
Enterprise Performance Management 

Week 1 : Introduction organisations, strategy, and management control system  
Concepts of Management Accounting and Control : 
Management accounting is the process of gathering, summarising and reporting financial and non-financial information 
used internally by managers to make decisions 

 Measures and reports financial information as well as other types of information that are 
intended primarily to assist managers in fulfilling the goals of the organisation 

 Broader scope of information than a traditional management accounting definition which 
include external information relating to markets, customers, competitors, non-financial 
information relating to markets, customers, competitors, non-financial information relating 
to processes, predictive information, as well as informal personal and social control and may 
serve multiple roles and decisions contexts 

 Control information to direct resources : Consider investment opportunities, manage and 
evaluate risk, evaluate performance of managers and sub-units, evaluate and improve 
production and service delivery performance, improve quality; meet customer/clients 
expectation, develop suitable incentives and evaluate customers and suppliers 

 Help management of organisation through : 

 Directing behaviour through incentives and rewards 

 Provide mechanism for information provision and therefore facilitate decision-making or 
influence decision making 

 Providing feedback on performance across organisation 

 Facilatiting learning 
 The application of the principles of accounting and financial management to create, protect, 

preserve and increase value for the shareholder of for-profit and not-for-profit enterprises in 
the public and private sectors.  

 Requires identification, generation, presentation, interpretation and use of relevant 
information relevant to : 

 Inform strategic decisions and formulate business strategy 
 Plan long, medium, and short term operations 
 Determine capital structure and fund that structure 
 Design reward strategies for executives and shareholders 
 Inform operational decisions 
 Control operations and ensure the efficient use of resources  
 Measure and report financial and non-financial performance to management and 

other stakeholders 
 Implement corporate governance procedures, risk management and internal controls 

 Prepare for internal use and no external regulations govern their preparation  
 Encompasses financial, non-financial and qualitative information which may be very detail 

and highly aggregated. 
 Produced frequently- on an hourly,daily or weekly basis, possible span several years  
 For decision making and control needs of the information users and it include historical and 

current information but also often provide information on expected future performance and 
activities 

Control : 
Control covers both the action that implements the planning decision and deciding on performance evaluation and the 
related feedback that will help future decision making. 

Organisation must influence or control the behaviour of people, if they are to fulfil their plans and 
achieve their goals. To help gain control over behaviour of people in formal organization, most 
enterprise use a combination of techniques including budgets, rules, standard, operating procedures, 
job descriptions, budgets, accounting measurements, and performance appraisal system.  



We lack an integrated conceptual framework to understand, visualize, and analyse control issues as 
well as to facilitate  the design of new and/or redesign of existing control system. 

Nature of Control :  
Process of controlling or influencing the behaviour of people as members of a formal organization to 
increase the probability that they will achieve organization goals. 

 People have different interest, different tasks, and different perspectives so they would 
usually act in their own interest instead.  

 Control system overcome such behaviour by creating a satisfactory degree of congruence 
between individual and organizational goals. 

 Larger number of people, greater need for some form or organizational control mechanism  
 Formal control must be designed with care in order to achieve optimal degree of control, not 

too tight not too loose.  

Four Function of Control :  

1. Motivate people to make decisions and take actions which are consistent with 
organizational objectives 
GOAL CONGRUENCE 

2. Integrate efforts of several different parts of an organization 
Eg: Sales unit may want to offer a customer expedited delivery to make a sale while in 
manufacturing perspective , this might be a rush order for them 
The need for coordination between departments unit 

3. Provide information about the results of operations and people’s performance 
Eg : Allows the organization to evaluate results, while simultaneously permitting people to 
operate on a daily basis without having every decision reviewed 
Permit decentralization of day-to-day operations while simultaneously assuring that 
organization objectives are achieved – AUTONOMY WITH CONTROL 
---- Permit managers to run their day-to-day operations as they wished while evaluating the 
results of their decisions and actions in terms of the criterion of the ROI 

4. To facilitate the implementation of strategic plans 
Planning is not complete even after developed. The need for facilitation!  

Organizational Control System:  
Set of mechanisms-both processes and techniques which are designed to increase probability that 
people will behave in ways that lead to the attainment of organizational objectives. Influence people 
to take actions and make decisions which in their judgement are consistent with organizational goals 

Framework consisting of 3 parts as below :- 

a) The core control system 
 Focuses on any aspect of human behaviour which has to do with attainment of 

organizational objectives.  
 Operational or behavioural system including activities such as acquisition, allocation, 

utilization, development, conservation, or disruption of organizational resources 
 Different elements produces different degree of control 
 5 basic organisational processes :  

Planning Deciding about the objective and goals of an organization. All organizational 
activities ought to be directed to achieving certain predefined objectives 
(ultimate (main) and instrumental(sub) objectives) 
Goals may be used to establish desired performance level to motivate 
performance and serve as a benchmark against actual performance 

Operational On-going system for performing the functions required for day-to-day 
organizational activities (individuals, team, departments, division, business unit) 

Measurement Measures of financial and managerial performance and also include non financial 



measures of organizational performance including production indices as well as 
social accountability measurements 

Feedback  Corrective feedback is the information about the performance of the operational 
system which is designed which is designed to help adjust operations to improve 
performance while evaluative feedback is information about how well the 
operational system is doing 

Evaluation & 
Reward 

Mechanisms for performance assessment and the administration of rewards. 
Facilitates ex ante and ex post performance. Evaluation is how rewards shall be 
administered to people while the rewards is to motivate people to behave in a 
way which will help attain organizational goals, to reinforce positive performance 
and to modify negative performance. 

 
b) Organizational Structure 

 Overall macro control system 
 Control mechanism both by specifying the behaviours expected from people in the 

performance of their roles as well as specifying the authority and reporting 
relationship of the entire set of roles which comprise of the organizational structure. 

 Contribute to the process of control including degree of centralization or 
decentralization, functional specialization, degree of vertical or horizontal 
integration and span of control 

c) Organizational Culture 
 Consist in patterned ways of thinking, feeling and reacting, acquired and transmitted 

mainly by symbols, constituting the distinctive achievement of huma group. 
Traditional and attached values 

Managerial Use of the Control System Model :  

1. Describe and understand the structure of the control system in actual operating system 
2. Used to evaluate the functioning and effectiveness of such systems  

- All 3 major element has been developed sufficiently and articulate with one another 
3. Used to design or redesign control system as managerial tools 

Ineffective Control System : 

a) Goals Displacement 
 Lack of goal congruence  
 Suboptimization caused by factoring overall organizational goals into subgoals and holding 

individual units responsible for those subgoals so they only do what is best for their own 
department instead of organization as a whole 

 Selective attention to organization occurs when certain goals of the organization are pursued 
selectively while goals receive less attention 

 Inversion of means and ends which occurs when a control system tries to motivate attention 
to certain instrumental goals which become ends in themselves because of the rewards 
 

b) Measurement ship 
 Smoothing which is an attempt to time activities in such a way as to alter the appearance of 

measure in different time period         
 Playing a number games and manipulating the measures used by a control system 
 Falsification refers to the reporting of invalid data about what is occurring in an 

organization. The invalid data is designed to make an activity look good  

To achieve overall goal congruence, a control system must satisfy certain penultimate and 
instrumental criteria: behavioural relevance, behaviour validity and behavioural reliability 

 



Formal  Informal 
1. Formal budgeting and planning process 
2. Cost system data for costing, pricing, product, 

and customer profitability analysis 
3. Activity related analysis for improved process 

management 
4. Strategic-related data collection to assist with 

decision such as outsourcing, capital 
investment, involvement in strategic alliances 
and collaborative ventures 

5. Formal evaluation procedures of units and 
managers 

6. Incentive programs and rewards system 
structures 

1. Informal practices such as informal meetings 
and social work settings 

2. Practices such observation/copying and 
employee engagement that permeate the 
organisation 

3. Recruitment and hiring practices that might 
result in seeking new employees most likely to 
suit existing organisational culture 

4. Informal feedback processes which might 
include one-on-one consultations between 
senior and subordinate managers and/or 
informal meetings 

5. Employee development and organisational 
learning practices 

6. Cultural and belief system 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Week 2 : Responsibility accounting, structure, and the organisational sub-unit 

Organisational structure is reflected in:  

 Formal structure which defines relationships between people, teams and division 
 The organisation of work practices and work flows of how individuals and subunits 

communicate and coordinate their work 
 Individual parts or elements are arranged or put together to form a whole 

Structure achieves two main objectives :  

1. Facilitates particular work flows and makes it easier to do what needs to be done 
2. Focuses attention (ensures people are concentrating on the organisation’s strategy) 

Influence on structure choices :  

a) Strategy choice  
b) Need to be more market oriented (division) or more specialized (functional) 
c) External environment and industry 
d) Cost including opportunity cost of one structure over another 
e) Organisation size and culture and belief system based on the country, industry and firm level 
f) Nature of organisational activities eg: related or unrelated division/segments 

Work units : A grouping of individuals who utilize the firm’s resources and are accountable for 
performance to perform a specific task  

Accountability defines (1) output that a work unit is expected to produce and (2) the performance 
standards that managers and employees of that unit are expected to meet. 

A) Functional Structure 
 Activities grouped by function  
 Specialization and diffusion of attention => Functional division 
 Focus around functions or processes 
 Group of people and resources engaged in a similar work-process 

Advantages Disadvantages 
 Encourages specialization which is good 

for developing expertise depth of 
knowledge and economies of sales and 
scope 

 Clear accountability and chain of 
command  
- CEO has good visibility of all 

organisational functions 
- All functions are coordinated at one 

point (centralised) 
 Diffusion of attention would not occur as 

all focus on a particular function 

 Overload at the top 
 Regional or product category differences 

are not well managed 
 Work unit managers focus on their work 

unit efficiencies only (silo effect) 
- Significant interdependencies 

between functions need to be 
managed 

- Required information flow between 
functions are difficult (horizontal) 

 Information flow problematic and 
particularly upwards 

 Measuring performance problematic 
 

B) Divisional Function 
 Group of people and resources focused on a specific market 
 Activities grouped around particular products, geographic areas or customers 
 Classified by product due to specialization and economies of scale in R&D, 

marketing and distribution / economies of scope  
 Classified by geography – the need to understand the countries culture and taste 



Advantages Disadvantages 
 Directs attention to marketplace results 

rather than process results (under a 
functional structure) 

 Greater responsiveness to demands of 
specific product/regional markets or 
clients 
- responsiveness where manager are 
better informed about customer, 
competitors, suppliers and employees 
and factor affecting their job such as 
improving quality and decrease cost 

 Can hold divisional managers 
accountable for end-to-end results in 
their region/product/market 

 Good model for developing future leaders 
and managers (experience running 
division) 

 Duplication of functions within divisions 
 Loss of economies of scale within 

functions 
 Horizontal (across division) information 

flows are problematic 
-Incentive to share information with 
other division diminishes 
Fosters competition rather than 
collaboration 
Divisional silos assume more 
importance than the organisation as a 
whole 

 May result in loss of learning within 
functions 

 Interdependencies between division are 
high these problem will exacerbated and 
structure breaks down 

 

C) Matrix Structure 
 Combined divisional groupings  
 A divisional grouping combined with functional activity groupings 
 Offers control and coordination along two dimensions  

Advantages Disadvantages 
 Maximises responsiveness or scale in 

two dimensions 
 Product focused structure is 

represented here but there is also 
a manager looking after all 
product in the region 

 CEO able to take on a strategic planning 
role 

 Competing demands are real and need to 
be manage 

 Breaks down silo effect 

 Dual hierarchy can be confusing and 
bureaucratic 

 Larger middle management structure 
 Manager struggle with competing and 

potentially conflicting demands 
 Doesn’t clarify weightings or importance 

between 
product/region/customers/function 

 Lots of responsibility but who has the 
ultimate control of who is accountable 

 Dual profit centre responsibility 
 

D) Hybrid Structure 
 Offer structure that is suited to the particular needs of the organisation 
 Some functions are organized by clients or region  
 Other functions are managed centrally and some may have product focus 
 Advantages : Enables, scales, and functional specialisation benefits to be obtained at 

back-end but probides alignment around customer or sales channel at the front end  

Choice of Organisational Structure :  

 Any organisation when taken as a whole, is market focused 
 At the lowest organisational level, all activity is group by function to allow specialization. 

Organizing by function is appropriate when the benefits of specialisation are greater than the 
benefit of market responsiveness 

 Organising by market focus is appropriate when the benefits of market responsiveness 
outweigh the benefits of specialisation 

 Coordination for input, output and information flow of independent function is achieved 
primarily through formal operating plans and budgets while for unit cluster by market, no 



need for coordination since it is created naturally and managers can review overall profit 
plans and accomplishment to assure themselves that business is producing adequate returns. 

 Market-focused unit can make performance measurement and control costly in two ways 
which is there is a critical need to transmit market intelligence and best practice information 
to other unit and there are product flows between market-focused units, system of internal 
transfer price must be created.  

Span of Attention :  
Refer to the domain of activities that are within a manager;s field of view. It defines what an individual will attempt to 
gather information on and influence.  

 It comes within the managers itself unlike span of control and accountability which 
is determine by the superiors. 

Work Units People pay great deal of attention to the work of their own unit but relatively 
little attention to work that is outside their field of view 

Span of Control Indicates how many subordinates and function report to each manager in the 
organization. 
Manager uses their direct control on people, functions and business units to 
achieve their business goals. Goals must be set, resources must be allocated 
and performance must be monitored and progress evaluated 

Span of 
Accountability 

Describes the range of performance measures used to evaluate a manager’s 
achievements  
Managers pay attention on what they are measured on 

 Centralized organisation = it is designed such a way unit managers wants to ensure 
that subordinates do not become distracted by information and events that pull their 
attention away from maximizing efficiency through specialization 

 Decentralized organizations designed so managers have a wide span of attention. It is 
essential when business strategy demands quick and agile responsiveness to 
customer and markets.  

Advantages of Financial Results Control System :  

1. Financial objectives are paramount in for-profit firms 
2. Financial  measures provide a “summary” measure of performance by aggregating the effects 

of a broad range of operating initiative across a possibly broad range of market, 
product/services or activities into a single measure. Enhancing the comparability of the 
effects of the initiatives and reducing the possibility of conflicting signals about their 
importance 

3. Financial measures are relatively precise and objective 
4. Cost of implementing financial results controls is often small relative to that of other forms of 

management control 

Responsibility Centers  
Financial responsibility centers are responsibility center in which the individuals’ responsibilities are 
defined at least partially in financial terms. 

a) Investment Centres 
 Organisational subunits where managers are held accountable for profit and returns 

on investment in the subunit (accounting returns on the investment made to 
generate those returns)  

 Ratio of profit earned to the investment dollars used. ROI,ROE,ROCE,RONA,ROTC 
and risk adjusted return on capital (RAROC) 

 Divisional units, corporations 
 Held accountable or a measure of profit that is related directly to the performance in 

areas reflected on the balance sheet 



b) Profit centres 
 Organisational subunit where managers are held accountable for prodits (revenue 

and expenses) 
 Decentralised units 
 Limited form of profit centre when it is created when sales focused or cost focused 

entities are change into profit entities. 
 Held accountable for only few lines in the income statement 

c) Revenue Centres 
 Organisational subunits with manager responsibility for revenues 
 Sales unit, fundraising departments in not-for-profit entities, sales manager 
 Provides a simple and effective way to encourage sales and marketing managers to 

attract and retain customers  
 Net revenue = in charge of certain cost like salaries but cannot be consider as profit 

centre because no profit calculation of the input and output  
d) Cost Centre 

 Organisational subunits with cost but no significant revenues a cost centre 
manager’s responsibilities relate to cost 

 Manufacturing R&D, staff training, HR accounting, many public sector organisation 
and subunit 

 Causal relationship between the input and output is direct and relatively stable but 
not so easy for discretionary cost 

Silo’s Versus Coordination 
A manager’s attention is generally focused only on domains in which the manager can influence or 
where information/other resources are beneficial to the manager’s individual work unit.  

1. Work units, however defined tend to be silos : 
 Managers attend to activities within their units 
 May see themselves as not having influence over other areas of the business 
 May see themselves in competition with other managers 
 Joining points in the structure represent managers charged with coordination responsibility 

and coordination then becomes part of their span of attention 
 

2. Breaking down silo mentality with informal social networks 
3. Take an overarching organisational perspective and search for connections  

 Search for talent pools  
 Coordinate productive innovation 
 Enable collaboration that would not normally exist  
 Bring together technologies; markets; people 

 

 

 

 

 

 

 

 

 



Week 3 : Measuring and evaluating sub-uni performance using diagnostic tools 

Companies supplying internal financial measures with measures based on external financial 
information, internal non-financial information and external non-financial information. Companies 
are also benchmarking their financial and non-financial measures against other companies that are 
regarded as best performers.  

Balance scorecard : Presentation of financial and non-financial measures which include (1) 
Profitability measures (2) customer satisfaction (3) internal measures of efficiency (4) innovation 
measures.  

Non financial performance measures :  

Benefits Cost 
 Closer link to long term organizational 

strategies  
 Provide indirect quantitative information 

on a company’s intangible assets 
 Can be good indicators of future 

financial performance 
 Improve manager performance by 

providing more transparent evaluation of 
their actions 

 Time consuming and costly to implement 
 Do not have a common denominator and 

entail different denominators such as 
time, percentages quantities 

 Lack of verifying link to accounting 
profits or stock prices and have weak 
statistical reliability 

 Too numerous to translate into main 
drivers of success 

 
Performance Measure Characteristics and Suitability 

 Measures need to :  
1. Reflect strategy and key business drivers 
2. Be relatively objective 
3. Be consistent with value creation 
4. Reflect managerial responsibility and accountability – span of control 
5. Be complete and timely  
6. Be responsive – to managerial action 

 Performance Management Problem : 
- Market values the firm overall – share price and other market-related measures 
- Decisions that influence “value” are delegated to managers throughout the firm  

At an investment/profit centre level :  

Profit Measures Profitability Measure 
1. Net operating profit after taxes (NOPAT) 
2. Earnings before interest and taxes (EBIT) 

1. Return on investment (ROI) 
2. Return on assets (ROA) , Return on net 

assets (RONA), return on capital 
employed (ROCE) 

3. Residual income (RI) 
4. Economic value (EVA) 

 

Diagnostic control is the use of routine performance measurement, feedback, and reward 
system that help keep organisations ‘on track’ 

Criteria :  

a) Performance expectations are set 
b) Actual performance is measured 
c) Variances are used to diagnose performance problems  



d) Efforts are made to bring performance back in line with expectations  
- variance is an performance issue 

e) Reasons for control tools are to implement strategy effectively and conserve scarce 
management attention 

Return on Investment (ROI) Residuals Income  Economic Value Added (EVA) 
Measure of income dividend by an 
accounting measure of investment 

Income deducting the rate of return in 
investment  

Internal measure used to 
reflect/proxy shareholder value 

Income / Investment Income – (Required rate of return x 
Investment) 

After tax profit – (WACC x 
(Working capital) 

Should be used cautiously and in 
conjunction with other performance 
measures 

Residual profit after charging the 
division for its assets employed. 
Commonly this is viewed as measure of 
“adding value” to the firm 

Value that accrues to shareholders 
when management generates value 
from the business over and above 
the cost of resources consumed 
including cost of using the 
resources 

DuPont method of profitability 
analysis is to generate more revenue 
and increasing income  

 Adjustment are made to make sure 
the distorting is removed and 
provide a more “economic” notion 
of profits and assets. Adjustment 
such as capitalising assets, 
goodwill amortisation added back, 
inventory valued at current cost 
and current liabilities substracted 
from total assets 

Benefits :  
 Can be compared with rate 

of return on opportunities, 
inside or outside the 
company 

 Blends all the major 
ingredients of profitability 
into a single number 

 

Benefits : 
 Manager can concentrate on 

maximising an absolute amount 
rather than percentage 

 Goal congruence can be 
promotes  

Benefits :  
 Creates shareholders value 

(positive value means 
increasing value of firm) 

 Promote goal congruence 
by providing measures of 
wealth creation that aligns 
the goals of divisional plant 
managers with the goals of 
entire company 

Disadvantages :  
 Which profit or assets to be 

used? 
 No goal congruence 
 Short term focus in the 

expense of long term because 
of cost cutting and defer 
asset replacement due to 
ROI.  

 Manager making decision on 
their best interest 
(discouraging investment) 

Disadvantages :  
 In conflict with long-run 

interests like manager curtail 
R&D to achieve target level of 
annual operating profit 

Disadvantages :  
 Based on past performance 

and doesn’t capture value 
associated to future 
strategies and growth 
potential 

 Single financial 
performance measure 

 Number adjustment makes 
it complex 

 Mix research result 
 Decision focused on short 

term 
 Size differences = bigger 

plant need higher EVA 
 Manipulation of financial 

measure : delaying revenue, 
training and depreciation  

Solutions :  
1. Balanced set of long/short 

term financial/non-financial 
2. Change the time period 
3. Develop close links with 

divisional manager 
(congruent environment) 

4. Alternative measures  

 



5. Review definition  
6. Length of tenure 

 

Is one measurement more superior than the others? 

No, each measurement evaluate a slightly different aspect of performance,ROI and residual income 
based measures are more appropriate since they considered income earned and investments made. 
Residual income and EVA measures overcome some of the goal congruence problem that ROI  
introduced. EVA benefit because it consider tax effected while pretax residual do not.  

1. All depending on the definition of the component used. For example the asset used could be 
at current cost or maybe historical cost. All will generate different value of return on 
investment.  

2. Sometimes its external factor such as recession or GFC that is affecting the measures and not 
the managers doing as well.  

Usefulness of these measures : 

The ROI account for the size of the division and measures performance based on the assets used in a 
division. It is useful to the extent only if the managers do not manipulate these figures. The ROI, EVA 
and RI serves as a diagnostic tool, where it measures performance to meet the expectation of the firm 
and if there is variance, the performance is to be blamed and action plan will be created to increase 
the performance measure which should mean better performance based on the target. 


