
EPM EXAM REVISION 
 
INTRODUCING ORGANISATIONS, STRATEGY AND MANAGEMENT ACCOUNTING AND CONTROL  
- management control systems (eg. reward systems, performance measures) are driven by strategy and other 
factors 
- trying to measure and monitor performance and influence behaviour  
- control systems can have positive or negative results  
 
Management accounting and control information helps in management of organisation via: 
- direct behaviour (eg. incentives, performance measures, bonuses, rewards) 
- providing mechanism for information provision and facilitate decision making and/or influence decision 
making 
- providing feedback on performance across organisation 
- facilitating learning  
 
Control involves: 
Decision influencing: suggests control system tools can be structured to directly influence behaviour and 
decisions  
Decision facilitating: suggests key role of managerial control system tools is to provide relevant and timely 
information to support decision making 
à change in control system to overcome silo effect or promote goal congruence  
 
 
Frameworks for strategy and control  
- Ferreira and Otley’s: Performance management systems framework 
- Simon’s: Levers of control framework 
- Kaplan and Norton’s: Strategy map framework 
- Ittner and Larcker’s: Value-based management framework 
- Flamholtz’s: Control system framework 
 
FLAMHOLTZ 
Organisation control system: set of mechanisms designed to increase probability that people will behave in 
ways that lead to the attainment of organisational objectives 
à involves environment, organisational culture, structure, core control systems  
 
Four functions: 
1. Goal emphasis: motivate decisions and actions consistent with organisational objectives 
2. Organisational integration: integrate efforts of several different parts of the organisation 
3. Autonomy and control: provide information about results of operations and people’s performance 
4. Implementation and strategic planning: facilitate the implantation of strategic plans  
 
Three key components: 
1. The core control system: involves planning, operations, measurement, feedback and evaluation and rewards 
2. Organisational structure: decisions around structure influence behaviours of members  
3. Organisational culture: organisational members’ values, beliefs and social norms that permeate the 
organisations. Acts a control in itself. 
 
Core control system: 
1. Planning 
2. Operations 
3. Measurement 
4. Feedback 
5. Evaluation and reward  
 
 
 

Formal control mechanisms Informal control mechanisms  
- formal budgeting and planning processes 
- cost system data for costing, pricing, product 
and customer profitability analysis 
- activity-related analysis for improved process 
management 
- incentive programs and reward system 
structures 

- informal practices (eg. meetings, social work 
settings) 
- employee development and organisational 
learning practices 
- cultural and belief systems 
 

 
 
FERREIRA AND OTLEY 
- highlights 12 key questions that should be addressed when developing and evaluating a system for managing 
organisational performance  
eg. structure, vision and mission, strategies etc.   
à emphasis on the importance of identifying where management control systems are in alignment with 
organisational strategy  
 
SIMONS  
Two key aspects: 
1. Key influences on the nature of the control systems and control system tools (belief systems and boundary 
systems) 
2. Key ways in which the control system tools might be used (diagnostic and interactive)  
 
Levers of control (4Ps of strategy) 
1. Belief control systems (strategy as perspective) 
2. Boundary control systems (strategy as position) 
à competitive strategies adopted (cost leadership or differentiation)  
3. Diagnostic control systems (strategy as plan) 
à involves key indicators, performance measures, targets and rewards to direct employee actions  
4. Interactive control systems (strategy as patterns in control)  
à continually adjusting strategy in times of uncertainty  
 

• belief systems and interactive controls is more opportunistic and likely to encourage organisational 
learning and innovation 

•  boundary systems and diagnostic control are more predictable and focus on constraint  
 
KAPLAN AND NORTON  
- demonstrates links and steps between strategy formulation and operations of the organisation  
Involves: 
1. Develop the strategy 
2. Translate the strategy (eg. set measures and targets) 
3. Plan expectations  
4. Monitor and learn 
5. Test and adapt the strategy  
 
Strategy map: describes the process of value creation through a series of cause-and-effect linkages between 
objectives in the four balanced scorecard perspectives 
Four perspectives: 
1. Financial 
2. Customer 
3. Internal business process 
4. Learning and Growth 
 
ITTNER AND LARCKER’S  
- involves share price and share-based metrics and their role in measuring value added 



à  difficult to link performance to share-price improvements, not all companies have share prices, share price 
assumes there is market efficiency  
 
- proposes alternative is economic value added (EVA) 
à better capture value added component of past profits and capital  
à limited because based on short term financial performance 
 
Proposed value-based management (VBM technique:  
à aligning decision making with overall aspirations, decision analysis and management processes and focusing 
on the driver of shareholder value  
à VBM emphasises creation of value as defined by organisation’s stakeholders (through economic value 
creation, customer value, employee value, supplier value and societal value) 
à incorporates financial and non-financial accounting developments  
 
Involves: 
- overall objective 
- identify specific organisational objectives 
- develop strategies and select organisational design 
- identify value drivers 
- develop action plans 
- evaluate performance  
  
Influences on the nature of the management accounting and control system  
1. Strategy: both organisational (what business do we want to be in) and business-unit level (how do we best 
compete) 
2. Organisational culture and belief systems 
3. Organisational structure  
4. External environment 
5. Size  
6. Technology 
- strategy should inform nature and use of control system tools (and vice versa)  
à link between strategy and management control system tools  
à link between financial and non-financial indicators (non-financial drives financial performance)  
 
Risk classification framework  
Risk categories: 
Financial Risk: ability to pay debts as and when they fall due  
Operational Risk: ability to delivery goods and services to customers  
Strategic Risk: ability to maintain competitive advantage  
Legal and Regulatory Risk: ability to comply with the law  
 

Strategic Risks Operational Risks Legal and Regulatory Risk Financial Risk  

Eg. taxi vs uber  
- changes in market forces 
(power of suppliers, 
customers, competitors, 
entrants, substitutes)  
- reputation (brand, CSR)  

Eg. security breach at 
Ashley Madison  
- control systems 
(incompetence, neglect, 
unethical behaviour) 
- cyber security  
- impairment of physical 
assets (natural disaster, 
theft, sabotage)  

eg. VW and emissions 
scandal   
-  change in law and 
regulations 
- inappropriate or 
unexpected enforcement 
- public liability  

eg. Enron 
- interest rates  
- credit risk 
- solvency  

 
MITIGATING STRATEGIC RISKS  
- market research 
- SWOT analysis  
- profit planning processes  


