirect costs) to all
products and services based on
actual consumption of this activity

Source: developed by the author

How is ABC costing used?
ILLUSTRATION OF ABC COSTING
APPROACH
PRODUCT 1

Direct costs for
X5
Marketing
costs allocated to X5

PRODUCT 2

Direct costs for
X3

Marketing costs
allocated to X3

Total marketing costs of the company

Source: developed by the author

COMMENTS
•

ABC implies that overhead costs are
allocated to products and other cost
objects based on a certain techniques

•

ABC helps understand costs and
profitability of different customer,
product, regions groups

•

ABC supports strategic decisions
such as pricing, outsourcing,
identification and measurement of
process improvement initiatives

Coca Cola, Citigroup can be used as the example of the company
that uses ABC costing approach
EXAMPLE

COMMENTS
•

Source: developed by the author

ABC-analysis helps Coca Cola,
Citigroup, Charles Schwab to stay
efficient (Charles Schwab – a stock
brokerage with strategic analysis,
measurement, and management of
its trading activity across multiple
channels such as branches, callcenters, Internet)

2.5. CVP-analysis

CVP-analysis

CVP analysis (cost-volume-profit) analysis is …
Tool that helps managers to understand
relationships between cost, volume, and
profit and shows how profits depend on
five factors:
• Selling prices
• Sales volume
• Unit variable costs
• Total fixed costs
• Mix of products sold

Source: developed by the author

How is CVP-analysis used: equation method?

ILLUSTRATION OF CVP ANALYSIS

COMMENTS
•

Revenues – Variable costs – Fixed costs
= Profit (Operating income)
Revenues = Selling price * Quantity of units
sold
Variable costs = Cost per unit * Quantity of
units sold
(Selling price * Quantity of units sold) –
(Cost per unit * Quantity of units sold) –
Fixed costs = Operating income

Source: developed by the author

CVP analysis is used to make
decisions on:
 What products and services to
offer
 What prices to charge
 What marketing strategy to use
 What cost structure to implement

How is CVP-analysis used: graph method?

{{

Dollars

•

Break-even point point where total
revenues equal total
costs (both fixed and
variable costs)

Units sold
Source: based on recommended literature

