
Lecture 1: Organisation, Strategy and 
Management Control System 
LO1: Explain the concept of management accounting and control 
Traditionally:  

“Management accounting is the process of gathering, summarising and reporting financial and non-

financial information used internally by managers to make decisions.”  

In recent decades: [expansion of scope, and now includes external factors!] 

**The decisions made by managers revolve around internal control and risk management.  

The scope of information provided has evolved to include:  

 external information relating to markets, customers, competitors, etc;  

 non-financial information relating to business processes;  

 predictive information;  

 impact on human behaviour  

The role of management accounting is extending well beyond traditional boundaries. Management 

Accounting is all about managing the organisation. 

Why do managers need information?  

Managers may require information to:  

- Direct resources; (budgeting, preparing budget plans, investment decisions)  
- consider investment opportunities;  
- manage and evaluate risk;  
- evaluate performance of managers and sub-units;  
- evaluate and improve production and/or service delivery;  
- improve quality;  
- meet customer/client expectations; 
- evaluate customers and suppliers;  

o which customers are more profitable 
o are suppliers complying with specifications 

- develop suitable incentives;  

Ultimately, information helps in the management of organisations through a range of mechanisms: 

- It directs behaviour through the use of performance measures, incentives , bonuses, 
rewards, etc 

- It facilitates routine decision-making, such as cost information for pricing decisions. 
- It facilitates analysis that influences more complex decision making. For example: 

monitoring trends in the market may drive strategic decisions. 
- It provides feedback on performance across the organisation, as in formal performance 

appraisals. 
- It facilitates learning and growth that enhances expertise and competency of personnel. In 

other words, it makes the organisation better at what it does. 



LO2: Distinguish between formal and informal planning and control 

mechanism 
The divide between formal and informal is not necessarily clear-cut. They tend to be intertwined. 

Formal control mechanism  
- Budgeting and planning process 

- Cost system for pricing, product profitability analysis and customer profitability analysis 

- Activity related analysis to improve business process 

- Strategic-related data collection to assist with decisions: 

o Outsourcing 

o Capital investment 

o Strategic alliances 

o Collaborative ventures 

- Formal Evaluation Procedures of both Unit & Staff 

- Incentive & Reward System 

Informal Control Mechanism 
Informal controls tend to be irregular, unscheduled and voluntary 

- Informal practices 

o Informal meetings 

o Social interaction in the workplace 

- Observation/copying and employee engagement that permeate the organisation 

- Recruitment and hiring practices that might result in getting employees that are more likely 

to suit organisation structure 

- Informal feedback process 

o Include one to one consultations between senior and subordinate managers 

(informal mentoring program) or informal meetings 

- Employee development & organisational learning practices 

o Eg send them on a course to see to improve their skills  

o Many KPIs is based on employee engagement  

- Cultural and belief system 

 

 

 

 

 

 

 

 

 



LO3: Framework of Management Control System Mechanism 
1. Ferreira and Otley’s performance management system – 12 key question 

2. Simons Levers of Controls – Balanced scorecard 

3. Kaplan and Norton Strategy map 

4. iTunes and Lardner – Value based management 

5. Flamholtz’ Control system (focus!!) *** 

(See Chapter 12 for discussion of each framework)  

Flamholtz 
- An organisational control system is a set of mechanisms designed to increase the probability 

that people will believe in ways that lead to attainment of organisational objectives   

- Organisation control system is ubiquitous but difficult to visualize  

o Need to talk to people to find out 

- Not always explicit 

Four functions of Management Control System 

1. Goal emphasis (Motivation!)   
 

Motivate decisions and actions consistent with 
organisational objectives 
 

2. Organisational integration 
 

- Integrate the efforts of several different 
parts of organisation 

- Ensure people are working together 
 

3. Autonomy with control (Performance 
Measures) 

 

- Provide info on results of operations 
and people permitting people to 
operate daily without having every 
decision reviewed 

 

4. Implementation and strategic planning 
 

- Facilitate the implementation of 
strategic plans and planning processes 

- How? Simply by people knowing the 
organisation’s strategic plans 

- So that we can have a competitive 
advantage to achieve organisational 
goals  

 

 

 

 

 

 

 

 



Broader Organisational Control System 
Management consulting operates within organisational control systems. Influences emerge from 

within this “broader system” 

Core control system -> Organisational structure -> Organisational culture -> Environment  

 

 

 

 

Flamholtz’s 5 functions of Core Control system** RMB 

- Planning  

- Operations 

- Measurement – measure if you are doing well 

- Feedback  

- Evaluation and reward 

 

 

 

 



Simons’ Levers of Control Framework 

 

Simon’s Four Levers of 
Control 

Explanation  

Diagnostic Control Purpose: Allow managers to ensure that important goals are being 
achieved efficiently and effectively  
 

- Diagnostic control systems are systems that managers use 
to monitor goals and profitability  

- Periodically, managers measure outputs and compare with 
present standards of performance 

- Feedback allows management to adjust and fine-tune 
inputs and processes so that future outputs will more 
closely match goals 

 
Advantage 

- Eliminate manager’s burden of constant monitoring 
- Once goals are established and performance targets met, 

managers believe that they can move on to ther issues 
 
 
Risk 

- Reward and punishment pressures may cause managers to 
manipulate financial data by creating false accounting 
entries to enhance reported performance  

- Potential for control failures 
 

Beliefs Systems Purpose: To inspire and promote commitment to an organization’s 
core value 
 

- Draws employee’s attention to key tenets of business, eg 
o How organization creates value “Best Customer 

Service in the World” 
o Level of performance “Pursuit of Excellence” 
o How individuals manage internal and external 

relationships “Respect for the Individual” 
- Senior managers need to practise these beliefs too 



 
Advantages 

- Can inspire employees to create new opportunities 
- Motivate individuals to search for new ways to create value 
- Senior managers make employees understand the purpose 

of their efforts to feed on their desire/need to contribute – 
to devote time and energy to worthwhile endeavours 
 

Boundary Systems - Telling employees what NOT to do allows innovation, but 
within clearly defined limits 

- Eg. Code of conduct 
- Effective managers anticipate inevitable temptations and 

pressures that exist within their organizations and spell out 
the rules of the games based on the risks inherent in their 
strategy.  
 

Interactive Control 
Systems 

Background: When organizations grow, senior managers have less 
contract with employees to explore emerging threats and 
opportunities.  
 

- Interactive control systems is used as a “scanning 
mechanism” to involve senior managers in decision making 
of subordinates  

- Characteristics 
o Constantly changing information that top level 

managers have identified as potentially strategic 
o Information is significant enough to demand 

frequent and regular attention from operating 
managers at all levels 

o Data generated by interactive systems are best 
interpreted in face to face meetings of superiors 
and subordinates 
 

 

 



Kaplan and Norton’s Strategy Map Framework 

Balanced Scorecard 
- (Traditionally) Financial measures 

- Customers  

- Internal business processes 

- Learning and growth 

Balanced scorecard introduce four new processes that combine long term objectives with short term 

objectives  

Four New Processes  

1. Translating the vision - Helps managers build a consensus around the 
organization’s vision and strategy 

2. Communicating and linking - Managers communicate their strategy up and down the 
organization and link it to departmental individual 
objective 

-  Scorecard gives managers a way to ensure that all 
levels understand long term strategy and that 
departmental and individual objectives are aligned.  

3. Business planning - Enables companies to integrate their business and 
financial plans 

- Using balanced scorecards measures as basis for 
allocating resources and setting priorities -> move 
toward their long-term strategic objectives 

4. Feedback and learning - Gives companies the capacity to learn strategically 
- Eg existing feedback and review processes to see if 

company/department/individual has reached their 
budgeted financial goals 

- With balanced scorecard, company can monitor short 
term results in three additional perspectives – 
customers, internal business process, learning and 
growing 

 

(3rd page onwards not read)  

 

LO4: Explain the concepts of incentives, sustainability and risk as the 

effect the contemporary organisation 
 

LO5: Describe the key contingent factors influencing the nature of the 

management accounting and control system in an organisation 
Key Influences on the nature of organisational control 

- Business strategy 

- Organizational culture and belief systems as well as national culture 

- Organisational structure 



- External environment  

- Size 

- Technology 

 

Strategy and Control 
- Organisational strategy informs nature and use of organisational control mechanisms 

- But control system tools may also inform strategy 

- Thus there is a 2-way interactive link between business strategy and the organisational 

control system 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

Organisational strategy 

Managerial control 

system tool and practices 



Virgin Airlines 
Question 2 

(a) Outline change in strategic direction. What factors are driving the change in strategic 

directions? 

Past Present Factors Driving the Change 

- Low cost carrier 
- Tourist 

 
- Unprofitable routes 

 
 

- Small capacity planes 
 

- Domestic focus 
 

- No loyalty  

- Full service carrier 
- Corporate and 

government 
- Network/Partners: Form 

alliances with International 
carriers  

- Bigger plans, smaller unit 
cost per seat 

- Flying international 
 

- Velocity (branding)  
 

- Wifi, inflight menu, new 
uniforms – 
DIFFERNTIATION (Building 
a brand)  

- Overdependence on a 
particular kind of customer 
(leisure) 

- Competiton 

 

 

Change in Strategic Direction Factors Driving the Change 

Virgin is taking the airline upmarket (leisure 
to corporate and gov) 

Competition in the leisure sector with Tiger 
and Jetstar and moving the airline 
upmarket should be more resilient 
 
Only a small market share is domestic 
travellers 
 

Increase in fleets and number of seats Lowering price?? 
 

Cutting cost Prices of fares today has to be very low to 
be competitive 
 

Acquire Tiger Airways Opportunity to fill the low cost market gap 
 

Flights from Australia to China The Chinese market is Australia’s fastest 
growing and most valuable inbound travel 
market 
 

Better Business Program 
- Focus on debt reduction 
- Growth with innovation and 

customer experience 

External trading conditions remain 
challenging in the first half of 2017 

 

 



(b) How might nature of controls alter as strategy alter? And operations reflect new strategic 

direction? 

Strategy changes 3 things 

1. Performance measure 

2. Culture 

3. Structure 

Past Present 

- Cost 
- Available seat kilometre (ASK) 

- Customer satisfaction  
- On-time performance 
- Revenue per seat kilometre ( high 

paying customers) 
- Revenue mix 
- Culture and belief systems (uniforms) 

o Building a culture that is 
different using strategy 

- Loyalty members 

  

 

- Performance controls has to put in place 

o Customer satisfaction 

o Airplane being on time 

o Revenue per seat kilometre 

o Velocity members 

o Revenue mix 

o Route networks 

- As strategy move from low cost to upmarket, the level of service provided and being on time 

become more important 

 

(c) Virgin took a major stake in Tiger Airways. How might this affect strategic direction and 

control system generally? 

- Virgin can move away from low cost/ leisure airlines with Tiger Airways picking up  

- Control system 

o Budgets – Tiger Airways needs to reduce cost to become more profitable 

o Evaluate performance of managers and sub-units – Chief executive Rob Brown 

consolidated the group from its previous continual change in management 

o Improve quality and efficiency 

o Improve service proposition 

o Meet customer’s expectations by providing low cost fares 

 

(d) Research on current status of airline industry. Advice to Virgin Australia. How does the 

new strategic direction for Virgin seem to be unfolding 

- Becoming a premium airline 

- Virgin’s first inaugural flights to HK has landed 

- It has partnered with many different airlines 

o Eg: Codeshare agreement with Air Canada (flights to LA and booking continuing 

flights to Toronto, Calgary and Montreal) 



- Increase entertainment on flights which is accessible to vision impaired guests via screen 

reader software 

- Inflight wifi 

Australia air distances which show countries that airplanes have flown to.  

- Find out what the most common destinations so that they can add routes to these 

destinations   

- Find out which routes have yet to be established so that they can be first in the market 

In-class task 

Performance metrics reported 

- Total revenue and income -F 

- Segment EBIT -F 

 

- Financial highlights 

o Underlying profits and loss before tax 

o Statutory net profits or loss after tax -F 

- Operating statistics (Non-financial) 

o Passengers carried 

o Available seats kilometre 

o Revenue passenger kilometres 

o Revenue Load factor 

(a) These performance metrics ensure that financial metrics are met while also measuring non-

financial aspects that are integral in their vision to become a premium airline.  

(b) Formula 

Total revenue and income – from financial report 

Statutory net profits or loss after tax – from financial report 

Available seat kilometers - ASK means total number of seats available * the no of km flown on VA 

operated flights 

Revenue passenger km – RPK means no of paying passengers carried * no go km flown on VA 

operated flights  

Revenue load factor – RPK/ ASK 

Passengers carried – eg count no. Of boarding pass 

(c) Doing well in non-financial aspects are important in the long run to make the business sustainable 

 


