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2. Effectiveness of the management control system 
A. Results control 

Reward System Criteria: 
 The employees understand the plan performance goals and view them as “doable” given their own abilities, skills, and the restrictions opsed by the task 

structure and other aspects of organization context –Achievable? –Personnel Limitation 
 Motivate employees? 
 Adequate performance measures? 
 Timely? 
 Durable? 
 Cost Efficient? 

 Strengths Weakness –harmful effects Recommendation 
Rewards System 
(+ves.) 

Encourage new ways of thought   

Performance-
dependent 
incentives 

Attract employees -risk tolerant, 
aggressive, confident 

  

Base salary/ 
Guaranteed salary 
(+ve.) 
 

-Pressure on employees -> push them 
to work harder 
-Attract risk-averse employees 

Reasonable base? –Difficult to hire high-skilled person; 
less attractive to employees 
-Lack of motivation 

Don’t use base salary 

Stock options 
(+ve.) 

Long-term incentives -> no short-term 
focus 
-Motivate employees to increase 
company’s stock prices 
-Align their action to company’s scope 

Difficult for employee to evaluate and understand: prefer 
monetary policy rather than intangible incentives 

-Offer communication between 
employees and financial specialists to 
help explain the value of the stock 
options 
 

Restricted Stock Employee Retention   
Annual Bonus 
(team-based) 
(+ve.) 

Short-term incentives 
-Encourage cooperation 
-Re-enforces employees’ commitment 
and motivation 
-Improve team work and healthy 
corporate culture 
-create social pressure to motivate 
other employees to work harder 
-Cultural control 

Target low? –easy to achieve Set appropriate target 
Management willingness to encourage employee 
participation in group plan design? 
 
-All bonus is awarded based on corporate, not an individual 
performance 
-People become more individualist when the team reaches 
a certain size 
-Individual employee may have difficulty to see how their 
efforts get translated into the group performance measures 
on which pay-outs are based 

-Some bonus could be awarded based on 
individual performance to show the 
fairness and increase employees’ 
initiative 
-Foster employees’ beliefs about their 
ability to influence aggregate 
performance measures 
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-Lack of motivation 
-omits some important performance indicators; special 
raises and promotions are based on subjective measurement 

-Complete the performance indicators 
and objective measurement criteria 
-Balance scorecard 

Bonus (for non-
control purpose 
surprise) 

-Provide competitive compensation 
package 
-Make compensation variable with firm 
performance 
-Tax consideration 

  

Benefits & perquisites 
(+ve.) 
E.g. pension and health 
benefits; club 
memberships; vacation 
trips 

   

Punishment 
Systems 

 
 
 
 

-Inhibits Growth: discourage employees and hampers 
efforts to create or maintain a creative work environment –
an employee who is subject to punishments often sees no 
reason to go above and beyond routine duties 

Balance of rewards system and 
punishment systems 

-Create positive behaviour: employee 
is reminded of the negative activity that 
was removed to produce the positive 
result 

-Increased concealment and anxiety: a punished employee 
sometimes resorts to hiding the offending behaviour and 
even concealing other behaviours or knowledge because of 
fear of further punishment 
-Isolation: employees become reluctant to help each other 
and expose themselves to management 

Performance Measurement Criteria: 
Design of the reward system 
 Subjectivity? -weights may be subjective (fair) 
 Size of awards (fixed vs variable pays) 
 Behavioural issues 

Measures Performance Dimensions Weakness Recommendation 
Market measures 
(EPS) 

Financial; changes in 
stock prices; shareholders’ 
returns 

-Heavily influenced by future expectation →but may not be realized 
-Affected by carefully-timed/ “managed disclosures” ←Not always 
in the firm’s long-term interest 
-Market inefficiency: due to competitive sensitivities →market not 
always informed about a company’s plan and prospects (future cash 
flows & risks) 
-Not always available either for privately hold firms/ wholly-owned 
subsidiaries/ divisions (not for profit organizations) 

A broader range of measures should be 
used 
-Critical success factors (CSFs) and key 
performance indicators (KPIs) should 
not focus on profit alone 
-Mix of financial and non-financial 
measures 
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7. Not-for-Profit Organization 
      Differences on the MCS 

Main objectives 
 Offer the maximum possible services to their beneficiaries with the resources available 
 Survival requires generation of revenues that cover expenses 
 Accumulation of excess funds is possible (as long as the mission has been fulfilled 

 
Key Differences of For-Profit vs. Non-profit Governance 
 For Profit Non-profits Issues 
Mission Mission important Mission very important* -Lack of goal clarity: Goals are sometimes conflicting 

(various stakeholder own goals) 
-Difficult to design PMS and assess their effectiveness 

Financial results Cash-loss generator may be the key 
services 

Difficulty of measuring performance: 
Degree of achievement of the overall goal usually cannot 
be measured accurately in financial terms 
☹ Difficult to sue result controls (E.g. KPIs, budget 
responsibility, bonuses) 
☹ Benchmarking is difficult (Subunits have dissimilar 
activities) 

Nonfinancial metrics important Nonfinancial metrics of mission 
performance very important*** 

Considerable difficulty in clearly articulating their 
strategies 
Performance measurement tends to focus on programs and 
initiatives (input and processes) rather than on outputs and 
outcomes 
→KPIs are important: reduce and sometimes eliminate goal 
ambiguity 

Finance Financial metrics of performance 
P&L, stock prices, and cash flow very 
important 

Financial metrics of meeting budget 
and cash flow projections also 
important 

 

Funds come from operations and 
financial capital markets 

Funds come from operations, debt, 
grants, and philanthropy 

Legal constraints 
Tight “action controls” → ↑costs of control 

Short-term goals very important Deep focus on long-term goals (as 
long as cash is there) 

 

Executive Small board -paid governance Often large board -volunteer 
governance 

External scrutiny 
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Many overseers (E.g. donors, government entities, alumni) 
often involved in its governing bodies 

- Detailed project proposals 
- Action reports 
- Lengthy and time-consuming planning and 

budgeting processes 
Few board committees Often many board committees  
Combined chair/ CEO plus lead 
director 

Nonexecutive volunteer chair, plus 
CEO 

Employee characteristics 
Impacts on employee quality (personal limitations) 
😊 Goal alignment can be achieved without the need for 
too many controls 

 

Key features of NFPOs from MCS point of view 
 Absences of profit measures 
 Different tax and legal considerations 

- Generation and distribution of surplus 
 A tendency to be service organizations 
 Greater constraints on choices of goals and strategies 
 Less dependence on customers for financial support 
 Success highly dependent on professionals 
 Differences in governance/ ownership and accountability 
 Political influences 

- Transparency 
- Legislative restrictions 

 A tradition of inadequate formal management controls 
 

 


