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1. INTRODUCTION
This course looks at creating organisational value and controlling costs by identifying, classifying,
understanding, evaluating and changing activities and costs that occur throughout your organisation.
Organisations have financial records that tell you ‘what’ cost has been incurred. But it is just as
important to know ‘why’. Without knowing why, you cannot evaluate whether the cost led to an
efficient activity (i.e. using the minimum level of inputs to achieve the outcome); nor whether the cost
led to an effective activity (i.e. achieving the appropriate outcome).
In order to properly evaluate costs you can use a value creation approach to identify, classify and
understand why particular costs are incurred. By establishing what value is created by a particular
expenditure, you have the ability to consider alternatives that may lead to better outcomes based on
the current cost incurred, or even lead to reduced costs altogether.
In good times it can be easy to forget about paying diligent attention to costs. When sales are
growing, margins are strong and performance is improving. Maintaining control over costs tends to
be a lower priority. It usually takes a crisis, whether an internal one or a much broader economic slowdown, to generate attention to this area.
You are strongly encouraged to consider value creation through cost control as an operational priority
at all times. This helps maximise returns when times are good, and prepares your organisation for
difficult times that may arrive sooner or later.

1.1 COST CONTROL CHALLENGE
At the end of this course, you will be asked to undertake a cost control project within your own
organisation. As you progress through each section of this course, keep the following challenge
in mind (you may wish to jot down notes as you progress):
Your challenge
Identify an area in your organisation that requires cost control.
Engage with the affected stakeholders of the area identified.
Set a target.
Identify the opportunities and the obstacles.
Develop an implementation plan and recruit a project team.
Successfully implement a cost control project.
Monitor and review the progress.
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2. WHAT IS VALUE CREATION?
2.1 INTRODUCTION
Organisations exist to create value for its stakeholders. The goal of many organisations is to create
value (i.e. make a profit) for its shareholders. However, there are a number of other stakeholders
(e.g. customers, suppliers, community groups) and concepts of ‘value’ that may be appropriate.
In simple terms, value is created when an organisation generates outputs and outcomes that are
desired by its stakeholders. For example, where customers are willing to pay a price that is higher
than the sum of the inputs (the expenses), the organisation will make a profit. Customer value is
created (as they are willing to pay a price) and shareholder value is created (as a profit is generated).
In this course, we are specifically looking at value creation through cost control opportunities. That is,
by reducing costs, increasing efficiency, or ensuring that additional costs are not incurred. However,
the focus is not on cutting costs for short-term profitability—it is about creating sustainable value for
long-term success.

2.2 REFLECTION
Let’s start with an exercise to help you understand the concept of value creation.
Think about the product or service that your organisation produces and sells.

QUESTION 1

When you have completed this question, check your work against the suggested
answers at the back of the learning material.
SUGGESTED
ANSWERS

Think about the ‘something else’ that your organisation provides to its customers.

QUESTION 2

When you have completed this question, check your work against the suggested
answers at the back of the learning material.
SUGGESTED
ANSWERS
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2.3 A MODEL OF VALUE CREATION
We consider value creation from two key perspectives. Firstly, we look at the industry supply model
perspective which provides a broad context to analyse an organisation. Then, we explore the concept
further by examining an organisation to see how value is created. We identify and analyse the
organisation’s transformational processes (the day-to-day activities that transform inputs into outputs)
and enabling processes (the infrastructure and support that facilitate the day-to-day actions).
1. The industry supply model
Figure 1 provides a basic representation of an industry supply model. It starts with the suppliers of
raw materials and inputs (including services), moves to the organisation (the focus organisation),
and finishes with the end customer. The industry supply model will be discussed in detail later.
Figure 1:

The final outcome of the industry supply model is a product/service that customers
consume
)LQDOSURGXFWVHUYLFH

6XSSOLHUV

<RXU IRFXV
2UJDQLVDWLRQ

&XVWRPHU

2. Value creation within the organisation
There are various models that discuss how value is created in an organisation. For example,
you may have come across similar concepts in studying Michael Porter’s value chain in the
CPA Program segment Strategic Management Accounting (Porter, M. E. (1985), Competitive
Advantage: Creating and Sustaining Superior Performance, The Free Press, New York, p. 37).
The way an organisation creates value is the effective combination of day-to-day processes that
are well supported by physical infrastructure, accounting, human resources and broader strategic
activities. Value is created when the perceived value of the output (the end product) outweighs
the sum of all of the inputs (costs and effort). Figure 2 provides a graphical representation of
how value is created within an organisation. It is a way of showing how all of the activities within
the focus organisation combine together to create the final outputs that customers value and
purchase.
The benefit of considering all of these activities within an organisation is that we can see that each
area is closely linked with other parts of the entity, and therefore cost-control decisions in one
activity will also impact other activities.
By understanding the purpose of all of the organisation’s activities, you are able to understand
what costs are required to successfully satisfy the customer. This helps to:
• Avoid cutting ‘essential’ costs – those that are actually value-adding or value-protecting.
• Identify which activities and costs are not adding value.
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Figure 2:

Model of organisational value creation
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When examining organisational value creation, there are two broad types of activities:
1. Transformational activities.
2. Enabling activities.
The activities which process inputs into end products and services that are consumed by customers
are the transformational activities of the organisation. These are sometimes called the primary
activities or functional activities.
However, to provide the framework within which these activities occur, you need support
infrastructure, both physical (such as land and buildings), and intangible (such as software and
processes). There are known as enabling activities, and are sometimes described as secondary or
support activities.
Enabling activities provide support in various areas:
Resourcing

e.g. ensuring the right personnel with the right skill
sets are in place.

Control

e.g. ensuring the internal control, management
reporting and response systems are in place.

Product Development

e.g. understanding the market and developing a
portfolio of products/services that customers value
and are willing to pay for.

Where an activity is clearly linked to the production of the final product or service, it is relatively easy
to analyse its costs and the value of its contribution. However, this becomes more difficult when
analysing enabling activities, because the direct link to final outcomes is not as evident. You will
explore this type of analysis later in the course.
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