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Topics to be discussed:

1. Management control systems

2. Management Control Systems and Organizational Goals

3. Designing Management Control Systems
4. Monitoring and Reporting Results and the Balanced Scorecard
Management control systems:


A management control system is a logical integration of techniques to gather and use information to make planning and control decisions, to motivate employee behavior, and to evaluate performance. The purposes of management control system are:

· To clearly communicate the organization’s goal

· To ensure that management and employees understand the specific actions required of them to achieve the organizational goals

· To communicate the results of actions across the organizations; and

· To ensure that the management control system adjusts to changes in the environment

Management Control Systems and Organizational Goals:

A well designed management control system aids and coordinates the process of making decisions and motivates individuals through out the organization to act in concert. It also facilitates forecasting revenue – and cost driver levels and measuring and evaluating performance.


The first and most basic component in a management control system is the organization’s goals. Why? Because the focus of the management control system is on internal management decision making and motivating (and then evaluating) performance consistent with the organization’ s goals.


The following exhibit shows that top management sets organization wide goals, performance measures, and targets. Management reviews these goals on am periodic basis, usually once a year, but normally they do not change them. These goals provide a long-term framework around which an organization will form its comprehensive plan for positioning itself in the market. As the following exhibit shows, goals answer the question, “ What do we want to achieve?” However, goals without performance measures do not motivate managers?


Managers, for example, a major luxury hotel chain, luxury suits, has the following goals and related performance measures:

	Organizational Goals 
	Performance measures

	Exceed guest expectations

Maximize revenue yields

Focus on innovation
	· Satisfaction index

· Number of repeat stays

	
	· Occupancy rate

· Room rate

· Income before fixed costs

	
	· New product services implemented per year

· Number of employees suggestions






The purpose of performance measures is to set direction and to motivate 

Targets for goals are specific quantified levels of the measures. For example, a target, for the performance measure occupancy rate might be “ at least 70 percent”

Goals and their related performance measures are very broad. IN fact, they are often too vague to guide managers and employees. As a result, top management also identifies critical processes and key success factors.  A critical process is a series of related activities that directly affects the achievement of organizational goals.  The next step is in goal setting is for both top management and the managers of the critical processes to develop sub goals or key success factor and related performance measures. Key success factors are actions that must be done well in order to drive the organization towards its goals. 

Although key success factors and related performance measures give managers more focus than do overall, organization wide goals, they still do not give lower level mangers and employees the direction they need to guide their daily actions. Critical process managers work with lower level managers within the appropriate business unit to establish objectives- specific tangible actions (or activities0 that can be observed on a short term basis.

























































Designing Management Control Systems:


Every management control system that meets the organization’s needs, designer’s need to recognize existing constraints, identify responsibility centers, weight costs, and benefits, and provide motivation to achieve goal congruence ad managerial effort.

Working within the Organizational Structure:


Every management control system needs to fit the organizations goals. As shown in exhibit 1, developing plans and then executing them is the second major function of a management control system. One of the primary purpose s of panning (budgeting) is to encourage managers through out the organization to take actions that aim to achieve overall organizational goals. To achieve this, the management control system must fit into the organization’s structure. Some firms are organized by divisions such as manufacturing, sales and services. Others are organized by some hybrid arrangement.

Identification of responsibility center:


In addition to organizational structures, designers of management control system must consider the desired responsibility centers in an organization. A responsibility Center is asset of activities assigned to a manger, a group of managers, or other employees. A set of machines and machine tasks, for example, may be a responsibility center for a production supervisor. The full production department may be a responsibility center for the department head. Finally the entire organization may be a responsibility center for the president. 


An effective management control system gives each lower level manager responsibility for a group of activities and objectives and then, as shown in exhibit 1, monitors, and reports on (1) the results of the activities (2) the managers influence on these results. Such a system has innate appeal of most top managers because it helps them delegate decision-making and frees them to plan and control. Lower level managers appreciate the autonomy of decision-making they inherit. Thus system designers apply responsibility accounting to identify what parts of the organization have primary responsibility for each objective, develop performance measures and targets to achieve, and design reports of these measures by organization subunit or responsibility center. Responsibility centers usually are classified according to their financial responsibility as cost centers, profit centers or investment centers.

Cost, Profit and Investment Centers:


A cost center is a responsibility center in which a manager is accountable for costs only. Its financial responsibilities are to control and report costs only. An entire department may be considered a single cost center or a department may contain several cost centers. 


Profit centers have responsibility for controlling revenues as well as costs (or expenses)-that is profitability. Despite the name, a profit center can exist in a non-profit organizations (through it might not be referred to as such) when a responsibility center receives revenues for its services. All profit center managers are responsible for both the revenue and costs, but they may not expect to maximize profits.


An investment center goes a step further than a profit center does. Its success is measured not only by its income but by also relating that income to its invested capital, as in a ratio of income to the value of the capital employed. 

Development of Measures of Performance:

Because most responsibility centers have multiple objectives, only some of these objectives are expressed in financial terms such as operations budgets, profit targets, or required return on investment, depending on the financial classification of the center. Other objectives, which are to be, achieved concurrently, are non financial in nature. For example, many companies list environmental stewardship and social responsibility as key objectives.  The well-designed management control system functions alike for both financial and non-financial objectives to develop and report measures of performance. Good performance measures will:
1.Relate to the goals of the organization

2.Balance long term and short term concerns

3.Reflect the management of key actions and activities

4. Be affected by actions of managers and employees

5.Be readily understood by employees

6. Be used in evaluating and rewarding managers and employees

7. Be reasonably objective and easily measured

8. Be used consistently ad regularly



Both financial and non-financial performance measures are important. Sometimes accountants and managers focus too much on financial measures such as profit or cost variances because they are readily available from the accounting system. Managers, however, can improve operational control by also considering non-financial measures of performance. Such measures may be more timely and more closely affected by employees at lower levels of the organization, where the product is made or the services is rendered.

Monitoring and Reporting Results and the Balanced Scorecard:


Notice that the exhibit 1 has feedback and learning at the center of the management control system. At all points in the planning and control process, it is vital that effective communication exist between all levels of management and employees. In fact, organization wide learning as a foundation for gaining and maintaining financial strength.  Organizational learning is monitored by measures such as training time, employee turnover, and staff satisfaction scores on employee surveys. It is important to note that the successful organization does not stop with one cycle of learning 
   
 process improvement
             increased customer satisfaction         improved financial strength. Effective performance reports align results with manager’s goals and objectives, provide guidance to managers, and communicate goals and their level of attainment through out the organization, and enable organizations to anticipate and respond to change in a timely manner.


The balanced scorecard is a performance measurement, and reporting system that strikes a balance between financial and operating measures, links performance to rewards, and gives explicit recognition to the diversity of organizational goals. 


One objective of balance scorecard approach is that the line managers can see the relationship between non-financial measures, which they often can to organizational goals. Another advantage is that it focuses on performance measures from each of the four components of the successful organization. This enhances the learning process because the managers learn the results of their actions and how these actions are linked to the organizational goals. 

Questions:

1. What are the purposes of a management control system?

2. “Goals are useless without performance measures.”-Do you agree? Explain.

3. “ There are corporate objectives other them profit”-Name three of them.

4. Name three kinds of responsibility centers.

5. List the characteristics of a good performance measure.

6. What is a balance scorecard?

Exhibit 1





Set goals, measures, targets





Plan and Execute





Monitor, report





Evaluate, rewards





Feedback and learning





What do we want to achieve?


How do we the direction?





What is getting in our way?





How much progress are we making?





Are we encouraging the right behavior?












































	





Setting Goals, Objectives, and Performance Measures	








			





Top, management develops organization-wide goals, measures, and targets. They also identify the critical processes needed to achieve the goals





Top management and g critical process managers develop key success factors and performance measures. They also identify specific objectives





Critical process mangers and lower level managers develop specific performance measures for each objective
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