Chapter A: Management Accounting as a Strategic Partner

Section 01: Evolving Role of Management Accounting

Learning Outcomes:

1. Analyse the evolving role of management accounting from traditional decision

support to strategic business partnering in transforming businesses in various

industries.
2. Examine the impact of management accountants in shaping organisational strategy

and driving business performance, including interactions with other strategic

functions.
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1.1.  Traditional to Strategic Business Partnership Evolution

Under this section, the focus is to look at the path from the initial management accounting
role from historical record-keeping to forward-looking business guidance. We breakdown

the study of evolution of management accounting into 3 sections;

1.1.1. Comprehensive Transformation of Management Accounting Role
1.1.2. Strategic Partnership Capabilities Development

1.1.3. Organizational Transformation Impact

1.1.1. Comprehensive Transformation of Management Accounting Role
Original Management Accounting Systems

Management accounting originated during the industrial era to control costs in

manufacturing environments. The initial management accounting focused on:

e Cost accounting systems used for inventory valuation and product costing

e Budgetary control methods established for financial planning and coordination

e Variance analysis techniques for monitoring operational performance against

targets
Limitations of Original Management Accounting Systems

1 Reactive nature of monthly reporting cycles that provide only lagging indicators

2 Value of data confined to functional silos without cross-departmental insights

3 Compliance-focused priorities prevented proactive business partnering

Management Accounting Becoming the Strategic Partner

The modern strategic business partner embeds financial expertise within operational

teams to shape future outcomes. This value creation focus means moving beyond




reporting facts to influencing decisions through data-driven insights and commercial

acumen.
Value Creation Example:

1. For a technology firm, instead of merely reporting marketing spend of Rs. 750,000,
you analyse customer acquisition costs and lifetime value.

2. A company automates its customer support using Al, reducing response time from
hours to minutes. Customer satisfaction increases while operating costs fall.

3. Using activity-based costing, management identifies high-cost, low-margin products

and redesigns processes to reduce waste.
Industry Specific Techniques of Value Creation

Use activity-based costing: improve product profitability analysis
Use project profitability: optimise resource allocation and pricing

Use risk-adjusted returns: balance capital and returns
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Use customer acquisition costs and lifetime value: for growth strategies

1.1.2. Strategic Partnership Capabilities Development

This section discusses the capability development required for management accountants

to become effective strategic business partners.

1. Technical Competencies

a. Financial modelling

b. Data analytics tools

c. Risk management techniques
2. Business acumen Development

Have a deep understanding of your business operations and how it creates value



3. Leadership and Influence Skills
Skills to guide organisational action and secure support for your recommendations.
Change management is key.

4. Innovation and Creativity

Continuously seeking better ways to solve problems and create value.

1.1.3. Organizational Transformation Impact

This subsection analyses the comprehensive organizational transformation that is driven
by the evolution of the management accounting role. Following are some of the changes

to organizations and its processes.
1. Organizational Structure Evolution:

Finance departments changing from isolation to codependent structures that balance
operational efficiency with dedicated business support, bringing financial expertise

directly to where value is created.
2. Process Transformation Requirements

Changing from periodic reporting to re-engineering of core processes to deliver timely,
predictive insights that enable agile decision-making and continuous performance

improvement.

e Implement integrated business planning
e Develop real-time reporting dashboards

e Apply predictive analytics and continuous forecasting



3. Cultural Shift Implementation
e Promote evidence-based decision-making
e Champion cross-functional collaboration
e Encourage forward-looking strategic thinking
4. Performance Measurement Evolution
e Adopt balanced scorecard frameworks
e Integrate value-based metrics (Shareholder returns vs long term value creation)

e Incorporate sustainability and ESG indicators

End of Section 1.1. Traditional to Strategic Business Partnership Evolution




Practice Questions on Traditional to Strategic Business Partnership Evolution

Question 01:

As the Group Chief Financial Officer at Mango Holdings, you face scrutiny from the Board of Directors following a
recent Group-wide ERP implementation. The Board is questioning the rising costs of the finance function,
particularly given the ongoing challenges in your key divisions.

The Agriculture division struggles with commodity price volatility that impacts planning and profitability. The
Textiles division faces intense global competition requiring rapid cost analysis and pricing decisions. Both
divisions still rely heavily on traditional, manual processes for financial analysis.

The CEQ, concerned about Board sentiment, has tasked you with presenting a business case that addresses this
guestion: How should the CFO of Mango Holdings justify the transformation of the finance function from a

traditional cost-control center to a strategic business partner to the Board of Directors?

Your challenge is to demonstrate how an evolved management accounting role will create more value than the
traditional, lower-cost model.

Question 02:

Citrus Advertising Ltd. faces significant external threats from global network agencies offering sophisticated data
analytics and performance marketing capabilities. The company achieved revenue growth of 10 percent to Rs.

1,650 million last year, yet its net profit margin declined from 11.0 percent to 10.7 percent, reflecting a high-cost
structure and slow adoption of data-driven approaches. To survive and thrive in this competitive landscape, the

finance team must develop capabilities beyond traditional accounting.

The CEO has expressed serious concern about losing major clients to global network agencies that leverage
advanced data analytics for campaign insights and performance marketing. Recognising that the finance team
remains focused primarily on historical reporting rather than forward-looking strategic value creation, the CEO
has tasked you, as CFO Ishani Fernando, to develop a comprehensive 12-month capability development plan.
This plan must transform the finance team into strategic partners who can help the agency compete more
effectively by addressing three core areas: technical skills enhancement, business understanding development,

and leadership capability building.

What if the CFO of Citrus Advertising needs to design a professional development programme to equip the
finance team with strategic partnership capabilities to combat rising competition?



Question 03:

As a Management Accountant at Mango Holdings, you are reviewing the outcomes of a recent Group-wide ERP
implementation. The company has also restructured its agriculture business. Six months after the system went
live, the Board expresses disappointment. Expected improvements in business insights have not occurred.

The new system generates large amounts of data. However, the finance function operates in a silo, separate from

the core business divisions. The Textiles and Seafood divisions cannot effectively use the information produced.

The Chief Financial Officer has tasked you with investigating this issue. She asks: Why does a simple ERP
implementation at Mango Holdings fail to deliver strategic value without corresponding changes in
organisational structure, processes, and culture?

You must prepare a report for the CFO that outlines the transformations required to unlock the ERP's potential.

Question 04: Customer Acquisition Cost

Scenario: Trident Logic Ltd., a technology firm, launched a digital marketing campaign in the last quarter to
acquire new subscribers for its software service. The company needs to calculate the cost of acquiring each new
customer.

Given Information:

+ Total marketing campaign expenses: Rs. 750,000
- Salaries for marketing staff for the quarter: Rs. 450,000

+ Total new customers acquired during the quarter: 500

Question 05: Customer Churn Rate

Scenario: Continuing with Trident Logic Ltd., the company wants to understand the total value it can expect from
a customer over their entire relationship with the company.

Given Information:
+ Average monthly subscription fee per customer: Rs. 1,000

+ Average variable cost per customer per month: Rs. 200

+ Monthly customer churn rate: 2.5% (or 0.025)



Question 06: Net Return on Marketing Investment

Scenario: The management of Trident Logic Ltd. wants to assess if the marketing campaign from Example 1 was

profitable by comparing the CLV to the CAC. They also want to project the net return from the campaign, as
suggested in the text.

Given Information:

+ Customer Acquisition Cost (from Example 1): Rs. 2,400
+ Customer Lifetime Value (from Example 2): Rs. 32,000

+ Number of new customers acquired: 500
Question 07: Project Profitability and Utilisation Rate (Professional Services)

Scenario: Citrus Advertising, a professional services firm, completed a major project for a client. The CFO wants
to assess the project’s profitability and the efficiency of the staff assigned to it.

Given Information:

+ Project Revenue: Rs. 5,000,000

+ Direct Costs (Salaries of assigned staff for project duration): Rs. 2,500,000
+ Other Direct Project Costs (Software, travel): Rs. 500,000
+ Total billable hours recorded for the project: 1,200 hours

- Total available work hours for the assigned staff during the project period: 1,600 hours

Question 08: Key Performance Indicators (KPIs)

Scenario: Using the data from the Citrus Advertising case study, calculate the revenue growth and confirm the
decline in the net profit margin.

Given Information:

+ Current Year Revenue: Rs. 1,650,000,000
+ Current Year Net Profit Margin: 10.7%

+ Prior Year Net Profit Margin: 11.0%

+ Stated Revenue Growth: 10%



1.2.  Strategic Impact and Organizational Influence
Under this section we discuss the following three areas.

1.2.1. Management Accountants Shaping Organizational Strategy
1.2.2. Cross-Functional Strategic Interactions

1.2.3. Business Performance Enhancement

1.2.1. Management Accountants S| 0 izational Strateg

Shaping organisational strategy is the process you use to translate financial expertise into

actionable business direction.

This approach operationalises the value creation focus established in subsection 1.1.1,
positioning you as a business partner who protects shareholder value while pursuing

growth opportunities. Following are the activities in shaping organizational strategy.

1. Participating in Strategic Planning
e Collaborate with strategy and marketing teams
e Position the organization against rivals
e Present the financial scenarios to executive team
2. Evaluating strategic options

3. Identifying Key Performance Drivers

Sample Value Driver Analysis

i Annual Profit Impact
Value Driver Current Performance Target

(Rs.)
Customer Retention
85% 90% 2,500,000
Rate
Inventory Turnover 8x 10x 1,800,000
Average Transaction
3,500 4,000 3,200,000

Value (Rs.)

Table 1.2.1: Sample Value Driver Analysis



4. Leading Strategic Initiatives

You provide the financial governance that keeps initiatives on track and ensures benefit

realisation.

This subsection examines the comprehensive interactions with other strategic functions

required for integrated execution.
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1. Operations Function Collaboration

2. Marketing Function Integration

Sample Customer Profitability Analysis

Customer Segment Annual Revenue (Rs.) Cost to Serve (Rs.)
High-Volume Retailers 25,000,000 23,750,000
Digital-Only Customers 12,000,000 9,000,000
Branch-Dependent Clients 15,000,000 16,500,000

Table 1.2.2: Sample Customer Profitability Analysis

3. Technology Function Partnership

4. Human Resources Alignment

Net Margin (%)
5%
25%
-10%



1.2.3. Business Performance Enhancement

This final subsection develops comprehensive frameworks for driving sustained business

performance through management accounting.

1. Integrated Performance Management

Long-term direction
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linked to KPIs

Individual Performance Goals

STRATEGIC ALIGNMENT PRINCIPLES

+ Each level derives objectives from the level above
« Performance data flows upward to inform strategy
* Clear line of sight from individual to corporate goals

* Regular review ensures continued alignment

2. Value Creation Strategies

Value creation strategies are specific initiatives designed to improve financial
performance through revenue enhancement, cost optimisation, or asset efficiency

improvements.



Value Creation Initiative Prioritisation Matrix

Initiative Financial Impact Implementation Difficulty
Customer Retention Programme High Low
ERP Implementation High High
Office Consolidation Low Low
Minor Process Changes Low High

Table 1.2.3: Value Creation Initiative Prioritisation Matrix

3. Continuous Improvement Culture

A continuous improvement culture embeds the practice of seeking incremental gains into

daily operations across the organisation.
Common techniques include;

a) Lean thinking: A management philosophy focused on creating more value for
customers with fewer resources.
b) Kaizen Costing: A system of continuous cost reduction applied after a product enters

production

4. Innovation Enablement

Innovation enablement involves providing financial frameworks that support new product

development and business model experiments.






