Chapter 16

Performance evaluation and
feedback reporting

Real world case 16.1
This case study shows a typical situation in which management accounting can be helpful.
Read the case study now but only attempt the discussion points after you have finished studying
the chapter.
Overall performance – Shell scorecard
Shell uses a number of key performance indicators
to evaluate the overall performance of Shell from
a financial, efficiency, social and sustainable
development perspective and collectively they
represent the Shell scorecard. In addition, Shell
monitors and manages the businesses by means of
detailed parameters. The scorecard highlights four
key performance indicators which together provide a
summarised overview of Shell’s performance. These
are measured on a quarterly and annual basis. As
explained on page 86 in the Directors’ Remuneration
Report, the scorecard is also used to determine
remuneration for staff, Senior Management and
Executive Directors.
Total shareholder return (25 per cent scorecard
weighting)
Total shareholder return (TSR) is measured as the sum
of the difference between the share price at the start of
the year and the share price at the end of the year,
plus the cash value of dividends paid during the
calendar year (gross and reinvested quarterly). The
TSR is compared against other major integrated oil
companies and provides therefore a benchmark of
how Shell is performing against its industry peers.
Net cash from operating activities (25 per cent scorecard weighting)
Net cash from operating activities is a measure that reflects Shell’s ability to generate cash
for investment and distributions to shareholders. The Consolidated Statement of Cash Flows
on page 117 shows the components of cash flow. The net cash from operating activities for
scorecard purposes is adjusted for taxes paid on divestments.
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Real world case 16.1 continued
Operational excellence (30 per cent scorecard weighting)
Within each of the different businesses, operational performance is measured by means of detailed
parameters that are combined into a business dashboard. The four key operational indicators for the
businesses are production for Exploration & Production and Oil Sands, LNG sales for Gas & Power,
refinery availability for Oil Products and technical plant availability for Chemicals (both corrected for
uncontrollable incidents such as hurricanes). In 2008 the measure for Oil Products was changed from
‘unplanned downtime’ to refinery availability to provide focus on two critical areas namely turnaround
management and reliability.
Sustainable development (20 per cent scorecard weighting)
As well as measuring financial performance and efficiency, Shell uses various indicators to evaluate
Shell’s contribution to sustainable development. This Report discusses on pages 64–68 the priorities
with regards to staff and environmental data such as greenhouse gas emissions, use of flaring and
energy use in its businesses and assets. Safety remains a key topic for Shell and is measured by the
number of injuries and fatal accidents, as discussed on page 69. The main metric for assessing our
performance in the area of sustainable development is total recordable case frequency (TRCF). See
page 69 for further discussion of TRCF.
Source: Royal Dutch Shell, Annual Report, 2008, p. 56.

Discussion points
1 What is the mix of financial and non-financial performance measures mentioned in this extract?
2 How easy would it be to measure the performance of an individual against these targets?
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After studying this chapter you should be able to:
l

Distinguish feed forward control from feedback control.

l

Explain the main features of performance reports.

l

Explain how performance evaluation is carried out.

l

Explain the use of benchmarking in performance evaluation.

l

Explain and give examples of non-financial performance indicators.

l

Explain the nature and use of the Balanced Scorecard.

l

Understand how management may set standards of performance and reward
achievement of standards.

l

Describe and discuss examples of research into performance measurement.
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16.1 Introduction
This management accounting text has been based throughout on the view that those
who manage a business have a need and a desire to make informed judgements and
decisions. In a continuing cycle of management action, there will be a judgement,
from which a decision will be formed, followed by evaluation of that decision and a
new judgement based on that evaluation. The stage at which the decision is evaluated
requires management accounting to exercise its score-keeping function by devising
quantitative measures of performance. It also calls on management accounting to
direct attention to those areas most urgently requiring a judgement and a further
decision. Management functions have been described in Chapter 1 in terms of planning, decision making and control.
Planning is sometimes referred to as feed forward control. This means making
predictions of outputs expected at some future time and then quantifying those predictions, in management accounting terms. The budgetary process (Chapter 13) is
an example of a management accounting approach which has a feed forward (or
planning) aspect. Feed forward control systems are very effective, if carried out well,
because they anticipate problems rather than wait for them to happen.
Chapter 14 explained budget variance analysis as a technique for control in
comparing the actual outcome with the standard expected. This is sometimes referred
to as feedback control. This is useful for looking back at what went wrong (or what
went well) and for taking corrective action to ensure that a problem does not continue.
This chapter considers in more depth feedback control, which involves comparing
outputs achieved against outputs desired and taking corrective action if necessary. To
provide this type of control it is essential to identify the responsibility for the costs
and for taking whatever action is required. The term responsibility centre is used to
identify the unit to which a feedback report is to be made. A responsibility centre
could be a cost centre where the individual manager has responsibility only for costs,
a proﬁt centre where the individual manager has responsibility for costs and revenues,
or an investment centre where the individual manager has responsibility for costs,
revenues and investment in assets.

Definitions

Feed forward control means making predictions of outputs expected at some future
time and then quantifying those predictions, in management accounting terms.
Feedback control involves comparing outputs achieved against outputs desired and
taking corrective action if necessary.
A responsibility centre is an area of responsibility which is controlled by an individual.
It might be a cost centre, a profit centre or an investment centre.

In any control process, whether feed forward or feedback, there are three essential
elements:
1 There must be objectives which state the aim or purpose of the control.
2 There must be a model which can be used to predict an expected outcome.
3 There must be power to act in order to take corrective action.
In addition, for feedback control there must be the ability to measure the actual
outcome on the same basis as the predicted outcome.
For a feedback control system to be effective, the following basic principles should
be observed:
(a) the beneﬁts from the system should exceed the costs of implementing it;
(b) the performance criteria being measured should be reported promptly so that rapid
action may be taken;
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(c) reports should be as simple as possible and readily understood;
(d) reports should highlight the signiﬁcant factors requiring management attention;
(e) the reporting framework should be integrated with the organisational structure so
that responsibility is identiﬁed correctly.
The operation of feedback control will be explored in this chapter in relation to
short-term decision making. (Feedback on long-term decision making has been covered
in Chapter 12 under the heading of ‘Post-completion audit’.) First, in this chapter we
discuss the nature of the report to be written for performance measurement purposes.

16.2 Preparing performance reports
There are three basic questions in relation to report preparation:
1 To whom should the report be addressed?
2 What should be reported?
3 How frequently should the report be presented?

16.2.1

To whom should the report be addressed?
In the context of the management of responsibility centres, the report should be
addressed to the manager in charge of the responsibility centre. That could be a cost
centre, a proﬁt centre or an investment centre. If the report is to have meaning for
the manager concerned, it must include only those costs which may be controlled
by the manager of the responsibility centre.
The level of detail in the report will be inﬂuenced by the managerial position of the
person to whom it is addressed. Reports to senior management will be condensed so
that those managers can see the broader picture. They will of course also have access
to the more detailed reports, should they so wish.

16.2.2

What should be reported?
The report should be designed to identify clearly those items that are controlled by the
manager of the particular responsibility centre. If the responsibility centre controls the
price and quantity of an item, then both should be reported and the combined effect
quantiﬁed. If the responsibility centre controls quantity but not the price of an item,
then the report should be designed to emphasise the quantity aspects of transactions
in the reporting period.
It could be that, despite a lack of direct responsibility, it would be helpful for the
manager of the responsibility centre to be aware of all the costs incurred as a result of
the activity of the centre. If that information is felt to be useful, then it could be
included in the report, but subheadings would be required to make clear the distinction between controllable and non-controllable costs.
The design of the report is extremely important because the manager of the cost
centre, proﬁt centre or investment centre will not use the report effectively if it does
not provide useful information in a helpful manner. Managers should be consulted on
design of reports, and there should be trial periods of experimentation with a new
design of report before it comes into routine use. Graphs, bar charts and pie diagrams
may be ways of communicating more effectively than through tables of ﬁgures alone.

16.2.3

How frequently should the report be presented?
The frequency of reporting should be related to management’s information needs.
There may be a need for information on a daily basis. Computers provide on-screen
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access to information so that the traditional concept of a reporting period, with a
printed report at the end of each period, may no longer be appropriate in all circumstances. There is, however, a danger in reporting all items too frequently. Reports have
to be read and acted upon, and reporting which occurs too frequently could result in
too much time being spent on the review activities.
The question of frequency of reporting is perhaps best answered in terms of the frequency of the cycle of review and corrective action. If daily action is required in an
operation, then daily provision of information about the activity will allow corrective
action at the earliest possible opportunity. If a monthly review cycle is more appropriate, then the reporting system should be designed to provide monthly summaries.
It is vitally important that, whatever the frequency chosen, the reports are produced
in a timely manner.
If a computer is in use to record costs and quantities, then the program used should
be such that the reports required are generated as part of the process so that there is
no delay in transferring information for reporting purposes.

Activity 16.1

Look back to the variance report on Brackendale presented in Chapter 14. Comment on
the good and weak points of that report, in the light of the first two sections of this
chapter, and suggest ways in which the report could be improved.

16.3 Performance evaluation
Performance evaluation requires the management accountant to carry out the following process:
l
l
l

16.3.1

Decide on what to measure.
Plan how to report.
Consider the behavioural aspects.

What to measure
In looking at what to measure, we will draw on the material of previous chapters,
selecting aspects of management accounting which lead to a measure of performance.
Because each management accounting technique serves a different purpose, the
decision on what to measure will also depend on the intended purpose and will be
discussed in the context of speciﬁc applications.

16.3.2

How to report
In planning how to report, the general principles applied will be those of responsibility
and the separation of controllable costs and non-controllable costs. All costs are
controllable at some level of management, but they may not be controllable at a lower
level. Breaking down cost into the separate elements of quantity and price, the extent
of control may vary for each element. There will be those in the organisation who have
authority to acquire resources, thus controlling quantity and price. There will be
others whose job it is to make use of the resources acquired, in which case they will
control only the quantity element of cost. There will be others again whose job is to
ﬁnd the best price for resources. They will control only the price element of cost.
It is important to distinguish controllable from non-controllable costs when seeking
to establish responsibility for costs. Frequently, the responsibility will be shared, and
it is important that the sharing is correctly identiﬁed.
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Definitions

A controllable cost is a cost which is capable of being regulated by a manager within a
defined boundary of responsibility.
A non-controllable cost is one which is not capable of being regulated by a manager
within a defined boundary of responsibility, although it may be a cost incurred so that the
responsibility may be exercised.

Performance reporting is partly concerned with planning and control, so the idea of
controllable and non-controllable costs is important. However, it is also applied in
decision making, and further classiﬁcations into relevant/non-relevant and avoidable/
unavoidable costs may therefore also be used within the same report.
When a decision is taken there is usually more than one option available. Avoidable
costs are those costs that may be saved by not taking a particular option. Unavoidable
costs will not be saved by such an action.

Definitions

An avoidable cost is one which may be eliminated by not taking a particular option.
An unavoidable cost will not be eliminated by taking a particular action.

16.3.3

Behavioural aspects
Performance evaluation has behavioural aspects because measurement of performance
has a direct impact on the organisation’s perceptions of how its staff are performing
and on the individual staff member’s perception of his or her relative performance.
As a general guide, favourable reactions to performance reporting are likely to be
maximised if staff are made aware in advance of how the performance measures will
be calculated and how the responsibility for costs will be allocated. If the individual
has control over quantities and prices, then that person should be regarded as having
control over, and responsibility for, that item. If the individual has control over quantities but not prices, then it may be appropriate to report the cost to that individual but
only regard responsibility as extending to the quantity aspects. If the individual has
no control over quantity or price, then no responsibility for the cost of that item can
be identiﬁed, although there may be a separate question of whether that item should
be reported to the individual in order to heighten awareness of the impact of noncontrollable costs.

Activity 16.2

You are the team leader for a group of social workers who specialise in dealing with the
needs of elderly persons in their homes. You have been told by your line manager that
your team’s budgeted spending limit will be exceeded by the end of the year if you
continue with the present level of activity. The major items of cost are: team members’
salaries, travel to clients’ homes for visits and a charge from the local authority for the
provision of office facilities. Salaries have increased because of a national pay award not
allowed for in the budget. Travel costs have increased over budget because of fuel price
increases. The local authority has kept the charge for office facilities within the budget.
Your line manager has some discretion to make savings under one expense heading to
match overspending under another. How will your team explain its performance in the
end-of-year report?

Chapter 14 explained how budgets may be used for cost control by way of variance
analysis. There also needs to be a concern with the human implications of variance
analysis. It may be that the variance analysis approach is seen as a means of managerial review of subordinates, in which favourable variances receive praise and adverse

413

414

Part 3 Performance measurement and control

variances are seen as a cause for corrective action to be taken. That approach may have
undesirable consequences for a number of reasons:
1 Employees may reject standards because they were not adequately consulted in setting them.
2 Those under review may divert their efforts into minimising the adverse variances
rather than making positive steps towards overall performance improvement.
3 Negative feedback may reduce motivation, leading to reduced effort and lower performance levels.
Those who are concerned at these negative aspects of variance analysis have suggested that there may be a need for accounting systems which are less evaluative in
approach. The emphasis should perhaps move to learning and improvement rather
than stressing personal responsibility, accountability and past achievement. Later in
this chapter there are some ideas about performance measurement using non-ﬁnancial
measures which may be more relevant than ﬁnancial measures at the individual manager level. First, however, a case study is used to illustrate the traditional variance
analysis approach to performance evaluation and control.

Activity 16.3

16.3.4

You are the financial manager of a school where some teaching departments are
spending more than their budget allowance on materials and others are being frugal and
spending less. It is six months into the financial year and you would like to give a warning
to the overspenders, but also find out why there are underspenders. Suggest two ways
of dealing with this problem, of which one way would probably create friction between
yourself and the teachers, while the other would encourage the teachers to work with you
in controlling the overall budget for the school.

Case study: evaluating and reporting performance
Fiona McTaggart now explains a situation where she prepared performance reports
using ﬂexible budgets and also shows how the performance report appeared in each case.
FIONA: My client was in a manufacturing business which produced hand-crafted cane

furniture. I was asked to devise a monthly performance reporting system which would
provide performance measurement of the manufacturing activity. Three levels of reporting
were required. The managing director required a brief summary of any matter requiring
executive action but did not want all the details each month. The furniture supervisor
needed a much more specific analysis of the performance of the activity as a whole and
the relative performance of each employee. There was also a proposal to give each
employee a personal performance statement that showed some indication of the average
performance of the activity as a whole, without giving individuals access to information
which was best kept personal to each employee.
The budget was set at the start of the year based on average monthly output of
300 chairs and 80 tables. In practice the actual monthly output varied around this average.
I recommended a three-column form of report which would show the original budget for
one month’s output, the flexible budget showing the costs expected for the actual level of
output achieved and the actual costs incurred.
I made a list of all the costs incurred in making cane furniture. The main direct costs
were materials and skilled labour. Although the employees were employed on full-time
contracts, it was useful to identify separately the time they spent in productive activity
making the furniture, which I classed as a direct cost, and the time they spent in nonproductive activity, which I classed as an indirect cost.
I then listed all the indirect costs and subdivided them according to various levels of
responsibility. Each employee was responsible for a portion of indirect materials used in
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fastening the cane together and was also responsible for a portion of equipment maintenance and depreciation. This indirect cost was allocated in proportion to the output produced. It might sound rather hard that the employee’s responsibility for cost increased as
the output increased, but it was decided in discussion that staff needed to be aware of the
costs incurred when productive output takes place. Individual employees would not be
regarded as being responsible for unproductive time unless they directly caused it as a
result of their individual actions.
The furniture supervisor was responsible for control of the total costs allocated to the
individual operative staff, plus the cost of non-productive time (to the extent that this was
in the control of the supervisor), and the overhead costs of heating and lighting the workshop area.
The managing director had ultimate responsibility for all costs, including the cost of
administration, providing adequate working conditions, the employer’s share of employment costs and any non-productive work due to causes beyond the control of the furniture
supervisor.
Exhibit 16.1 shows how the performance report was designed. There were three separate parts to the report. The first was for individual members of staff. The second was for

Exhibit 16.1
Monthly performance report: (a) employee report; (b) supervisor’s report;
(c) managing director’s report
Part A: Employee report
Date of statement

Output: target/actual

Name...............Employee X...............
........................................................
Budget

Flexible
budget

Actual

100 chairs
20 tables

110 chairs
18 tables

110 chairs
18 tables

Variance

Direct materials

...

...

...

...

Direct labour

...

...

...

...

Controllable indirect costs

...

...

...

...

...

...

...

...

Total controllable costs
for employee X

...

...

...

...

Cumulative controllable
costs for year to date

...

...

...

...

Maintenance

...

...

...

...

Depreciation

...

...

...

...

Total for exployee X

...

...

...

...

Cumulative for year to date

...

...

...

...

Indirect materials

Matters for attention

t

Action planned
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Exhibit 16.1 continued
Part B: Supervisor’s report
Date of statement

Output: target/actual

Name.....................................
........................................................
Budget

Flexible
budget

Actual

300 chairs
80 tables

320 chairs
76 tables

320 chairs
76 tables

Variance

From Part A Controllable
costs for each employee
Costs of employee X

...

...

...

...

Costs of employee Y

...

...

...

...

Costs of employee Z

...

...

...

...

Controllable indirect costs

...

...

...

...

Non-productive time

...

...

...

...

Heating & lighting

...

...

...

...

Total controllable costs
Overheads

Matters for attention

Action planned

(In practice, this report would also include cumulative totals for the year to date, as shown on Part A,
but they are omitted here so that the main features are more readily seen.)

the furniture supervisor, who also had access to the individual staff reports, and the third
was for the managing director, who had access to the more detailed reports if these were
required.
Each report set out the variances from flexible budget for each element of cost. At the
foot of the report was a section for highlighting matters for attention and a space below for
the person receiving the report to write a comment. In the case of individual employees, a
comment was expected on any action planned in response to matters noted. This action
plan would be discussed and agreed with the supervisor. In the case of the report to the
supervisor, the comment was expected to show the action planned for the production
activity as a whole, or for individual employees where there was a particular problem. In
the case of the report to the managing director, the comment was expected to confirm
discussions with the supervisor but also to note any action on indirect costs regarded as
the managing director’s responsibility.
We had a trial run of this reporting format for three months, to iron out any wrinkles, and
during that time there were some difficulties in getting the overhead responsibility allocation right. Everyone denies responsibility for indirect costs but, at the end of the day, they
have to be incurred and are an unavoidable consequence of business activity. It was eventually agreed that the direct cost allocation would remain, but that, for employees and the
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Exhibit 16.1 continued
Part C: Managing director’s report
Date of statement

Output: target/actual

Subject: Cane furniture production

........................................................
Budget

Flexible
budget

Actual

300 chairs
80 tables

320 chairs
76 tables

320 chairs
76 tables

Variance

From Part B
Total employee
controllable costs

...

...

...

...

Total indirect costs for which
supervisor is responsible

...

...

...

...

Administration

...

...

...

...

Employment costs

...

...

...

...

Abnormal non-productive
time

...

...

...

...

Other overheads

Total
Matters for attention

Action discussed with supervisor

(In practice, this report would also include cumulative totals for the year to date, as shown on Part A,
but they are omitted here so that the main features are more readily seen.)

supervisor, the emphasis would be on responsibility for the volume aspects of the allocation, with any external price increases being regarded as non-controllable or else a matter
for discussion with the purchasing section.

Fiona’s description has concentrated very much on the two questions of what to
measure and how to report. Since she is describing the early stages of designing and
implementing a new system, there is no information on the behavioural aspects of
how the reporting system operated in practice. There is a description of the trial run
and the extent to which the views of participants were taken into account in the design
of the ﬁnal report. The case study would need to be followed up after a period of, say,
three months of operation, to ﬁnd out how effectively the new system was achieving
satisfactory control.

Activity 16.4

Read the case study again and identify the points at which Fiona McTaggart’s actions
match the principles of reporting set out in this chapter.
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Real world case 16.2
The annual report of Punch Taverns 2008 included the following statement:
These financial results and the
Company’s share price performance
have had a marked effect on
remuneration; thus demonstrating the
strong connection between performance
and reward for the Company’s Executive
Directors:
– Executive Directors have received no
annual bonuses for the current financial
period.
The long-term incentive awards
scheduled to vest in November 2008
have not met their performance
conditions and have therefore lapsed. This demonstrates the strong connection between performance
and reward for the Company’s Executive Directors.
Contrast that statement with the 2004 annual report:
The bonuses for 2004 were been paid in the basis of the level of satisfaction of the performance
targets. The table below shows the principal performance targets used for 2004.
Chief Executive Officer

Finance Director

Chief Operating Officer

EBITDA
Internal Financial Measures
Pubmaster Integration
EPS Growth
Investor Relations

EBITDA
Internal Financial Measures
Pubmaster Integration
Debt Management
Investor Relations

EBITDA
Internal Financial Measures
Pubmaster Integration
Operational Targets
Divisional Targets

(Note: EBITDA – earnings before deducting interest, taxation, depreciation and amortisation.)
Source: Punch Taverns, Annual Report 2008, p. 34 and Annual Report 2004, p. 30.

Discussion points
1 Why are there some targets that are similar and some that are different for each post-holder?
2 The detailed results of these ratios do not appear in either the 2004 annual report or the 2008
report. What are the possible reasons for confidentiality?

16.4 Benchmarking
Benchmarking is the name given to the process of measuring the organisation’s

operations, products and services against those of competitors recognised as market
leaders, in order to establish targets which will provide a competitive advantage.
The stages of benchmarking are:
1 Decide what area of activity to benchmark (e.g. customer services, business processes in particular departments, quality of employees, standard of training).
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2 Select a competitor who is reputedly the best in the area of activity to be benchmarked. Major companies in one country may target an international competitor
rather than a domestic company. In some benchmarking situations the competitor
may agree to an exchange of information because both parties believe they can
beneﬁt from the exchange.
3 Decide on the appropriate measurements to be used in deﬁning performance levels.
4 Determine the competitor’s strengths and compare these with the company’s own
record.
5 Use the information collected as the basis for an action plan. To be effective, this
action plan must involve all grades of employee working in the area of activity.
The management accountant has a role throughout this process because the
emphasis is on improving proﬁt and measuring performance. The management
accounting role starts with directing attention, by producing the performance measures
and showing the relationship with proﬁt improvement. It moves into problem solving
as the information on comparative performance measures is collected and has to be
transformed into an action plan for the organisation. It then takes on the score-keeping
aspect as the achievement of total quality is monitored.

16.5 Non-financial performance measures
Within an organisation, people are employed to carry out speciﬁc activities. The only
aspect of their work over which they have direct control may well be the volume and
the quality of tasks they undertake. Applying revenues and costs to these activities
may be important for the organisation as a whole, but will have little meaning for the
individual employee who does not sell the goods or services directly and does not
purchase the input materials.
To ensure that the motivation of employees is consistent with the proﬁt objectives
of the organisation, it may be necessary to use non-financial performance measures
to indicate what is required to achieve the overall ﬁnancial targets. Using non-ﬁnancial
performance measures does not mean that the ﬁnancial performance measures may be
disregarded. They are ways of translating ﬁnancial targets and measures into something that is more readily identiﬁable by a particular employee or group of employees.
The non-ﬁnancial performance measures should cover both quantity and quality.

16.5.1

Quantity measures
It is necessary to convert the accounting numbers to some measure of quantity which
relates more closely to individual members of an organisation. If the employees are
involved in the entire productive process, then the ﬁnancial target may be converted
to units of product per period. That approach may be more difﬁcult when a service
activity is involved or a group of employees is involved in only part of a production
process.
As an illustration of the problems of performance measurement in a service business,
take an example of a school where activities are subdivided by subject area. The
primary measure of activity will be the number of pupils taught, but the individual
departments will have no control over that number. If teaching staff are appointed
on permanent contracts, so that salary costs are largely ﬁxed costs, then the cost
per student will vary depending on the number of students taught in any period.
A performance measure of cost per student may be attractive to the management
accountant but will have little impact on the staff of the history department whose main
aim is to ensure that their pupils achieve high grades in the end-of-year examinations.
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For them, examination success rates are the prime performance measure and they will
be concerned to ensure that ﬂuctuations in pupil numbers do not affect that success
rate. A performance report on the history department would therefore emphasise ﬁrst
of all the non-ﬁnancial performance, in terms of examination success, but would then
additionally report the cost implications so that the consequences of achieving a high,
or a low, success rate could be linked to the cost of that activity.

16.5.2

Quality measures
The ultimate measure of quality is customer satisfaction. Companies will invest time
and effort in measuring customer satisfaction, perhaps by questionnaire survey or
possibly by telephone interview. Indirect measures of customer satisfaction may be
found in complaints records, frequency of repairs under warranty and level of goods
being returned as unwanted.
Another important aspect of quality is the process undertaken by the organisation.
This is so important that an external agency (often the auditors) may be employed to
provide independent certiﬁcation of the quality of the process and the controls within
the process.
Finally, quality is measured also in terms of the inputs to the process, where inputs
may be materials, labour and capital equipment. Quality of inputs may be controlled
directly by imposing standards on suppliers, or may be monitored by reviewing the
rate of return of unsatisfactory goods, the non-productive time incurred because of
faulty equipment, or the reliability of delivery dates and quantities.
Some examples of non-ﬁnancial performance measures are:
1 In respect of demand for products:
(a) number of enquiries per advertisement placed; and
(b) percentage of customers who remember the advertisement.
2 In respect of delivering the products:
(a) error-free deliveries as a percentage of total deliveries;
(b) number of complaints as a percentage of units sold; and
(c) time between receiving customer order and supplying the goods or service.
An electricity supply company provided the following information about nonﬁnancial performance over a one-year period:

16.5.3

Restore supply in 3 hours

Target
Performance

80%
83.8%

Restore supply in 24 hours

Target
Performance

99%
99.9%

Moving a meter inside 15 working days

Target
Performance

95%
96.7%

Reply to telephone calls within 10 seconds

Target
Performance

90%
91.1%

Key performance indicators
There has been increased interest from regulatory bodies in encouraging businesses
to report externally the key performance indicators (KPIs) that are used internally.
These are now found in some descriptions of reward schemes for directors and senior
managers. The UK government planned for, but then rejected, compulsory reporting of KPIs. However, market pressure is likely to encourage companies to disclose
more KPIs.
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Activity 16.5

Write out five non-financial performance measures which could be reported by an
organisation which delivers parcels to the general public and to businesses.

16.6 The Balanced Scorecard
Section 16.5 has illustrated some of the non-ﬁnancial measures of performance that
may be used alongside the ﬁnancial measures. There is a danger of creating increasingly
long lists of performance measures with no way of balancing the perspectives resulting
from these different aspects of performance. Kaplan and Norton (1992) put forward
an idea which they called the Balanced Scorecard as a way of linking performance
measures. It focuses on the key goals of the organisation and the measurement of
performance in achieving those goals.
They suggested that performance measurement can be viewed by asking four
questions:
l
l
l
l

16.6.1

How do our customers see us? (Customer perspective)
How do our shareholders see us? (Financial perspective)
How do we see ourselves? (Internal business perspective)
Can we learn and grow to improve and create value? (Learning and growth
perspective)

Presenting the scorecard
For each of these four questions the organisation should set major goals and deﬁne
performance measures which demonstrate that the goals are being achieved. It
might be reasonable to set three or four goals in each case. This would lead to a
scorecard that would ﬁt on a single sheet of paper. There is no speciﬁc form for the
scorecard. Figure 16.1 shows an example. Here we see the management strategy being
applied to set the goals for each section of the scorecard, and the performance
measures being used to give feedback to management on how well the goals have
been achieved.
Fiona now gives an example of work she has carried out to create a Balanced
Scorecard system in a service business.
FIONA: I have recently worked on designing a Balanced Scorecard for a company which

owns a chain of hotels in major towns and cities around the country and wanted to evaluate the relative performance of the separate hotels. The hotels are designed to a standard
model of ‘no-frills’ value for money and comfort, with secure parking for cars. Customers
are likely to stay for one or two nights, either as business customers looking for convenience and reasonable pricing, or as families and tourists on short-stay visits. As this was
the first attempt at creating a scorecard, we used only three goals for each aspect of the
Balanced Scorecard. It was important to involve all staff in setting up the scorecard so we
established focus groups in each city or town to give their input to the goals and measurements. Each focus groups included an operations manager, catering and cleaning staff and
a regular customer. The result is set out in Exhibit 16.2.

16.6.2

Scorecard in strategic management
Kaplan and Norton soon realised that the Balanced Scorecard was more than a performance report. It was a useful tool in the system of strategic management. They set
out ﬁve principles for a strategy-focused organisation:
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Figure 16.1
Creating a Balanced Scorecard

1
2
3
4
5

Translate the strategy into operational terms.
Align the organisation to the strategy.
Make strategy everyone’s everyday job.
Make strategy a continual process.
Mobilise leadership for change.

This makes the Balanced Scorecard a tool of forward planning for change, as well
as being a retrospective view of past performance. An important aspect of using the
Balanced Scorecard is the involvement of employees in all stages of setting the
scorecard and monitoring the outcome. It is ﬂexible so that the Balanced Scorecard
can be designed to be relevant to the organisation and its operations or procedures.

16.6.3

Criticisms of the Balanced Scorecard1
The Balanced Scorecard has attracted some criticisms.
l

l

l

l

It is biased towards shareholders and fails to give adequate attention to the contribution of other stakeholders, particularly employees and suppliers.
Because it does not give attention to the role of employees, it fails to consider
aspects of human relations within the organisation. The Balanced Scorecard cascades down the organisation with little involvement from senior managers. This
may lead to employee dissatisfaction.
It does not help the organisation to deﬁne speciﬁc performance measures and does
not help deﬁne how to use performance targets.
It does not deal with strategic uncertainties.
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To avoid these problems it is suggested that the scorecard should be used for
implementing strategic goals, because of its visibility, but only after the strategy is
set in place. The project must be supported actively by senior management and the
scorecard must be explained when it is introduced. It must be tailored to the needs
of the organisation rather than using a more general package. It must not be overcomplicated and there must be sufﬁcient time and resources for communication
and training.

Exhibit 16.2
Creating a Balanced Scorecard for a hotel chain
Financial perspective
Goal
1 To reduce unfilled room rate by 3% over
the previous year, by offering discount
for a third-day stay.

Measure
Marginal revenue from additional room
occupancy, compared with marginal costs of
creating that occupancy, with estimate of
revenue lost on third-day discount.

2 To control fixed overhead costs within
3% overall increase on previous year.

Cost records – monthly update of fixed
overhead actual cost against target.

3 To control variable costs per room per
night at 50% of room charge.

Cost records – monthly report on variable
room costs compared to room rents
received.

Customer perspective
Goal
1 To increase market share by 5%
over 12 months.

Measure
Market share surveys published in trade
journals, plus reports commissioned from
benchmarking organisations.

2 That 50% of customers return for
a second visit.

Customer satisfaction questionnaire left in
bedroom plus follow-up telephone enquiry.

3 That 90% of customers express general
satisfaction with the service, especially
cleanliness and staff courtesy.

Customer satisfaction questionnaire left in
bedroom plus follow-up telephone enquiry.

Internal business perspective
Goal
1 To improve customer satisfaction
by improving checkout times.

Measure
Number of checkouts completed between
7 a.m. and 9 a.m. each day.

2 To improve the cycle of laundry
delivery and return from 4 days
to 3 days, on average.

Records of laundry despatch and return.

3 To identify and implement one
innovative practice.

Staff suggestion box – list of staff
suggestions and note of actions taken to
review and implement each.

Learning and growth perspective
Goal
1 To achieve 60% participation of relevant
staff in a vocational training programme.

Measure
Staff records of attendance and achievement
in vocational training programme.

2 To empower staff in setting personal
goals that are consistent with
organisational goals.

Record of annual appraisal reviews where
appraising manager confirms that personal
development plans are consistent with
organisational goals.

3 To improve internal communication
process by weekly bulletin to staff.

Record of bulletin issues and staff feedback
on relevance and usefulness.
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Activity 16.6

Imagine that you are planning to start a business operating a taxi service. Write a
Balanced Scorecard containing two goals and two measurements of achieving the goals
for each of the four sections of the Balanced Scorecard (Customer perspective, Financial
perspective, Internal business perspective and Learning and growth perspective).

16.7 Management use of performance measurement
This chapter has concentrated largely on how the management accountant may provide measures of performance. For such measures to have relevance in a managerial
context, they should satisfy three criteria:
l

l

l

There should be well-deﬁned performance measures which represent a range of
performance from bad to good.
There should be deﬁned standards of performance which indicate what is good and
what is not good.
There should be rewards attached to successful attainment of targets and penalties
attached to non-attainment of targets.

Sections 16.7.1 to 16.7.3 present a case study bringing together the use of benchmarking and performance standards to achieve the objectives and strategy of the
organisation. Section 16.7.4 explains a performance measurement method called
‘Six Sigma’ which is intended to improve results. Section 16.7.8 explains some of the
particular features of performance measurement in public-sector organisations.

16.7.1

Performance measures
Fiona McTaggart describes a recent experience in establishing performance measures
through benchmarking:
FIONA: I have recently completed a project advising a parcel delivery business on estab-

lishing a performance measurement system for distribution depots spread across the
country. The business has a series of warehouse depots at locations convenient to major
towns. Parcels are carried by lorry from one depot to another so that the delivery targets
are met with careful attention to cost control. The non-financial performance measure
which most concerns customers is meeting targets. Other companies in competition
with this company are also performance conscious and will publicise their performance
in meeting delivery targets. The financial performance measure which most concerns
management is cost containment in a competitive business. Depot managers find they are
expected to have regard to customer delivery targets and cost control.
My first task in advising the company was to contact a benchmarking expert in order to
find out as much as possible about the competition. The expert had plenty of information
on non-financial targets, including surveys undertaken by consumer organisations. The
expert also had a broad outline of the cost structure of the leading operator in the field,
which regards itself as a very well-controlled business.

Fiona emphasises here the importance of a strategic-management approach,
looking beyond the organisation, and of understanding the effective limits on targets
where there is an established leader in the ﬁeld. In the next section she explains how
the targets were set at a level which would be acceptable to depot managers while
meeting customers’ expectations.
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16.7.2

Standards of performance
Standards may be set by an inward-looking process which builds on the management
perception of the performance required to achieve desired goals. Demonstrating that
such targets are achievable may require reference to the performance of previous time
periods and of similar units elsewhere in the organisation. The competitive position of
the organisation requires that standards are set by reference to performance in other
organisations. That may be relatively difﬁcult or relatively easy to obtain, depending
on the relative secrecy or openness of the sector.
Fiona McTaggart continues her description:
FIONA: After collecting all the information available, senior management decided they
wanted depot managers to concentrate on: (a) performance as a profit centre; (b) delivery
targets; and (c) sales and customer care. The system is now in place.
Performance as a profit centre requires targets for sales and costs. Each depot had
initial targets set by reference to average performance over the past three years. The national
reporting of target achievement is achieved by concentrating on percentages above and
below target.
Delivery targets are reported according to the depot which last handled a parcel before
it reached the customer. However, where a delivery target is not met, it is permissible for
the depot manager to produce a summary of documentation showing where a previous
depot in the chain caused a delay. These summaries are reviewed by head office and a
supplementary report prepared showing bottleneck situations.
Customer care is monitored by customer feedback questionnaires. These are sent out
by head office and collected there. The questions concentrate on delivery target time,
condition of parcel, attitude of company personnel and perceived value for money. Depot
summary reports are prepared.
Weekly reports are provided for depot managers which summarise the performance of
the specific depot and show rankings against other depots. A narrative commentary by the
managing director makes specific mention of the highest and lowest performers and
explains how well the company is performing in relation to competitors.

Fiona has indicated that a mixture of ﬁnancial and non-ﬁnancial performance
measures is used to create a part of the Balanced Scorecard. In the next section she
comments on the rewards and penalties.

16.7.3

Rewards and penalties
If there are no rewards and no penalties it may be difﬁcult to motivate employees in
relation to performance targets. One view is that self-satisfaction in personal attainment
is sufﬁcient reward. Equally it could be argued that personal shame in not achieving
a target would be sufﬁcient penalty. However, more may be required.
Rewards and penalties are often difﬁcult to administer because they involve human
relations. The input of the individual must be seen in the context of the contribution
of a team. Achieving a goal of the organisation may require team effort where it is
difﬁcult to identify the relative contributions of each member of the team. That may be
overcome in relation to rewards by ensuring that no team member is deprived of a
reward. Application of penalties, however, is more difﬁcult because employment law
generally seeks to protect employees against unjust treatment.
Rewards and penalties are linked to motivation. It has been suggested by experts
in the theory of motivation that there are different needs at different levels of employment. Initially the employee is seeking the basic satisfaction of food and shelter which
a paid job provides. A secure job provides safety in the longer term. Working in
an organisation with clear goals provides the security of membership of a group.
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Developing personal potential in meeting performance targets leads to rewards of
respect and praise. Taking a lead in meeting the goals of the organisation is evidence
of realising one’s potential. Studies of motivation have at various times emphasised
achievement, recognition, challenge and promotion as aspects of rewards which
motivate. Fairness (equity) is also seen as important, as is meeting expectations.
Fiona McTaggart completes her description of performance measurement in a
transport company:
FIONA: As I have already mentioned, the managing director writes a weekly letter to all
depot managers noting in particular the best and worst performers. That gives a sense of
achievement to some managers and perhaps shames others into moving up from the
bottom of the league tables. There is also a real reward of an all-expenses-paid weekend
break holiday for the best-performing manager over the year. The difficulty with leaguetable-type performance is that someone necessarily has to be bottom of the league, so
while this system is motivating in a competitive sense, it has some negative aspects in that
the performance measures are relative to other depots rather than relative to achievable
targets. I have pointed out to the managing director that there may be some demotivating
aspects to this system, but he is very keen on competition and survival of the fittest.

Fiona has indicated that using performance targets for motivation is not an easy
matter and depends very much on the personalities involved.

16.7.4

Six Sigma
Six Sigma is an approach to performance measurement that was initially developed
by Motorola but is now advertised more widely by consultants. In statistics the
standard deviation from the mean of a normal distribution (the bell-shaped curve) is
usually represented by the Greek letter sigma s. We know that 99.9 per cent of the area
under the bell-shaped curve lies within three standard deviations either side of the
central mean value. So we can say with 99.9 per cent conﬁdence that a value lies within
a total of six standard deviations, or ‘six sigma’. The easy way to summarise this is to
say ‘we want to get things right 99.9 per cent of the time’.
If managers want to improve a particular aspect of a business, they choose a goal,
measure how well the business is achieving at present, and then deﬁne improvements
that will achieve the Six Sigma standard. The aim is to eliminate waste without
destroying value.
It could be thought that mysterious titles like ‘Six Sigma’ are a veneer over a very
obvious way to make improvements, but it is felt to have value because it emphasises
a basic idea of continuous improvement.

16.7.5

Performance management in the public sector
The public sector covers central government, local government and bodies funded
from public funds, such as the National Health Service and the many executive
agencies. In all cases there is keen attention paid to performance management.
A long-established approach to measuring value-for-money in the public sector is
to examine economy, efﬁciency and effectiveness.
l
l
l

An economy measure involves considering and controlling the costs of inputs.
An efﬁciency measure relates the costs of inputs to the beneﬁts of outputs.
An effectiveness measure asks whether the outputs of a programme achieve the
desired outcomes of a programme.

Many bodies providing a public service set and report their own performance
measures. Examples are shown in Exhibit 16.3.
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Real world case 16.3
The UK government provides some of its services through executive agencies which are managed
like private businesses but have to meet targets set by the Secretary of State and Ministers of
State. The Driving Standards Agency (DSA) is one of these agencies, responsible for setting and
operating driving tests. The following information is extracted from the 2008–09 annual report
and accounts.
Appointments and waiting times
2006–07 2007–08 2008–09
Appointments will be available within 9 weeks at 90% of
permanent car driving centres (measured quarterly)
3
99%
96%
95.5%
National average waiting time will be no longer than:
Six weeks for a car
7
5.5
6.4
6.1
Four weeks for a motorcycle 7
3.5
3.7
4.7
Three weeks for vocational
3
3.3
3.2
2.2

Financial target
DSA has been set a financial target of achieving a return on
capital employed (ROCE) of 3.5 per cent of average annual
net assets in the five-year period to 2008–09, having taken into account previous years’ surpluses.
After taking into account interest receivable, the actual level of ROCE achieved in the year was minus
2 per cent. Overall, cumulatively, the Agency is £8.1m ahead of its cumulative target having achieved
a cumulative 5.9% ROCE.
Year
Brought forward from 2003–04
2004–05
2005–06
2006–07
2007–08
2008–09
Total

Return £m

Net assets £m

ROCE %

8.9
0.4
8.8
5.7
2.0
2.0
19.7

45.6
51.1
63.7
74.8
97.1
332.3

0.8%
17.1%
8.9%
-2.6%
-2.0%
5.9%

Capital expenditure
Overall capital expenditure was £24.6m compared to a plan of £45.8m. Most of the slippage
was attributable to the MPTC (Multi-Purpose Test Centres) project as bringing sites to fruition
was challenging due to planning and site remediation issues. The MPTC project remains the most
significant investment with £12m spent in the year. This brings the total capital investment to £51m,
with £20m remaining to be spent in 2009–10 and subsequent years in order to complete the
programme.
Source: Annual Report and Accounts 2008–09, DSA, pp. 10, 43, www.dsa.gov.uk.

Discussion points
1 What view might customers take of the achievements against the targets?
2 What is the possible link between delay in capital expenditure and achieving target waiting times?
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Exhibit 16.3
Examples of performance measurement targets
An ambulance trust
During the year we were able to maintain response time performance above the national
targets of reaching 75 per cent of life threatening calls attended within eight minutes and
95 per cent attended within 19 minutes. We also achieved financial balance. This is a great
achievement and is entirely due to the professionalism and dedication of all our staff, and
our community lay responders.
A service providing official documents in response to telephone and postal enquiries
Answer 80 per cent of our telephone calls in 10 seconds, 90 per cent in 20 seconds and
95 per cent in 30 seconds.
l Achieve an abandon call rate of no more than 2 per cent of call volumes answered.
l Average time to answer of 6 seconds.
l Process standard written post order requests within an average of 2 working days of
receipt.
l Deliver a service that achieves a benchmarked satisfaction score of 83.1 per cent.
l Achieve a fair outcome for customers when things go wrong and achieve less than
1 per cent of complaints received against overall dispatches.
l

A train operating company
Punctuality: 90 per cent of all trains Monday to Saturday in the published timetable to arrive
within 10 minutes of their scheduled time at their final destination.
Reliability: 99 per cent of all trains Monday to Saturday in the published timetable to run.

Activity 16.7

How useful are performance targets of the type set out in Exhibit 16.3? How easy or
difficult would it be for the organisations involved to be selective in presenting actual
results that fall within the target? Is the achievement of the performance target sufficient
to ensure a good quality of customer service?

16.8 What the researchers have found
Section 16.8.1 reports investigation of the beneﬁts of the Balanced Scorecard. Section
16.8.2 explains the French view that their tableau de bord pre-dates the US creation of
the Balanced Scorecard. Section 16.8.3 indicates steps to be taken in developing measures of corporate performance. Section 16.8.4 notes criticisms of performance targets
in the public service.

16.8.1

Benefits of the Balanced Scorecard
Davis and Albright (2004) investigated whether bank branches implementing the
Balanced Scorecard outperformed branches in the same banking organisation. They
found evidence of superior performance in branches operating the Balanced
Scorecard. The bank researched was in the southeastern United States. The southern
division contained seven branches. The president of the southern division of the
branch decided to implement the Balanced Scorecard after learning about it in a
graduate management course. The researchers selected four branches in the southern
division and compared them with ﬁve branches in the northern division that had
not implemented the Balanced Scorecard. Nine key ﬁnancial measures identiﬁed by
the group management as performance measures were used to make comparisons.
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The branches using the Balanced Scorecard outperformed the others. The researchers
explained their reasons for believing that their ﬁndings could be attributed to the
use of the Balanced Scorecard. However, it is possible that a division with a more
enthusiastic managing director would achieve better results in any event. Perhaps the
most persuasive evidence was the note that the managing director of the northern
division later asked the managing director of the southern division to help set up a
Balanced Scorecard.

16.8.2

American Balanced Scorecard vs French tableau de bord
Bourguignon et al. (2004) explain that the Balanced Scorecard is received with less
enthuasiasm in France than in some other countries, because French companies have
used the tableau de bord for more than 50 years. The authors show that the main
differences between the two systems may be explained by differences in ideology. The
US approach is built on contracts where individuals choose to be committed and to
have a general moral claim to fairness. US managers create hierarchies of management. In France social hierarchy, obedience, legitimacy and security are matters of
education and honour, not of management devices. The tableau de bord is designed for
each manager’s view of strategy. It does not require the rigid classiﬁcations imposed
by the US model. The French authors emphasise learning from the tableau de bord. The
US system focuses on rewards from the Balanced Scorecard.

16.8.3

Trends in corporate performance management
A Technical Brieﬁng published by CIMA (2002a) reviews a range of initiatives in
performance measurement. It lists the factors required for a successful performance
management system as:
l
l
l
l
l
l

It must be integrated with the overall strategy of the business.
There must be a system of feedback and review.
The performance measurement system must be comprehensive.
The system must be owned and supported throughout the organisation.
Measures need to be fair and achievable.
The system needs to be simple, clear and understandable.
It also lists some common issues raised with performance measurement systems:

l
l
l
l

Key drivers of success are not easily measured.
Behaviour is not in line with strategic objectives.
The system conﬂicts with the culture of the organisation.
The development process is too time-consuming or difﬁcult.

The Technical Brieﬁng also summarises research into Value-based Management
(as a broad-based heading which included Economic Value Added but also other
methods of evaluating shareholder value); the Balanced Scorecard; Benchmarking;
Strategic Enterprise Management and the Performance Prism (a three-dimensional
view of performance devised at Cranﬁeld School of Management, described on its
website: www.performanceprism.com).

16.8.4

Criticisms of performance targets in public service
Performance targets are now widely used in the public service arena as a means by
which government relaxes direct control of an activity, but still retains indirect control.
CIMA (2002b) Technical Brieﬁng explains how the modernised government agenda
has applied to the executive agencies. These are agencies that carry out government
policy under delegated day-to-day management. Key themes in setting targets are
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economy, efﬁciency and effectiveness. However, the critics say that the targets create
the kind of bureaucracy that the agencies were set up to eliminate. It is suggested that
staff spend more time on meeting and recording targets than they spend on the main
activity of the agency. Rigid measurement systems provide areas for inventiveness in
meeting targets and also encourage neglect of areas that are not being measured.
There is also a danger that the targets are short-term because they are set by politicians
who have a short-term perspective.

16.9 Summary
Key themes in this chapter are:
l

Feed forward control means making predictions of outputs expected at some future

time and then quantifying those predictions, in management accounting terms.
l

Feedback control involves comparing outputs achieved against outputs desired

and taking corrective action if necessary.
l

A responsibility centre is an area of responsibility which is controlled by an individual. It might be a cost centre, a proﬁt centre or an investment centre.

l

The key questions to ask in designing a performance report are:
– To whom should the report be addressed?
– What should be reported? and
– How frequently should the report be presented?

l

The key stages in performance evaluation are:
– decide on what to measure;
– plan how to report; and
– consider the behavioural aspects.

l

It is important to distinguish controllable costs from non-controllable costs when
seeking to establish responsibility for costs.

l

Benchmarking is the name given to the process of measuring the organisation’s
operations, products and services against those of competitors recognised as market
leaders, in order to establish targets which will provide a competitive advantage.

l

A Balanced Scorecard has four perspectives: Customer perspective; Financial
perspective; Internal business perspective; and Learning and growth perspective.

l

Non-financial performance measures should cover both quantity and quality of
performance. The measures should be related to the procedures under consideration. Six Sigma is explained as an example of a quantiﬁed performance target based
on remaining within the ‘tails’ of the normal distribution. Performance management in the public sector focuses on economy, efﬁciency and effectiveness.
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QUESTIONS
The Questions section of each chapter has three types of question. ‘Test your understanding’
questions to help you review your reading are in the ‘A’ series of questions. You will find the
answer to these by reading and thinking about the material in the textbook. ‘Application’ questions to test your ability to apply technical skills are in the ‘B’ series of questions. Questions
requiring you to show skills in ‘Problem solving and evaluation’ are in the ‘C’ series of questions. The symbol [S] indicates that a solution is available at the end of the book.

A

Test your understanding
A16.1

Define ‘feedback control’ (section 16.1).

A16.2

Define ‘feed forward control’ (section 16.1).

A16.3

Define ‘responsibility centre’ (section 16.1).

A16.4

What are the three basic questions to be asked in relation to report preparation
(section 16.2)?

A16.5

How does an organisation decide on the frequency of internal reporting (section 16.2.3)?

A16.6

What is required of the management accountant in carrying out performance evaluation (section 16.3)?

A16.7

Define a ‘controllable cost’ (section 16.3.2).

A16.8

Define a ‘non-controllable cost’ (section 16.3.2).

A16.9

Define an ‘avoidable cost’ (section 16.3.2).

A16.10 Define an ‘unavoidable’ cost (section 16.3.2).
A16.11 What are the behavioural aspects of performance evaluation (section 16.3.3)?
A16.12 Explain what is meant by ‘benchmarking’ (section 16.4).
A16.13 Explain the meaning of ‘non-financial performance measures’ (section 16.5).
A16.14 Give two examples of quantitative non-financial performance measures (section 16.5.1).
A16.15 Give two examples of qualitative non-financial performance measures (section 16.5.2).
A16.16 What are the four main aspects of a Balanced Scorecard (section 16.6)?
A16.17 Give one example of a goal and one example of a matching measurement for each of
the four main aspects of a Balanced Scorecard (section 16.6).
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A16.18 What are the benefits and problems of linking rewards and penalties to a performance
measurement system in an organisation (section 16.7.3)?
A16.19 What is the ‘Six Sigma’ approach to performance measurement (section 16.7.4)?
A16.20 What have researchers found about the benefits of using a Balanced Scorecard
(section 16.8.1)?
A16.21 What have researchers described as the factors required for a successful performance
management system (section 16.8.2)?

B

Application
B16.1
Suggest six non-financial performance measures for a company which offers contract gardening services to companies which have landscaped sites surrounding their offices. Give reasons
for your choice.
B16.2
Suggest three financial and three non-financial performance measures for a business which
provides training in the workplace for updating wordprocessing and computing skills. Each
training course lasts two weeks and there is a standard fee charged per trainee.
B16.3
Design a Balanced Scorecard for a restaurant business which owns three restaurants in the
same town. Include three goals and three measurements of performance for each of the four
aspects of the Balanced Scorecard, and write a short note justifying your choices.
B16.4 [S] [CIMA question]
A manufacturing company pays its employees a constant salary for working 35 hours each week.
The production process is highly specialised and the quality of output is a critical factor. All completed units are inspected. Currently about 10% of output fails to meet the expected specification.
The managing director has forecast increasing sales and is keen to reduce the labour cost per
unit of production. He has suggested three possible ways of achieving this:
1 improve direct labour productivity
2 increase the number of hours worked
3 reduce the rate of rejections
Which of the above suggestions would enable the company to reduce the labour cost per unit?
A
B
C
D

Suggestion 2 only.
Suggestions 1 and 2 only.
Suggestions 1 and 3 only.
Suggestions 2 and 3 only.
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B16.5 [S] [CIMA question]
Which of the following is the best description of ‘management by exception’?
A Using management reports to highlight exceptionally good performance, so that favourable
results can be built upon to improve future outcomes.
B Sending management reports only to those managers who are able to act on the information contained within the reports.
C Focusing management reports on areas which require attention and ignoring those which
appear to be performing within acceptable limits.
D Appointing and promoting only exceptional managers to areas of responsibility within the
organisation.
CIMA Paper P1 – Management Accounting – Performance Evaluation November 2008, Question 1.5
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C

Problem solving and evaluation
C16.1 [S]
Standard pine benches are assembled and packed in the bench assembly department of
Furniture Manufacture Ltd. The department is treated as a cost centre. Control reports prepared
every month consist of a statement comparing actual costs incurred in the department with the
level of costs which was budgeted at the start of the month.
For the month of June Year 6 the following control report was produced, and received favourable
comment from the directors of the company.
Bench Assembly Department Control Report for June Year 6
Budgeted cost
Fixed
£
Direct labour
Indirect labour
Indirect materials
Power
Maintenance materials
Maintenance labour
Depreciation
Production overhead

–
6,000
–
3,000
–
5,000
85,000
–

Actual cost

Variable
£

Total
£

£

36,000
8,000
4,000
12,000
5,000
4,000
–
20,000

36,000
14,000
4,000
15,000
5,000
9,000
85,000
20,000

30,000
14,000
3,500
9,000
3,000
15,000
75,000
15,000

Variance1

£
6,000 (F)
–
500 (F)
6,000 (F)
2,000 (F)
6,000 (A)
10,000 (F)
5,000 (F)

Note: 1 (F) = favourable; (A) = adverse.

Due to a power failure, the level of production achieved was only 75% of that expected when
the budget was prepared. No adjustment has been made to the original budget because the
departmental manager claims that the power failure which caused the loss of production was
beyond his control.
Required
Prepare a memorandum to the directors of the company:
(1) Explaining the weaknesses in the existing form of control report.
(2) Presenting the control report in such a way as to give a more meaningful analysis of the costs.
(3) Assessing the performance of the Bench Assembly Department during the month.
C16.2 [S]
Dairies Ltd operates a milk processing and delivery business. The retail distribution of milk is
controlled by a regional head office which has overall responsibility for five geographical
distribution areas. Each area is run by an area manager who has responsibility for ten depots.
At each depot there is a depot manager in charge of 20 drivers and their milk floats. Milk is
bottled at a central processing plant and sent to depots by lorry.
All information regarding the operation of each depot and each area office is sent to the divisional head office accounting department. This department produces weekly reports to be sent
to each depot manager, each area manager and the manager of the distribution division.
A pyramidal system of reporting is in operation whereby each manager receives an appropriate
weekly report containing the financial information on the operations for which he is responsible.
Required
(1) Explain what is meant by responsibility accounting.
(2) List, giving reasons, the information which should be contained in the weekly reports to
each of the three levels of manager specified.
C16.3
You are the management accountant at the head office of a company which owns retail shoe
shops throughout the country. The shops are grouped into areas, each having an area manager.
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Part 3 Performance measurement and control
Goods for sale are bought through a central purchasing scheme administered by head office.
Shop managers have discretion to vary sales prices subject to the approval of the area manager. It is the responsibility of shop managers to record on a wastage sheet any shoes which
are discarded because of damage in the shop. Shop managers have total control over the
number of staff they employ and the mix of permanent and casual staff, subject to interview in
the presence of the area manager. Shop managers also arrange for cleaning of the premises
and are responsible for heat and light and other overhead costs.
The head office accounting system has produced the following information with regard to the
Southern area:

Turnover
Costs:
Cost of goods sold
Wastage
Salaries and wages:
Branch manager
Bonus for manager
Permanent assistants
Bonus for assistants
Casual workers
Heat, light, cleaning and
other overheads
Operating profit before
area office recharges
Area office recharges

Shop A
£

Shop B
£

Shop C
£

Area target
%

450,000

480,000

420,000

100

355,000
5,000
360,000

356,000
4,000
360,000

278,000
2,000
280,000

69

15,000
1,000
9,000
450
3,000
28,450

16,000
1,500
7,000
480
4,000
28,980

16,000
1,500
7,000
420
5,000
29,920

6

7,600

8,500

8,200

2

53,950
3,000
50,950

82,520
3,000
79,520

101,880
3,000
98,880

22

Further information
(a) The Southern area has an overall operating profit target of 20% of sales. The area office has a
target allowance of 2% of sales to cover its expenses other than those recharged to shops.
(b) Details of area office expenses are:
Area manager’s salary
Area manager’s bonus
Other office expenses
Area office recharges

£
18,000
3,000
2,400
23,400
(9,000)
14,400

(c) It is the policy of the company to disclose sufficient information to motivate and inform the
appropriate level of management or staff, but to avoid reporting excessive detail, particularly where such detail would unnecessarily disclose information about wages or salaries of
individual employees.
Required
Prepare three separate reports including comments on and interpretation of the quantitative
performance data as follows:
(1) To the area manager on the overall performance of the area and the relative performance of
each shop within the area.
(2) To the manager of shop A on the performance of that shop relative to the rest of the area
and to the area target.
(3) To the employees of shop B showing them how their shop performed relative to the rest of
the area.
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Case studies
Real world cases
Prepare short answers to Case studies 16.1, 16.2 and 16.3.

Case 16.4
Lightwave Radio Ltd produces a range of products at its assembly plant. Due to recent rapid
expansion the company’s system of management control is now inadequate. The board has
established a working party drawn from all disciplines of management to develop the structure
for a new computer-based management control and reporting system.
As chief accountant, you represent the finance department on the working party and believe
that the management reporting system should be based on the division of the production
process into a series of cost centres.
Required
(a) Explain the essential features of a cost centre.
(b) Identify the main features you would expect to find in a cost control report prepared for use
at individual cost centre level.
(c) List three objections or questions which you might anticipate receiving from other members
of the working party, and explain how you would answer each.

Case 16.5
You are the managing director of Combine Ltd, a company engaged in the manufacture and sale
of refrigerators and freezers. The board of directors has agreed to reorganise the company into
two divisions – the domestic refrigerator division and the industrial freezer division. At the next
board meeting the measures to be used to monitor management performance are to be discussed.
Prepare a five-minute presentation to your fellow directors which explains:
the key factors to be considered in the design of financial performance measures for the
divisional managers; and
l the use of non-accounting measures for appraising short-term divisional management
performance.
l

Suggest three examples of non-accounting measures which could be used to monitor sales
performance in the company.

Case 16.6
Obtain the annual report of a large listed company. Look throughout the report for mention
of non-financial performance indicators. Having read the report, prepare a list of non-financial
performance indicators which you think would be useful to readers in understanding more
about the company. For each indicator suggested, you should give a reason. The aim should
be to have a table of indicators covering no more than one side of A4 paper in printed form.

Note
1. Smith (2005).
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